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EXCISE TAXES 


MONDAY, NOVEMBER 26, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON Excise TAXEs OF THE 
CoMMITTEE ON Ways AND Means, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10 a. m., Hon. Aime J. 
Forand (chairman of the subcommittee) presiding. 

Mr. Foranp. The committee will come to order. 

The Subcommittee on Excise Taxes of the House Committee on 
Ways and Means is meeting this morning to begin its hearings. Al- 
though this is the first public meeting of the Excise Taxes Subcom- 
mittee as reconstituted, it is by no means the beginning of the work 
on excise-tax problems. The Subcommittee on Excise Tax Technical 
and Administrative Problems which was the predecessor of this sub- 
committee, held extended public hearings over 13 days in October 
1955 and January and March 1956, incorporating over 1,000 pages 
of testimony and statements in its 3 volumes of hearings. 

In addition, the subcommittee spent many days in executive session 
exploring the various technical and administrative excise-tax problems 
and preparing a report to the House Committee on Ways and Means. 
This report submitted April 20, 1956, contained 80 specific recom- 
mendations on excise taxes and was considered by the Ways and Means 
Committee in executive session in a period extending over several 
weeks. The result of these deliberations was the development of a 
bill, H. R. 12298, which I introduced in the Congress shortly before 
adjournment, 

‘he size of the job, the first comprehensive revision of the excise- 
tax laws, made it impossible to obtain passage of the bill in the 84th 
Congress. However, the committee recognized that there had not 
been time for an adequate review of many of the provisions in the bill. 
In addition, it was realized that many areas not in the bill also de- 
served consideration. For that reason, the subcommittee was recon- 
stituted with broader powers than before. Our present instructions 
are to examine excise-tax rates and exemptions as well as technical 
and administrative problems. 

At this time also we have employed a full-time staff of three 
specialists in the field of excise taxation to work wtih the staff of the 
Joint Committee on Internal Revenue Taxation and the Treasury 
Department in helping the subcommittee prepare its recommendations. 

In the present hearings we are hoping to hear testimony and receive 
statements with respect to (1) suggestions for changes in H. R. 12298; 
(2) suggestions as to technical and administrative problems not 
covered by the bill which deserve consideration; (3) views on excise 
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tax rates and exemptions, and (4) the role of excise tax in the over- 
all tax system. 

From these hearings and subsequent study and discussion we hope 
and intend to evolve the measures for legislative action that will 
stabilize the excise tax structure, remove existing inequities, and in- 
sure more uniform administration and enforcement. 

To complete the record, I would like to state at this time that the 
members of the present subcommittee are as follows: Myself as chair- 
man, Mr. Eberharter of Pennsylvania, Mr. Keogh of New York, Mr. 
Karsten of Missouri, Mr. Herlong of Florida, Mr. Jenkins of Ohio, 
Mr. Mason of Illinois, and Mr. Holmes of Washington. 

Some of the members of the present committee also served on the 
subcommittee before it was reconstituted. 

I will submit for the record, without objection, the names of the 
members of the prior committee. I will also insert, without objec- 
tion, at this point two press releases, one dated August 9, 1956, and 
the other November 3, 1956, announcing these hearings. 

(The material referred to follows :) 


SUBCOMMITTEE ON Excise TAx TECHNICAL AND ADMINISTRATIVE PROBLEMS 


Hon. Aime J. Forand, Rhode Island, chairman; Hon. Eugene J. Keogh, New 
York: Hon. Burr P. Harrison, Virginia; Hon. A. S. Herlong, Jr., Florida; Hon. 
Thomas A. Jenkins, Ohio; Hon. Richard M. Simpson, Pennsylvania; and Hon. 
Noah M. Mason, Illinois. 


{Press release, August 9, 1956] 


Hon. AIME J. Foranp, DEMOCRAT, RHODE ISLAND, CHAIRMAN, SUBCOMMITTEE ON 
Excise TAxEes, ANNOUNCES THE SUBCOMMITTEE’S AGENDA FOR THE REMAINDER 
OF THE 84TH CONGRESS 


The Honorable Aime J. Forand, chairman of the Subcommittee on Excise Taxes 
of the House Committee on Ways and Means, today announced that the sub- 
committee has scheduled public hearings on Federal excise-tax policy, rates, and 
technical and administrative problems to begin on November 26, 1956. 

It is expected that the subcommittee will conclude the hearings in not to 
exceed 2 weeks, 

Representatives of the Department of the Treasury will be invited to open 
the hearings and to present to the subcommittee the Department’s views on 
Federal excise-tax policy, rates, and technical and administrative problems 
which have come to the attention of the Treasury Department, including those 
arising in the collection and administration of the various Federal excise taxes. 
Representatives of the Department of the Treasury will also be invited to com- 
ment on the provisions of H. R. 12298, the omnibus excise-tax bill introduced 
by Chairman Forand on July 18, 1956, which incorporates the recommendations 
of the Subcommittee on Excise Tax Technical and Administrative Problems as 
embodied in the subcommittee’s report dated April 20, 1956, as modified by the 
Committee on Ways and Means in its review of these recommendations. Fol- 
lowing the testimony by Treasury representatives, public witnesses will be 
scheduled and are invited to present their views on the subject matter falling 
within the jurisdiction of the subcommittee in the order of the following 
excise-tax categories in which they may be interested. 

(1) Retail excise taxes; 

(2) Manufacturers’ excise taxes: 

(3) Excise taxes on facilities and services (admission, communications, 
transportation, etc.) ; 

(4) Documentary stamp taxes; 

(5) Excise taxes on wagering, coin-operated devices, bowling alleys, etc.. 
and regulatory taxes (except those on narcotics) :? 


1The subcommittee will not consider reguiatory excises on narcotics in view of the 
existence of another subcommittee of the Committee on Ways and Means with jursidiction 
over this subject. 
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(6) Import taxes; 

(7) Excise taxes on distilled spirits, beer, and wines ; 

(8) Excise taxes on tobacco products; and 

(9) Other excise taxes. 

Within each of these categories industry representatives and others desiring 
to testify on an entire category will be scheduled for first appearances. Other 
witnesses will be scheduled according to the numerical order of the section 
numbers in which the taxes and related provisions on which they wish to testify 
appear in the Internal Revenue Code of 1954. In the interest of avoiding duplica- 
tion of testimony, it is requested that to the maximum extent possible an industry 
group select one spokesman to present the views of that industry. 

To facilitate orderly consideration by the subcommittee, witnesses are re- 
quested to divide their prepared testimony into four broad groupings to the 
maximum extent possible. These broad groupings are: 

1. Rates and problems relating to the level of rates. 

2. Technical and administrative problems relating to broad groups of 
excises such as, but not limited to, the treatment of leases in the case of the 
manufacturer’s excise taxes and the publication of rulings, 

3. The technical adequacy and substantive sufficiency of the provisions of 
H, R. 12298. 

4, Questions of Federal excise-tax policy such as, but not limited to, 
whether or not too large or too small a portion of the total revenues of the 
Federal Government are derived from excises. 

Witnesses may testify on one or more of these groupings, but it is requested 
that each grouping be clearly separated and captioned in the prepared testimony 
of each witness. 

Persons interested in appearing at these hearings may arrange to do so by 
writing to the clerk of the Committee on Ways and Means, room 1102, New House 
Oflice Building, Washington, D. C., by not later than November 10, 1956. It is 
requested that prospective witnesses indicate in their letters to the clerk the 
categories on which they will testify and where pertinent the sections of the 1954 
code on which they will address themsel¥es. Witnesses should also indicate the 
minimum amount of time required for their testimony. 

Statements may be submitted (in triplicate) for the record in lieu of an 
appearance. As an alternative to multiple appearances by a witness who is 
interested in one or more categories, testimony may be given on subjects of major 
importance to the witness and briefs submitted for the record concerning other 
topics of interest. 

Witnesses will be notified of the scheduled date of their appearance. The 
hearings will be held in the hearing room of the Committee on Ways and Means 
in the New House Office Building and will begin each day at 10 a. m. 

It is requested that witnesses submit 40 copies of their prepared statements to 
the committee clerk at least 4 days in advance of their scheduled appearance. 
in the event that a witness desires to make copies of his testimony available to 
the press, it is suggested that an additional 40 copies be submitted to the clerk 
for that purpose. 

Chairman Forand also announced that the congressional staffs and the staff of 
the Treasury Department have been requested to begin studies designed to 
develop the necessary facts and statistics on which to base an appraisal of 
Federal excise-tax policy, the levels of rates, and the technical adequacy and the 
administration of the Federal excise-tax law. The staffes have also been 
instructed to prepare legislative drafts incorporating the recommendations of 
the staffs for the subcommittee’s consideration. 

The members of the subcommittee are: Hon. Aime J. Forand, Rhode Island, 
chairman; Hon. Herman P. Eberharter, Pennsylvania; Hon. Eugene J. Keogh, 
New York; Hon. Frank M. Karsten, Missouri; Hon. A. S. Herlong, Jr., Florida; 
Hon. Thomas A. Jenkins, Ohio; Hon. Noah M. Masson, Illinois: Hon Hal Holmes, 


Washington. Ex officio, Hon. Jere Cooper, chairman, Committee on Ways and 
Means. 


[Press release, November 3, 1956] 


Hon. AIME J. ForRAND, DEMOCRAT, OF RHODE ISLAND, CHAIRMAN OF THE Sup- 
COMMITTEE ON EXxcIse Taxes, ANNOUNCES INFORMATION RELATIVE TO SuBCOM- 
MITTEE HEARINGS 


The Honorable Aime J. Forand, chairman of the Subcommittee on Excise 
Taxes of the House Committee on Ways and Means, today announced, pursuant 
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to its hearing announcement of August 9, 1956, the subcommittee had received 
numerous requests to be heard from-industry groups interested in appearing 
before the subcommittee on topies within the subcommittee’s jurisdiction. In- 
cluded among the general categories on which witnesses have expressed interest 
in testifying are the subjects of transportation taxes, communications taxes, 
documentary stamp taxes, and excises on facilities and services. Specific articles 
subject to tax that will be referred to by witnesses include such items as furs, 
automobiles, toilet preparations, jewelry, musical instruments, handbags, and 
bowling alleys. Witnesses have indicated their interest in testifying with respect 
to questions of excise-tax rates and questions involving technical and admin- 
istrative problems under our Federal excise-tax structure. 

Chairman Forand reiterated the fact that the final date the subcommittee will 
receive requests to be heard is November 10, 1956. Persons who have not 
arranged to appear before the subeommittee and who are interested in doing so 
should write to the clerk of the Committee on Ways and Means, 1102 New House 
Office Building, Washington, D. C. It is desired that such requests set forth 
the categories on which they will testify and where pertinent the sections of 
the 1954 code to which they will address themselves. Witnesses should also 
indicate the minimum amount of time required for their testimony. Statements 
may be submitted (in triplicate) for the record in lieu of a personnel appearance. 

As previously announced, representatives of the Department of the Treasury 
are expected to open the hearings and to present the views of the Department 
to the Subcommittee on Federal Excise Tax Policy, Rates, and Technical and 
Administrative Problems, as well as comment on the provisions of H. R. 12298. 

The list of excise-tax categories on which the subcommittee will receive testi- 
mony is as follows: 

(1) Retail excise taxes; 

(2) Manufacturers’ excise taxes ; 

(3) excise taxes on facilities and services (admission, communications, 
transportation, etc.) ; 

(4) documentary stamp taxes ; 

(5) excise taxes on wagering, coin-operated devices, bowling alleys, etce., 
and regulatory taxes (except those on narcotics) ;* 

(6) import taxes; 

(7) excise taxes on distilled spirits, beer, and wines; 

(8) excise taxes on tobacco products ; and 

(9) other excise taxes. 

The broad groupings according to which witnesses are requested to arrange 
their testimony are as follows: 

1. Rates and problems relating to the level of rates. 

2. Technical and administrative problems relating to broad groups of 
excises such as, but not limited to, the treatment of leases in the case of the 
manufacturers’ excise taxes and the publication of rulings. 

3. The technical adequacy and substantive sufficiency of the provisions 
of H. R. 12298. 

4. Questions of Federal excise-tax policy such as, but not limited to, 
whether or not too large or too small a portion of the total revenues of the 
Federal Government are derived from excises. 

Mr. Forand stressed the fact that the present announcement is supplementary 
to the statement of August 9 and that the release of the earlier date should be 
referred to by persons interested in appearing before the subcommittee so that 
they may be informed in appropriate detail as to the scope and procedure for the 
subcommittee inquiry. 

The members of the subcommittee are: Hon. Aime J. Forand, Rhode Island, 
chairman; Hon. Herman P. Eberharter, Pennsylvania; Hon. Eugene J. Keogh, 
New York; Hon. Frank M. Karsten, Missouri; Hon. A. S. Herlong, Jr., Florida; 
Hon. Thomas A. Jenkins, Ohio; Hon. Noah M. Mason, I!inois; Hon. Hal Holmes, 
Washington. Ex officio, Hon. Jere Cooper, chairman, Committee on Ways and 


Means. 

Mr. Foranp. We will open the session this morning by hearing a 
representative of the Treasury Department, Mr. Dan Throop Smith, 
special assistant to the Secretary of the Treasury. After Mr. Smith 


1The subcommittee will not consider regulatory excises on narcotics in view of the 


existence of another subcommittee of the Committee on Ways and Means with jurisdiction 
over this subject. 
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has completed his statement, we will hear Mr. Russell C. Harrington, 
the Commissioner of Internal Revenue. Following his statement we 
will question Mr. Smith on general problems and, if there is time 
this morning, inquire of the Internal Revenue Service representatives 
as to the Service’ administrative policy. 

Since we have industry witnesses scheduled for this afternoon, I 
would like to ask that questions on technical matters be withheld for 
the present. If it is agreeable with the subcommittee, we will save the 
technical questions until the end of the hearing and ask representa- 
tives of the Treasury and the Service to return for questioning at that 
time. 

The committee will recall that that was the procedure we followed 
last year. First we heard the Treasury representatives. Then we 
heard all the public witnesses. Then we recalled the Treasury and 
Internal Revenue Service people for a roundup in the hope of getting 
the best that we could out of all our troubles. 

There is one point the chairman would like to make at this time. 
Some 125 or 130 witnesses asked permission to appear before the com- 
mittee to present their views. The committee is most anxious to ob- 
tain all information possible on the subject before us. However, due 
to time limitations it would be appreciated if every witness would 
make his oral statement as brief as possible and then submit in writing 
his detailed views on each item in which he is interested. 

The first witness to appear this morning is Mr. Dan Throop Smith, 
special assistant to the Treasury. Mr. Smith, will you come forward, 
please. I believe Mr. Harrington would like to sit with you because 
he will follow you. 


STATEMENTS OF DAN THROOP SMITH, SPECIAL ASSISTANT TO THE 
SECRETARY, TREASURY DEPARTMENT; RUSSELL C. HARRING- 
TON, COMMISSIONER; CLIFFORD W. STOWE, ASSISTANT COMMIS- 
SIONER (OPERATIONS) ; JUSTIN F. WINKLE, ASSISTANT COMMIS- 
SIONER (TECHNICAL); AND JOHN POTTS BARNES, CHIEF 
COUNSEL, INTERNAL REVENUE SERVICE 


Mr. Smirn. Mr. Chairman, I appreciate the opportunity of appear- 
ing before the Subcommittee on Excise Taxes of the Committee on 
Ways and Means as it begins these hearings looking toward the com- 
pletion of its study of excise-tax problems. 

H. R. 12298, which was introduced by Chairman Forand following 
the review of the recommendations of the subcommittee by the full 
committee earlier this year, was based on a great deal of comprehen- 
sive work by the subcommittee, its staff, and the Treasury Depart- 
ment. The Treasury is presently interested in knowing the opinion 
of the taxpayers concerned about the provisions of the bill. For 
this reason, we welcome the hearing which begin today. 

In addition to these hearings, I understand that your staff is pre- 
paring for your consideration several new matters for possible addi- 
tion to the bill as well as some suggestions for better ways of doing 
things that were considered last year and are now incorporated in the 
bill. Undoubtedly the witnesses at the hearings will have some further 
recommendations. 
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Although this is the beginning of formal hearings of this subcommit- 
tee, your staff, the staff of the Joint Committee on Internal Revenue 
Taxation, and staff members of the Treasury and Internal Revenue 
Service have already been at work for some time on this matter. Tech- 
nical comments of the Internal Revenue Service on H. R. 12298 have 
been delivered to your staff. In addition, the Service has provided 
some suggestions covering matters not now in the bill. The meetings 
that have already been held between the staff members and those that 
will be held in the future should: provide a very fruitful sifting of 
these ideas, to determine which ones should be made as specific recom- 
mendations to the committee. 

In connection with the discussion of new ideas and matters that were 
not considered previously, I might mention that considerable attention 
is being given to H. R. 12421, which was introduced by Mr. Simpson 
toward the end of last July. This bill relates only to retail excises. 
Of course, these are considered in H. R. 12298, but I think we all 
acknowledge they may not have been considered in as much detail as 
some of the other excises. 

Although it is not worthwhile now to enumerate all the detailed 
technical points being brought to the attention of your staff members, 
T would like to mention a few things which we believe merit particular 
consideration. One of these concerns the definition of retail sales for 
purposes of the excises on furs, toilet preparations, et cetera. The 
Treasury Department has held that the imposition of tax on these 
articles when “sold at retail” is equivalent to “sales for purposes other 
than resale.” 

A recent decision by the Eighth Circuit Court of Appeals in the 
case of Nathan Gellman, et al., held that sales of jewelry and luggage 
to fraternal and church organizations taverns, concessionaires, and 
operators of games for use as prizes, and to industrial firms for use as 
premiums and awards to employees were not “retailsales” under the 
Internal Revenue Code. Thus such sales were considered exempt 
even though they are the last sales of the articles. Although the Serv- 
ice has announced that the decision will not be considered as a prece- 
dent for the disposition of other cases involving a similar factual 
situation, we believe any possible uncertainty should be resolved by 
codifying the long standing Treasury interpretation of the law. To 
Jeave the issue unresolved would lead to the future possibility of some 
end sales of taxed items being untaxed. H. R. 12421, incidentally, 
contains a provision to achieve the result desired by the Treasury. 

One part of H. R. 12298 involves reformulation of the system of 
making exempt sales and the provision of credits and refunds for tax- 
paid items sold for exempt purposes. The desired objective was to 
provide a more uniform method of treatment of the several categories 
of exempt sales while at the same time providing somewhat greater 
freedom than is now available for the transmittal of tax exempt articles 
between manufacturer and the final purchaser. Sales by a manufac- 
turer to a dealer on a tax-free basis upon representation of intent by 
the latter to sell for a tax-free purpose would, however, be at the option 
of the manufacturer. 

Since the public release of the bill, there has been some representa- 
tion from manufacturers who feel that the availability of a simpli- 
fied and more extensive system for passing non-tax-paid items forward 
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through the distribution level may subject them to competitive pres- 
sures to sell tax free when they would prefer to sell taxpaid and 
pass on any credits or refunds after the dealer provides proof of a 
sale of a tax-exempt nature. 

Since manufacturers are liable for tax on tax-free sales to dealers 
where adequate proof of the final tax-free sale by the dealer is not 
forthcoming, manufactruers are very conscious of the problems of 
securing such final proof. We are by no means convinced that the 
liberalization in H. R. 12298 is undesirable, but we think further 
thought should be given to the matter. In this connection, the testi- 
mony of witnesses before your committee should be very helpful. 

In the documentary stamp tax area, H. R. 12298 makes a big step 
forward, we believe, by getting away from the fictitious base of par 
value and levying instead a tax related to the sales price of stocks. 
The present system is advantageous to taxpayers, obviously, where 
stocks sell for much more than their par value. The mutual invest- 
ment companies would have to pay considerable additional tax under 
the proposal because of the change of the base from par to actual 
value. These companies believe that the distribution system involv- 
ing several layers of successive sales, which they find advantageous 
for general purposes, places them at a tax disadvantage under the 
proposal as compared with the noninvestment companies. While we 
are not convinced that special arrangements should be proposed merely 
because a firm considers it otherwise desirable to do business in ‘a 
certain fashion which increases its tax burden, your committee might 
want to review the possible impact of the change on this important 
outlet for savings. 

As you will remember, you have requested the views of the Commis- 
sioner of Internal Revenue with respect to several items. These are 
mentioned in the report of the subcommittee to the House Committee 
on Ways and Means as item No. XII. It was there pointed out that 
the Internal Revenue Service was taking steps to establish a commit- 
tee to study and report to the Commissioner on the more important 
aspects of excise tax administration and enforcement. I understand 
that the Commissioner has made an interim report on the work in 
this area and he is of course sitting beside me here today to give a 
further report. 

One additional item, Mr. Chairman. We have received in the Treas- 
ury from the Securities and Exchange Commission an analysis of the 
new provisions on documentary stamp taxes on transfer of stock, 
the change from par to a basis related to market value. We felt that 
this would be of use for consideration by this committee, and the 
Securities and Exchange Commission through me is presenting it to 
you for your consideration, if I may have it inserted in the record. 

Mr. Foranp. Without objection that will be inserted in the record 
at this point. 

(Memorandum referred to follows:) 

NOVEMBER 23, 1956. 
Memorandum. 
To: The Department of the Treasury. 
From: The Securities and Exchange Commission. 
Subject: Pending legislation with respect to Federal transfer taxes on the 
sale of securities. 
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STATUS OF PROPOSED LEGISLATION 


The Subcommittee on Excise Tax Technical and Administrative Problems sub- 
mitted a report on April 20, 1956, to the House Committee on Ways and Means 
containing a number of recommendations for revisions of various types of excise 
taxes.’ Public hearings in Washington on these recommendations are scheduled 
to commence on November 26, 1956. 

The subcommittee was primarily concerned with correcting inequities existing 
under present tax rates. Section VI of the report deals, among other things, 
with stock-transfer taxes. In this respect the recommendations included pro- 
posals (1) to revise the rates of the Federal tax on the transfers of stock where 
there is a sale or exchange for value; (2) to exempt from such tax the transfers 
of stocks which do not constitute sales or exchanges for value; and (3) to 
exempt odd-lot dealers from the payment of stock-transfer taxes on their odd-lot 
sales. These proposals, if adopted, will directly affect not only the investing 
public but also certain members of national securities exchanges as well as over- 
the-counter broker-dealers. Consequently, their overall effects may well be 
reflected in the various securities markets which are a matter of concern to this 
Commission. 


BACKGROUND” 


A Federal stock-transfer tax was levied in the beginning only during periods 
of war as part of a comprehensive system of stamp taxes imposed in such 
emergencies on a great variety of commercial documents and transactions. The 
stock-transfer tax was first enacted in 1862 during the Civil War and later re- 
pealed in 1870. In 1898, during the Spanish-American War, the tax was re- 
imposed and again repealed in 1902. It was reestablished for a third time in 
1914, at the outbreak of World War I, and since then has remained continuously 
in effect. 

The first stock-transfer tax was a flat-rate tax levied on each sale of stock 
without regard to the value of the transaction. Later, in 1864, the principle of 
taxing stock transfers on a par value basis, was substituted for the flat-rate tax 
and the par-value basis has been followed on all Federal stock-transfer tax legis- 
lation since that time. The par-value basis for taxation was selected because it 
was commonly assumed at that time that in most cases the par value of a stock 
corresponded closely to its real value, inasmuch as stock was supposed generally 
to be issued at a price approximating its par value and the proceeds from its sale 
invested in the corporation. The capitalization of a corporation was thus sup- 
posed to reflect the actual value of its assets. Moreover, at that time current 
information as to prices at which stocks were traded was not as generally avail- 
able as it is today. It would have been difficult, therefore, for tax collectors to 
verify the market prices of securities involved in many transactions. For these 
reasons, a tax based on the par value of shares apparently offered the most 
practical solution to the problems associated with the collection of the tax. 


PRESENT TAX RATES 


The rate structure of the present Federal transfer tax on stocks is as follows: 
1. Stocks selling under $20 a share are taxed 5 cents for each $100 of par 
value or fraction thereof, or for each no-par-value share. 
2. Stocks selling at $20 a share and above are taxed at 6 cents for each 
$100 par value or fraction thereof, or for each no-par-value share. 

This structure has been criticized in two respects. First, it differentiates be- 
tween par value and no-par-value stocks and discriminates against the latter by 
taxing it as though it had a par value of $100. Since the relationship between 
the par value of a stock and its market value is now usually remote, this dif- 
ferentiation results in unequal taxes on these two classes of stocks and, in many 
cases, is difficult to justify... Because of this discrimination it has become the 


1 Report to the House Committee on Ways and Means from the Subcommittee on Excise 
Tax Technical and Administrative Problems, April 20, 1956, 2d sess. of the 84th Cong. 

2 For interesting and informative material on the history of United States stock-transfer 
taxes (and those of major foreign countries) see report of the committee for the study 
of Federal and State transfer taxes (a privately finaneed study). New York, 1940. 

*For example, two stocks selling at $50 per share, one having no par value and the 
other having a par value of $1, are subject to transfer taxes which are all out of proportion 
to each other when it is considered that their market values are identical. The first stock, 


no par value, is taxed $6 per 100 shares while the latter stock, $1 par value, is taxed only 
6 cents per 100 shares. 
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practice of corporations to either reduce the par values of their stocks, er to 
change them from no-par value to a low-par value ,in order to obtain the benefit 
of a lower tax rate and thus, enhance the popularity of their stocks with traders. 

The other criticism of the present rate structure is that it is regressive. It 
bears more heavily on the low-priced stocks than it does on high-priced ones, due 
to the fixed rate applied to all stocks selling over $20 per share. In effect, a 
ceiling is thereby placed on the tax rate on stocks selling over $20 per share, 
irrespective of how high their market values may be.‘ 

The subcommittee report commented as follows: 

“It is difficult to justify the imposition of * * * the stock-transfer tax * * * 
on the basis of par value. Par value has no real or economic meaning and, in 
fact, is often adjusted to incur the smallest possible amounts of * * * transfer 
taxes. 

“The present system which is based in large part on par value is undesirable 
because it creates distinctions between stocks on an artificial basis which have 
no relationship to the value of the stock. Moreover, the present arrangement 
tends to discriminate against stocks of a relative low value since such stocks are 
likely to have at least as high a par value as higher priced stocks.” 

In order to correct the inequities existing under the present rates between 
shares having equal market values but different par values, the subcommittee 
recommended that the stock-transfer taxes be revised as follows: 

“In the case of the stock-transfer tax where there is a sale or exchange for 
value, the tax rate would be 5 cents on each $100 (or major fraction thereof) 
of the actual value of the total stock involved in a transaction. The minimum 
tax in any transaction would be 5 cents.” 

This revision also reflects the subecommittee’s recommendation to exempt from 
the transfer tax transfers of stock which do not constitute sales or exchanges. 
Such recommendation was based on the belief that “the great majority of ad- 
ministrative problems in connection with the stock-transfer tax arise in the case 
of transfers which are not sales or exchanges.” The subcommittee was of the 
opinion that the proposed exemption in this regard would make unnecessary 
many of the exemptions in present law dealing with transfer taxes. 

An examination of the transfers which occurred on the New York Stock Ex- 
change during November 1955 indicated to the subcommittee that a tax of 4 cents 
per $100 market value would result in approximately the same revenue as the 
present par-value rates. However, recognizing that this is a period of histori- 
cally high values for most stocks, the subcommittee believed it necessary to im- 
pose a tax of 5 cents per $100 market value to insure current revenues from the 
source. It concluded, after considering the anticipated loss of revenue from the 
proposal to exempt transfers of stock which are not sales or exchanges, that the 
shift from par value to market value would result in an annual revenue gain of 
approximately $2 million. (During the past year the New York Stock Exchange 
bas made comprehensive studies -which cast some doubt on the validity of the 
subcommittee’s conclusions as to the amount of revenue gain involved under the 
proposed tax revision. The results of these studies will be discussed later in this 
memorandum. ) 

ODD-LOT TRANSACTIONS 


Transactions in odd lots of stock on exchanges are subject, of course, to the 
same Federal transfer tax as round lots. In both cases the tax is imposed upon 
the seller. Thus, the odd-lot dealer is taxed each time he sells an odd lot of stock 
toacustomer. Prior to an increase in the stock-transfer tax rates by the Federal 
and New York State Governments in 1932, the odd-lot dealers absorbed the trans- 
fer tax on their odd-lot sales. However, when the Federal and State rates were 
practically doubled, the odd-lot dealers could no longer absorb them without 
raising their differential charges. Rather than do this, the odd-lot dealers pro- 
ceeded to pass this tax on to their customers. As a result, public investors 
dealing in odd lots are taxed on their purchases as well as their sales of odd 
lots while those dealing in round lots are taxed only on their sales. 

The subcommittee deemed the imposition of the tax on purchases of odd lots 
by the public a discrimination against small stockholders and believed its removal 
would “tend to encourage the broadening ef the investment base of the stock 


4For example, a no-par-value stock selling at $10 per share is taxed $5 per 100 shares 
while the same stock selling at $150 per share is taxed only $6 per 100 shares. Although 
the market value of the latter stock is 1,500 percent greater than that of the lower priced 
stock, it is taxed only 20 percent more. Similar differences also exist with respect to taxes 
on stocks which have a par value. 
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market.” Accordingly, it reeommended that no stock-transfer tax be imposed on 
odd-lot sales by odd-lot dealers and estimated such action would result in an 
annual revenue loss of approximately $1 million. This saving would, in view of 
present practices mentioned above, accrue entirely to the benefit of the investing 
public and would have no real effect on odd-lot dealers. 


EFFECTS ON MEMBERS OF NATIONAL SECURITIES EXCHANGES 


Insofar as stock-exchange operations are concerned the effect of the proposed 
revised tax-rate basis would apply to all members of the exchanges who deal on a 
principal basis, since the tax is imposed on the sellers of securities. Thus, 
specialists, odd-lot dealers, and floor traders would be among those most affected. 
Of these, the specialists and odd-lot dealers obviously are those upon whom the 
imposition of unreasonable taxes, or other expenses, might result in having 
an adverse effect on exchange markets. 

In considering the impact of the revised taxes on specialists and odd-lot dealers 
it is first necessary to note the primary difference which exists between the 
trading methods employed on the New York Stock Exchange and those of the 
American Stock Exchange and the major regional exchanges. On the New 
York Stock Exchange, the functions of specialists and odd-lot dealers are per- 
formed by different persons. On the American and most regional exchanges, on 
the other hand, these functions are performed by persons who act in the dual 
capacity of both odd-lot dealer and specialist. These latter persons are com- 
monly referred to as odd-lot dealer-specialists. 


NEW YORK STOCK EXCHANGE 


The volume of round-lot trading on the New York Stock Exchange is great 
enough to permit specialists to execute as agents the bulk of the buying and 
selling orders left with them for execution. This is evidenced by the fact that 
of all the transactions made on that exchange only some 10 to 15 percent are for 
the specialists’ own account. Thus, the specialists on the New York Stock 
Exchange act primarily in an agency capacity and, therefore, probably would 
not be as greatly affected by increased transfer taxes as would those on most 
regional exchanges, for the reasons more fully discussed below. 

However, increased transfer taxes wou'd seem to be of some concern to the 
several firms acting as odd-lot dealers on the New York Stock Exchange insofar 
as it is necessary for them to sell round lots, on which they would be required 
to pay the tax, in offsetting accumulations of odd lots. 


AMERICAN STOCK EXCHANGE 


The American Stock Exchange utilizes the odd-lot dealer-specialist system, 
wherein one person performs a dual capacity in a designated stock or stocks. 
It is understood that it will file in writing with the subcommittee its views with 
respect to the proposed revised transfer taxes and will advocate that a lower 
rate be applied. 


REGIONAL EXCHANGES 


The members of regional exchanges, however, would undoubtedly be affected 
to a greater extent by the revised Federal tax rates than those of the New York 
exchanges. This appears likely for two reasons: First, the smaller volume of 
transactions executed on the regional exchanges frequently results in an unbal- 
ance between the buy-and-sell orders received. Specialists on these exchanges, 
therefore, find it necessary to execute more orders for their own account than 
New York Stock Exchange specialists. In some instances such principal trading 
accounts for between 75 to 90 percent of the total volume on the exchange, 
depending upon the issues involved. 

Secondly, in most cases these specialists also act as the odd-lot dealer in their 
securities. The lack of volume here again requires the specialist-odd-lot dealer 
to fill most of the odd-lot orders from inventory. The net purchase or sale 
balances resulting from his odd-lot operations generally are offset in round lots 
on the primary market for the security. Thus, on such sales of round lots the 
specialist-odd-lot dealer is subject not only to the Federal and State transfer 
tax, but also, unless he is also a member of the primary exchange, to the usual 
nonmember commission charges. 

For these reasons, there might well be a question whether the increased Federal 
transfer taxes on the odd-lot dealer-specialists on the regional exchanges might 
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force them to maintain markets at wider spreads than at present and thus 
seriously impair the maintenance of fair and orderly markets on such exchanges, 


MIDWEST STOCK EXCHANGE 


Mr. Barnes, chairman of the board of governors of the Midwest Stock Ex- 
change, was the first among regional exchanges to express opposition to certain 
features of the proposed revised tax rates. In a memorandum which he pre- 
sented to the subcommittee, and to this Commission through Commissioner Pat- 
terson, he discussed the impact of the proposed tax on the markets on regional 
exchanges in general and the Midwest Stock Exchange in particular.° He stated 
their studies on the Midwest Stock Exchange indicate a 41-percent increase in 
total tax payments under the proposal; cited examples of tax increases of 50 
percent and more for some member firms; contended that specialists would be 
subject to an “overall increase in their tax cost of 53 percent, which would rep- 
resent a very substantial part of their gross profits”; and implied that the pro- 
posal would make it impossible to obtain specialists in the high-priced shares 
due to the high tax rate to which they would be subject. By discussing the 
increases only in terms of percentage and failing to indicate the actual amount 
of money involved, his memorandum perhaps tends to overemphasize the size 
of the proposed increased taxes. 

Assuming Mr. Barnes’ contention of a 41-percent overall increase is correct— 
and calculations make it appear so—the proposed tax would have resulted in 
revenues on this exchange for the year 1955 of approximately $464,000, which 
would represent a total increase of approximately $135,000. 

Mr. Barnes’ memorandum indicates that specialists acted as the seller in 
approximately 40: percent of the round-lot transactions effected in 1955; i. e., 
they acted as principal and thus were subjected to the transfer tax on such 
transactions. At this rate it is estimated that less than $50,000 of the increase 
would have been borne by the specialists and the balance by other members and 
the public. There are approximately 35 specialists on the Midwest Stock Ex- 
change, and dividing this $50,000 equally between them would amount to less 
than $1,500 each.’ The impact of this increase upon the profits of specialists 
is difficult to appraise, since the exchange has stated that information regard- 
ing profits made by members in their dealings as specialists (as such) would be 
difficult to obtain. 

Mr. Barnes states that “in connection with any revisions, it should be pointed 
out that the present high tax on $100 par and no par issues has made it virtually 
impossible for the Midwest Stock Exchange to secure specialists in such issues.” 
This would seem to imply that if the tax rate is increased on high-priced shares 
it will likewise impair their ability to secure specialists in such issues. How- 
ever, in various discussions with the exchanges, it has been indicated that the 
primary factor as to whether a security is registered with a specialist is the 
public trading activity in a particular stock; if there is sufficient activity it will 
be rezistered with a specialist, otherwise it will not be. Therefore, there is some 
question as to the implied contention by Mr. Barnes that increased tax rates will 
make it difficult to obtain a specialist in high-priced shares. 

Mr. Barnes submitted to the subcommittee the following alternative plan 
which applies a declining rate principle on transactions of 100 shares or less. 
The rates are in multiples of 100 shares or less—per 100 shares or less: First 
$5,000, 5 cents per $100 of market value; in excess of $5,000, 1 cent per $100 of 
market value. 

This plan is designed to lessen the impact of the tax on the higher priced 
shares by placing an effective ceiling on the rates for such shares. He contends 
that the suggested plan would bring in more revenue than the present rate struc- 
ture and would result in only a 4.3 percent reduction in revenue below the 
subcommittee’s proposal. 


* Mr. George E. Barnes, chairman of the board, Midwest Stock Exchange, expressed his 
views in a memorandum to Colin F. Stam, chief of staff, Joint Committee on Taxation. 
The substance of this memorandum was published in the July 9, 1956, edition of the 
Investment Dealers’ Digest. 

6The velne of transactions executed on the Midwest Stock Exchange for the rear 1955 
totaled $928 million. This figure includes $134 million total value of add-lot volume in 
dua!’ issues and an indeterminate amount of add-lot trading in local issues, the value of 
which is not readily available. 

7Tt should be noted that these figures apply only to round-lot transactions on the Midwest 
Stock Exchange. They would be slightly larger due to the fact specialists on that exchange, 
as well as other regional exchanges, sell round lots on the New York Stock Exchange to 
offset stock accumulated through their odd-lot dealings. 
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Mr. Barnes’ proposal contains the same element of regression as the present 
rates, which has been subject to criticism in the past. However, if the com- 
mittee’s proposed rates become operative it is likely that corporations simply 
would split their high-priced shares to benefit from reduced taxes on lower- 
priced shares. This would be the same pattern now followed by many corpora- 
tions in reducing the par value of their shares for the same purpose. 


CINCINNATI STOCK EXCHANGE 


This is the only other regional exchange which has submitted comments con- 
cerning the proposed revised transfer tax. In a letter dated August 17, 1956, 
Mr. C. H. Steffens, president, expressed the view that the increased taxes would 
make it more difficult for odd-lot dealers to operate. He believes that the odd-lot 
dealer should be exempted from the payment of the transfer tax when selling 
100-share lots which are accumulated through his operation as odd-lot dealer 
and suggests that such a recommendation by this Commission would be helpful. 

While Mr. Steffens’ proposal appears reasonable it is doubtful whether it 
deserves serious consideration for the reason that it would discriminate against 
over-the-counter broker-dealers who also may deal in odd lots but are not gen- 
erally considered to be “odd-lot dealers.” It would seem difficult to justify such 
discrimination. In order to overcome such discrimination an exemption designed 
to accomplish Mr. Steffens’ purpose, both on exchanges and in the over-the- 
counter markets, would raise problems in verifying and collecting the proper 
taxes. 

OVER-THE-COUNTER MARKETS 


As the bulk of trading in the over-the-counter markets is effected on a principal 
basis by the dealers, they also would be affected in the maintenance of their 
markets in the same manner as specialists on exchanges. Generally speaking, 
wider spreads prevail in the over-the-counter market than on the exchange 
markets and dealers probably are better able to absorb any inereased costs of 
doing business. However, to the extent this is not possible or practical, the 
impact of increased taxes would indirectly be passed on to the public investor in 
the form of wider dealer spreads and correspondingly poorer markets. 


CONCLUSION 


The revision of the tax rate, as proposed by the subcommittee would tend to 
correct the inequities existing under the present rate structure. It would also 
eliminate the present fixed minimum tax on all stocks selling under $20 and 
remove the ceiling now in effect on stocks selling above $20. 

Basically the proposal seems entirely justifiable. However, there is some 
question relative to the propriety of the subcommittees’ conclusion as to the need 
for a rate of 5 cents per $100 market value and the estimated $2 million revenue 
which would be gained from such a rate. In this regard it should be noted that 
at the present time, due to the methods employed in collecting stock transfer 
taxes, it is impossible for the United States Treasury Department or any other 
governmental agency, to determine the total amount of stock transfer taxes 
which are now collected. Consequently, the subecommittee’s conclusion has no 
real basis and studies made by the New York Stock Exchange during the past 
year make it appear unrealistic. For example, the exchange studies indicate 
that under the present tax schedule, the estimated transfer taxes collected on 
transactions executed on that exchange during December 1955 approximated 
$975,000. Under the proposed rate this revenue was estimated at $1.25 million 
or an increase of 28.6 percent. On a projected basis, transfer taxes on New York 
Stock Exchange transactions would amount to approximately $12 million a year 
under the present rates or $15 million under the proposed rates. This would 
indicate an increase of $3 million in revenue gains from transactions on that 
exchange alone although the subcommittee estimates only a $2 million gain 
overall. 

While the exchange’s studies indicate a 28.6 percent increase overall, studies 
of transfer taxes on the 50 most active stocks in August 1956 disclose that the 
increase on such stocks would amount to about 118 percent. 

The exchange has estimated that a tax rate of 4 cents per $100 of market 
value rather than the subcommittee’s proposed 5-cent rate would increase 
revenues from this source by approximately 3 percent. In addition, the exchange 
is engaged in estimating for the first 9 months of 1956 the increased revenue 
which the Treasury would have received from the proposed 5 cents per $100 of 
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market value as compared with the actual revenue from New York Stock 
Exchange transactions under the present tax system. The exchange has advised 
that it plans to submit its views on the proposed tax revision in writing to the 
subcommittee and that it too will advocate that a lower rate be applied. 

Mr. Foranp. Does that conclude your statement? 

Mr. Smiru. That concludes my prepared statement, yes, Mr. Chair- 
man. 

Mr. Foranp. As I stated before, we will let Mr. Harrington go to 
work for a while. 

Mr. Harrincron. Mr. Chairman and members of the Excise Tax 
Subcommittee, I want to thank you for the opportunity to appear be- 
fore you today to discuss the Service’s views on the more important 
aspects of excise tax administration and enforcement. 

You may recall that as the result of this subcommittee’s hearings 
and the administrative suggestions contained in its report to the full 
Committee on Ways and Means, I appointed a Service Excise Tax 
Committee to investigate the administrative and enforcement features 
of your suggestions and to report back to me. This in-service commit- 
tee was not limited, however, to the consideration of your subcommit- 
tee’s suggestions. It was instructed to cover all aspects of excise tax 
administration, subject only to the limitations of time and available 
resources. 

I received this committee’s report only last week, and immediately 
held a number of meetings with the interested officials of the Service. 
After careful consideration and discussion, I have adopted this re- 
port as that of the Service and present it to you today. 

Insofar as the subcommittee’s 3 administrative recommendations are 
concerned, we have adopted 2 which we are already implementing. As 
to the third recommendation we are not in agreement with the views 
of the subcommittee. 

Considering first the two agreed-upon items: 

We have given effect to your administrative recommendation to 
maintain in the national office, on a trial basis, a public record of all 
suits being filed for the refund of excise taxes and appropriate public 
notice of this activity was published in one of the recent issues of the 
Internal Revenue Bulletin. 

Also, we have adopted the subcommittee’s views that any taxpayer 
who wants his excise tax returns examined by a full-time excise tax 
agent shall have his request granted; and that all taxpayers whose 
returns are under examination shall have an opportunity for informal 
conferences with a full-time excise tax group and supervisor. In order 
to achieve these two objectives, the Service has adopted your views that 
the number of excise tax groups be expanded. In those districts whose 
excise tax activities are too small to support the services of a full-time 
excise tax group supervisor, we have provided for “roving” excise tax 
group supervisors to handle the necessary informal conferences and 
other technical supervisory duties therein. 

The report of our in-service committee on excise taxes includes many 
other recommendations and suggestions which we are going to im- 

lement to the extent of facilities available for this purpose. One of 
its suggestions which should provide an important impetus to im- 
proved administration and enforcement of the internal revenue taxes 
1s the recommendation that the Service do the necessary research work 
to develop uniform district excise tax audit programs. 
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In the words of our committee, and I quote from the full report: 


The Internal Revenue Service has the responsibility to effectively administer 
about 80 different taxes. These taxes vary greatly in revenue importance, tax- 
payer compliance problems, and difficulty of administration and enforcement. 
Consequently, one of the knottiest management problems in tax administration 
is the determination of the appropriate distribution of available administration 
and enforcement resources among the many taxes. Thus, in attempting to pro- 
vide an adequate level of excise-tax enforcement, the difficult policy question 
is the “correct” “etermination of the relative size of the excise-tax enforcement 
effort versus other tax enforcement effort when the total enforcement funds 
available are inadequate for a full enforcement program. * * * 

Since tax administration is an art and not a science, this allocation becomes 
a subjective matter based on individual judgments and experiences. Because 
of the widely differing experiences that exist among the revenue officials at 
the district, regional, and national levels on this question of relative adequacy, 
the judgments will tend to vary substantially. It would be desirable, therefore, 
to establish a basic formula for the various regions and districts to follow 
in making their allocation of excise-staff determinations. The purposes of 
such a formula are (1) to help indicate, more objectively than would otherwise 
be the case, the general magnitude of the excise-tax enforcement work relative 
to other taxes; and (2) to provide a method of establishing a common or 
uniform basis of approach to the excise-tax enforcement problem among the 
various districts and regions. * * * 

I now turn to the subeommittee’s suggestion that the Service estab- 
lish a semi-independent appeals board as a substitute for the present 
Appellate Division, and as an alternative to giving the Tax Court 
jurisdiction over unagreed excise-tax cases. After careful considera- 
tion of this suggestion, we believe that such a board is not needed 
for the Service adequately to discharge its responsibilities to excise- 
tax payers and to the Government. Our Appellate Division organi- 
zation and procedures already provide adequate authority to each 
regional appellate division to find for the taxpayer and contrary to 
a ruling if, in the exercise of its independent judgment, such a con- 
clusion is justified. The record presented in our report shows that 
the regional appellate divisions do use this authority. 

We also feel that detailed, tax- by-tax specialization among our 
Appellate Division technical advisers is, on balance, undesir: able, for 
about the same reasons that judges ordinarily are not selected or 
assigned on the basis of narrow specialization. The technical per- 
sonnel of the Appellate Division are made up of men who have demon- 
strated mature judgment and a capacity for maintaining an objective, 
judicial attitude in dealing with difficult and complex controversial 
issues. We are going to increase our excise-tax training at this level, 
but we are convinced that acceptable judicial results will be obtained 
more surely by broadness of view and approach than by emphasis on 
detailed, technical, subject-matter ex erience. 

We do, however, propose to make an important procedural im- 
provement for excise-tax payers who want to take their cases before 
the Appellate Division. The excise tax administrative appeals pro- 
cedure will be made uniform with that of the income tax procedure, 
in that Appellate Division jurisdiction will be extended to excise tax 
cases prior to assessment of the disputed tax, unless collection of the 
tax is in jeopardy. Today the excise-tax payer first must either pay 
the assessed tax and file a claim for refund, or he must file, and have 
accepted by the Director, a claim for abatement of the assessed tax. 

I want to tell you that your subcommittee has stirred up among 
Service officials, both in Washington and in the field, a renewed and 
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healthy interest in improving excise tax administration and enforce- 
ment that, in my opinion, is resulting in better balanced enforcement 
programs. For this the Service thanks you. 

Mr. Foranp. Does that conclude your statement, Mr. Harrington? 

Mr. Harrrneton. Yes, sir. 

Mr. Foranp. I might say in reference to the last paragraph of your 
statement, if our committee has been helpful in any way we are 
very happy to hear that, but also I want personally to extend my 
thanks to the Service for the fine cooperation they have given us. 

Mr. Harrinoeron. Thank you. 

Mr. Foranp. You have submitted a copy of the report of the In- 
ternal Revenue Service to the Committee on Excise Taxes, which you 
say we may consider as a Service report. You want to incorporate 
it as part of your remarks ¢ 

Mr. Harrineton. Yes. 

Mr. Foranp. Without objection, that may be done. 

(The report referred to follows :) 


REPORT OF THE INTERNAL REVENUE SERVICE COMMITTEE ON EXCISE TAXES 
INTRODUCTION 


This is the final report of the in-service committee on excise taxes. In the 
main, the committee has confined their inquiries and analyses to the miscellaneous 
excise taxes levied under subtitle D of the 1954 Internal Revenue Code. Occa- 
sionally, however, the need to consider the effects of alternative couses of action 
has forced some contacts with other segments of the revenue system. Thus, the 
proposed changes in the appeals procedure for excise taxes logically carried us 
over into similar recommendations for the employment taxes. This interde- 
pendency of the administration of the different parts of the tax system has been 
encountered most frequently, of course, in connection with the problem of how 
to get the “elbow room” needed by the Service to effectuate improvements in 
excise tax enforcement and administration. Our thinking along these lines has 
yielded some byproduct ideas which we would like to present. 

During fiscal 1956, the miscellaneous excise taxes accounted for about $5.5 
billion or 7.3 percent of the total $75.1 billion of internal revenue collections, 
gross of refunds. Since the earlr 1940’s the relative importance of these excises 
has been stabilized between 7 and 9 percent of the total internal revenue collec- 
tions. For a long time, the miscellaneous excises were viewed as temporary 
levies enacted to help meet emergency revenue needs, but henceforth, they should 
be regarded as a permanent part of the Federal tax structure. Since the legis- 
lation is no longer temporary, the administration and enforcement of excises 
can be placed on a more solid and permanent foundation, too. The size and dif- 
ficulty of excise tax administrative problems do not alter the fact, however, that 
the excises collectively represent only a minor source of Federal revenue. And 
wise tax administration will give a fair share, but still only a minor share of the 
available funds to excise tax administration. 

The primary factor explaining such administrative deficiencies as may exist, 
as we see it, is that the Service’s overall administrative and enforcement effort 
is everywhere short of adequate to maintain desirably high standards of per- 
formance. In other words, the really basic cause of administrative shortcomings 
in the excise area is the same as that found in the other internal revenue tax 
areas, The budget is too small; there are not enough clerks; there are not enough 
technical personnel; and more of the employees and staff need more and better 
training. Moreover, in the attempt to finish each year’s work within the pre- 
scribed year (otherwise next year’s work is bogged down by the carryover of this 
year’s unfinished business), things are left undone that ought to be done: inade- 
quately trained people must be used; and not enough time is available for the 
adequately trained to complete their assignments with the high quality they are 
capable of producing. The result is lowered quality of performance, lowered 
revenue, avoidable mistakes, and criticism from without and within. 

Another explanatory factor concerns the historically temporary nature of many 
excise levies. This part of the administrative problem results from a kind of his- 
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torical neglect antedating the recent reorganization of the Service. In a sense 
there has been a stepchild metering of the available limited resources to the en- 
forcement of excise taxes. Historically, we venture the opinion, there has been an 
overpreference within Internal Revenue for the income and estate and gift 
taxes. There is undoubtedly less of this bias against excise-tax administration 
and enforcement today than before. Still, another part of the problem derives 
from the multiplicity and diversity of the excises, and the particularly difficult 
administrative problems posed by certain of these levies. There are at least 65 
different groups of commodities and services under subtitle D of the 1954 Code. 
However, circumstances such as these are not the whole nor even the basic causes 
of such administrative deficiencies as may exist. 

It cannot be denied that the Service’s administration of the excise-tax statute 
has, in the past, fallen considerably short of perfection. Much has gone undone 
that would have benefited both the revenue and the excise taxpayer. These 
observations, however, are also more or less true with respect to the other 
internal-revenue taxes. The general tenor of the following statement made by 
the 1948 Advisory Group to the Joint Committee on Internal Revenue Taxation 
is equally valid today— 

“The enforcement activities of the Bureau of Internal Revenue are now spread 
so thinly over the entire field of Federal taxation that taxpayer compliance with 
the requirements of the code is deteriorating at a dangerous rate. With the 
exception of a few excises, which are peculiarly amenable to cheap but effective 
enforcement, exclusive of the very large personal income, estate, and corporation 
tax returns, and apart from such special situations as the investigatory proce- 
dures required before tax refunds are made, neither the revenue nor the taxpayer 
are properly protected by the present scale of investigation and audit.” * 

This is the finger-in-the-dike story. It isn’t new. It isn’t different. Yet it is 
real. It isa day-to-day operating reality. In the face of this general inadequacy, 
the personnel and funds available have, in general, been deployed along the entire 
operating front, in conformity with the idea that some sort of a minimum coverage 
should be given every sector. No criticism of this policy is implied; indeed, it 
appears that there is no real alternative to such a policy. Some effort must be 
made by the Commisisoner—even if scarcely more than token in amount—to cope 
with every identifiable responsibility of his office. 

Thus, aside from adequate long-term budgets and staffing, the problem is not 
into how many pieces the pie shall be cut, but rather what shall be the size of each 
piece. The most acceptable answer, of course, is a balanced minimum enforce- 
ment program in all tax areas. This is easy to define in the abstract, but 
exceedingly difficult to establish and adequately to maintain in practice. 

So much for long-run factors. We turn now to the more immediate aspects of 
this report. The committee has given much of their attention to the three 
administrative recommendations contained in the Forand subcommittee report 
to the Ways and Means Committee.’ 

These recommendations called for: 

(a) The expansion of excise-tax groups in the district audit divisions, and, if 
necessary, the use of roving excise-tax groups. The purpose of this recom- 
mendation are to provide adequately trained excise-tax agents to perform the 
bulk of the excise-tax examinations; to assure any excise-tax payer that he 
may, upon request, have his excise-tax returns examined by a full-time excise-tax 
agent; and, that in the event of disagreement with an agent’s proposed excise-tax 
determinations, the taxpayer should have the opportunity of an informal con- 
ference with a full-time excise-tax-group supervisor. 

(b) The establishment of a semi-independent appeals board within the Service 
as a substitute for the present Appellate Division consideration, and as an 
alternative to giving the Tax Court jurisdiction over unagreed excise-tax cases. 
The appeals board would hear appeals from final actions taken by a Director’s 
office, could reverse existing excise-tax rulings, and would have final adminis- 
trative authority (subject to the Commissioner’s review) to settle excise-tax 
cases. The main purposes of this proposed new board are to overcome the 
allegations that the present Appellate Division lacks trained excise-tax men to 
hear the appeals, and that it lacks authority to override rulings. 


1Investigation of the Bureau of Internal Rergnen -~ ort to the Joint Committee on 
Internal Revenue Taxation pursuant to sec. 1203 ( , Revenue Act of 1926, by the 
advisory group appointed pursuant to Public Law 137, é}. Cong., pp. 2-3. 

2 Report to the House Committee on Ways and Means from the Subcommittee on Excise 
Tax Technical and Administrative Problems, pp. 77-80. 
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(c) The publication, on a year’s trial basis, of excise-tax cases docketed in 
Federal courts to help guide taxpayers and Service personnel on the Service's 
current enforcement policies. 

In addition to covering these specific areas, the inservice committee has con- 
sidered other enforcement and administrative aspects of the excise taxes, many 
of which were raised at the hearings before the Forand subcommittee. 


SUMMARY OF COLLECTION AND ADMINISTRATION PROCEDURES 


(a) Collection 


The miscellaneous exise taxes are collected both by means of returns and by 
sales of stamps. 

Returns.—Most excises are collected by means of returns. The most commonly 
used return is form 720, which has a separate line for each of 47 tax categories. 
Normally, these returns are due quarterly. However, if the liability exceeds $100 
for the first or second month of any quarter, the taxpayer must deposit the tax 
for such month in a depositary bank. Deposits of less than $100 or for the third 
month of a quarter are optional. 

Documentary stamps.—The excises on the issuances and sales of capital stocks, 
certificates of indebtedness, and certain insurance documents are collected by 
stamp sales. The taxpayer is required to buy stamps in the amount of the tax, 
to affix and to cancel the stamps for each document subject to the tax. These 
so-called documentary stamps may be purchased from a district director or from 
specified Federal depositaries. 

Occupational stamps.—Several categories of narcotic dealers and operators of 
gaming and amusement devices, bowling alleys, and billiard parlors are subject 
to tax, and are required to purchase annual stamps and to display them in their 
premises as evidence of tax payment. These stamps can be purchased only from 
the district directors. 


(b) Administration 


Under the 1954 Code, the administrative provisions have been made sub- 
stantially uniform for income, excise, and other taxes. Excepting the Service’s 
administrative appeals procedure and the nonjurisdiction of the Tax Court, the 
procedures governing the collection, examination, and investigation of the excise 
taxes are generally analogous to those of the income taxes, subject to suitable 
modifications designed to meet specific excise tax needs. Thus, if the tax is not 
paid on time, standard procedures for billing, followup, levy, ete., are utilized. 
The procedures for detecting and following up delinquent excise tax returns are 
somewhat more thorough than for the income taxes. Because of the relative 
stability and small numbers of businesses subject to excise taxes, it is more 
feasible to maintain master lists of taxpayers and to check them against the 
returns filed after each filing period. 

As in the case of other tax returns, all excise tax returns are accepted subject 
to audit by the District Audit Division, and, where necessary, by investigation 
of the District Intelligence Division. The difference in the administrative 
appeals procedure will be discussed below in connection with the consideration 
of Appellate Division procedures. 

The procedures regarding technical rulings are generally similar to those for 
other taxes. 


DELIN QUENT RETURNS-FILING PROBLEMS AND ENFORCEMENT 


A major and costly problem of excise-tax administration is the securing of 
delinquent returns. These delinquent taxpayers are of two kinds: (a) Those 
who are “known” to the Service because their names are already on our master 
mailing lists, but who have not filed timely returns; and (b) those who are un- 
known or are potentially “new” taxpayers who must be discovered. Securing 
returns from “known” taxpayers is maintenance work, much of which mav be 
completed by correspondence, and filed clerical work. Securing delinquent re- 
turns from “new” taxpayers is more like building a house, compared with its 
subsequent maintenance. More investigation and examination work is needed 
te obtain such delinquent returns and, later, to perfect them. Not until these 
“new” taxpayers are identified and their names placed on our master lists are 
they under administrative control. 


(a) Additional collection officers and clerical help needed 
The higher priority given to the collection of delinquent accounts has caused 
the work of securing delinquent returns to decrease since fiscal 1951. 
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current need for more collection officers, including a full complement of clerical 
help, to develop a more effective program to secure delinquent returns, including 
delinquent excise-tax returns. 

This need is indicated by the sharp increase in the inventory of orders to 
secure delinquent returns from “known” taxpayers over the past 2 years, by the 
downtrend in delinquent returns secured, and by the relatively high yield of 
$182,000 per 1956 man-year of collection-officer time spent securing delinquent 
returns. 


(b) Size of addition is problematical because size of enforcement problem 
unknown 


How large is the need for additional collection officers to secure delinquent 
returns? Nobody knows, for the following reasons: 

The big job involves the securing of delinquent returns from “new” or unkown 
taxpayers whose names are not now on Internal Revenue master mailing lists. 
The overall size and importance of this job is unknown. Only a specially de- 
signed study can yield reasonably sound estimates of the size and importance of 
the delinquent returns-filing problem. Available district canvassing results 
indicate the overal job of getting virtually all important taxpayers on the books 
is big, yields important dollar results, and needs to be repeated periodically. 
They also indicate that returns-filing delinquency is relatively more frequent 
among excise taxes. 

The task of making sound estimates of the size and importance of the de- 
linquent returns-filing problem of “new” taxpayers can be solved by the use of 
scientific sampling procedures. The job, however, is complicated, difficult, and 
costly. It would probably take a minimum of 2 years to plan, execute, and 
analyze the results of the project. It is, therefore, no immediate panacea. 
Rather, it is a long-run management tool needed to help determine the future 
size of the permanent collection-officer staff. 

The success of the Service’s program to reduce delinquent accounts to a lower 
level and divert collection-officer time to securing delinquent returns depends 
on no substantial increase above the current level of delinquency. It would 
seem, therefore, that, barring unforeseen developments which would increase 
the current delinquent accounts workload, relatively modest additions to the 
collection-officer staff would be needed to stabilize the workload of known 
delinquent returns until it can be reduced to normal by the release of manpower 
from delinquent-accounts work. 

However, the securing of delinquent returns from new taxpayers appears to 
be a big, open-end enforcement job requiring substantially more attention and 
effort than it has received over the past 5 years. At the present time it is a non- 
uniformly discharged responsibility resting primarily on the district collection 
divisions. It should be noted, however, that this type of enforcement yield has 
a greater value than the dollar amount indicates, because once on the books 
the taxpayer will tend to file voluntarily ; but if he doesn’t, he ean be kept under 
administrative control. 


(c) Actions that can be taken without increasing collection-officer staff 


The following policy actions can be taken, more or less immediately, by the 
national office to help improve the level of compliance with the tax return filing 
requirements: 

(1) Establish minimum programs.—The national office should issue policy 
guidelines establishing a minimum district program to secure delinquent re- 
turns from both known and new taxpayers. Normal district inventories of orders 
to secure delinquent returns should be established, and any increases in budgetary 
funds for collection officers would be allocated primarily with a view to reducing 
such inventories to normal as well as reducing delinquent-accounts inventories. 

The minimum coverage program would not indicate the maximum limit of 
the effort which might be directed by any district to the securing of delinquent 
returns. Each district would, within the general budget-policy framework, 
recommend and develop programs above the minimum in accordance with avail- 
able collection-officer resources and apparent local needs. 

Over a longer period of time, the minimum coverage program for new tax- 
payers might well be grounded on survey results, indicating the overall size and 
importance of this problem. 

(2) Increase training of collection officers on taz-coverage matters.—The job 
of securing delinquent returns, from new taxpayers especially, requires a sub- 
stantial general knowledge of the tax coverage of incomes, profits, wages and 
salaries, and sales, etc., of taxable articles and services under the internal- 
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revenue laws, regulations, and rulings. Collection officers must have an up-to- 
date working knowledge of the tax laws, etc., if they are to secure delinquent 
returns in all appropriate cases. Consequently, collection officers most likely to 
be used in canvassing and related programs to secure delinquent returns should 
be given refresher training each year in tax-coverage matters. This would 
help to assure high-level performance of the minimum district programs to secure 
delinquent returns. ' , 

(3) Business tawpayers should be checked for delinquency when exramined.— 
Under present procedures, collection officers are required, as a general rule, 
to check the current filing condition of all business taxpayers visited, for the 
purpose of collecting a delinquent account or to secure a specific delinquent 
tax return. On the basis of knowledge about the taxpayer’s business and per- 
sonal observation of the business premises, the collection officer can quickly 
estimate all of the various tax returns required to be filed. In a few minutes 
the collection officer can complete a delinquency check at a very low cost, because 
the check is a byproduct of the visit for other internal-revenue purposes. 

For the same low-cost reasons, and also because of the need for greater 
delinquent returns-filing coverage, field examining officers examining tax returns 
of business taxpayers on their premises should be required, as a general rule, to 
make delinquent returns-filing inquiries about all Federal tax returns the tax- 
payer should be filing. The examining officer would secure any delinquent re- 
turn disclosed, but he would not be required to make any package audits indi- 
eated. Instead, he would have the option to file an infermation return with the 
Chief of the Audit Division, insofar as the examination of excise taxes in con- 
cerned. 

(4) Clarify Audit Division authority to secure delinquent ercise-tar re- 
turns.—The Audit Division authority to secure delinquent excise-tax returns 
should be clarified so that excise-tax agents could program audit coverage of an 
industry on the basis of independent name lists. The Collection Division would 
continue to have sole responsibility for geographical canvassing operations and 
primary responsibility for securing delinquent returns by any other method. 

The expanding audit capacity in the excise area, the inadequacy of excise tax 
returns for audit ciassification and selection purposes, and the relatively high 
frequency of returns-filing delinquency among excise taxpayers require a differ- 
ent approach to the audit-enforcement program in the excise area, if the excise 
tax agent full potential is to be realized. 

Under the clarified authority, the Audit Division would view the Service's 
problem of securing delinquent excise-tax returns with more than an incidental 
responsibility, although not the primary responsibility. The authority would, 
therefore, be broad enough to cover industry excise tax “drives” from inde- 
pendent name lists as a routine matter. However, the authority would be per- 
missive, and it would be desirable to coordinate Audit Division and Collection 
Division resources so that the latter’s clerical and business-machine facilities 
would be effectively utilized to reduce operating costs, and also to avoid possible 
duplication of collection-officer coverage in the same industries. 

(@) Improve reporting of delinquent-returns work 

Under the present reporting procedures the Service has only a rough idea of 
the general size and amount of delinquency work performed and of the results 
achieved. The Service’s reporting system is incomplete, because: (1) It does 
not show the total results of delinquency work. It does not report separately 
either the delinquent returns secured by the district audit divisions, or the “de- 
linquent” stamp purchases resulting from investigation and examination work 
of both the Collection and Audit Divisions for which returns are not required. 
(2) It no longer distinguishes between delinquent returns secured and additional 
revenue obtained by type of tax, and yet, the Service’s needs for programing, 
planning, and general-policy purposes are data by type of tax. The present 
excise study and report, for example. (3) It does not distinguish between de- 
linquent returns secured from “known” and “new” taxpayers. 

At least some of these shortcomings can be administratively remedied without 
encountering high-cost reporting problems. However, some may involve defini- 
tional difficulties and additional costs which may be considered too high for the 
new information supplied. Further detailed consideration should be given to 
these cost and practical operating questions before deciding the extent to which 
the indicated modifications can profitably be included in the Service’s regular re- 
porting system. 
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RETURNS EXAMINATION PROBLEMS AND ENFORCEMENT 


(a) Bapansion of district excise tax audit programs 

IR Mimeograph No. 56-72, issued in June 1956, prescribes organization and 
staffing principles for excise tax audit operations at the district level and pro- 
vides a sound basis for effectively meeting the audit recommendations of the 
Forand subcommittee. (See section 1 above.) 

This mimeograph establishes minimum criteria for an independent excise tax 
audit program which is producing a noticeable expansion of full-time excise-tax 
agents and excise tax group. supervisors. Of course, this expansion will vary 
from district to district because: (1) some districts were already fully staffed 
or more adequately staffed in the excise area, and (2) the mimeograph does not 
provide complete guidelines as to the proportion of Audit Division funds or man- 
power that should be allocated to the excise tax audit program. (The latter 
feature will be discussed further below.) Nevertheless, the issuance of the 
mimeograph has brought a great deal of new thought and attention to the prob- 
lems of excise-tax enforcement by district, regional, and national office officials 
und technical personnel. This will undoubtedly bring improvement to this 
area of tax administration. 

Under the mimeograph, each district must have at least one full-time excise 
tax agent. This will provide for granting the request of any taxpayer who 
wants his excise-tax returns examined by a full-time excise-tax agent. Districts 
with five or more excise-tax positions may establish a full-time, working excise 
tax group supervisor position. This will substantially increase the number of 
excise-tax groups and group supervisors. Also, excise-tax agents in districts 
without full-time excise-tax group supervisors may be technically supervised by 
a “roving” group supervisor from another district. These two supervisor pro- 
visions will assure all excise-tax payers, whose returns are under examination, 
an opportunity for an informal conference with a full-time excise-tax group 
supervisor. 

The regular district audit division reports do not show the number of technical 
personnel assigned full time to excise-tax work However, three special in- 
quiries made at different times during 1956 show the following results: 


District Audit Division technical personnel assigned full-time to excise-taz work 


| On Feb. 6, | During quar- | On Oct. 21, 
Technical personnel 1956 | ter ended 1856 


| June 30, 1956 


1, Office auditors 
2, Excise-tax agents___. 
3. Group supervisors: 
(a) Office audit .___ a 
(hb) Field audit._. dé 
4. Reviewers_._._- onbdeish iad 


1 Not available 


Between February 6, 1956, and June 30, 1956, there was an increase of 43 
full-time excise-tax agents, about 20 percent, and of 5 full-time field excise tax 
supervistors, about 40 percent. Between June 30, 1956, and Octoberd 21, 1956, 
the number of agents increased by 62, about 23 percent, and there were 8 more 
supervisors, about 38 percent increase. 

The indicated expansion in the excise-tax audit activities of the districts will, 
of course, in due time result in expansion of related distrct revew, regional 
Appellate Division, and regional programing and post-review activities: The 
National Audit Division will take steps to require that certain regional analysts 
assume primary responsibility in the excise area. Increases in excise-tax work- 
loads at the district review and Appellate Division levels will more or less auto- 
matically bring about an increase in the proportion of time that these staffs will 
have to spend on the larger excise workloads. 


(b) Development of uniform district excise-tar audit programs 
As indicated above, the mimeograph does not set forth complete guidelines as 
to the fair share of each district’s audit resources that should normally be as- 


signed to the examination of excise-tax returns. Without such guidelines the 
development of relatively uniform district excise-tax audit programs is unlikely. 
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This takes us back to the concept of balanced minimum enforcement programs 
in all tax areas, in all district jurisdictions. To repeat, “This is easy to define 
in the abstract, but exceedingly difficult to establish and adequately to maintain 
in practice.” However, the finding of new approaches or methods to improve 
the implementation of this truly management function is a job the national 
office should pursue with more vigor. We have the following views on this sub- 
ject: 

The Internal Revenue Service has the responsibility to effectively administer 
about 80 different taxes. These taxes vary greatly in revenue importance, tax- 
payer compliance problems, and difficulty of administration and enforcement. 
Consequently, one of the knottiest management problems in tax administration 
is the determination of the appropriate distribution of available administration 
and enforcement resources among the many taxes. Thus, in attempting to pro- 
vide an adequate level of excise-tax enforcement, the difficult policy question is 
the “correct” determination of the relative size of the excise-tax enforcement 
effort versus other tax enforcement effort when the total enforcement funds 
available are inadequate for a full enforcement program. Anything added to 
the excise tax enforcement program is obtained only by taking it away from the 
already inadequate enforcement effort directed towards another tax. 

Theoretically, the tax administrator should distribute his enforcement funds 
or staff among the several taxes in a manner calculated te keep uniforin the 
willingness and ability of taxpayers to comply with the different tax laws. 
Since tax administration is an art and not a science, this allocation becomes a 
subjective matter based on individual judgments and experiences. Because of 
the widely differing experiences that exist among the revenue officials at the 
district, regional, and national levels on this question of relative adequacy, the 
judgments will tend to vary substantially. It would be desirable, therefore, to 
establish a basic formula for the various regions and districts to follow in making 
their allocation of excise staff determinations. The purposes of such a formula 
are (1) to help indicate, more objectively than would otherwise be the case, the 
general magnitude of the excise tax enforcement work relative to other taxes: 
and (2) to provide a method of establishing a common or uniform basis of 
approach to the excise tax enforcement problem among the various districts and 
regions. There are real differences in the relative excise tax enforcement needs 
among the regional and district offices which must be recognized. For this 
reason, each district would be expected to vary its final determination of relative 
size of excise tax enforcement effort from that indicated by the formula where- 
ever local factors so indicate. 

Owing to the absence of objective measurements of the relative willingness and 
ability of excise taxpayers and other taxpayers to comply with the tax laws, a 
pragmatic approach must be followed on the basis of available information. 
Already there exists among some field offices the “rule-of-thumb” that there 
should be 1 excise tax agent for each 1,000 to 1,500 excise taxpayers. This is, of 
course, only a very rough approach to the allocation problem which cannot fit all 
districts equally well because the average size of taxpayer varies greatly among 
the districts. Thus in small rural districts such as North Dakota, the average 
excise taxpayer will be relatively small and can be examined in a short period 
of time by a lower-grade excise-tax agent. In the Detroit district, however, the 
average excise taxpayer is much larger, and there also exist the industrial 
automotive giants of General Motors, Ford, and Chrysler. In such highly in- 
dustrialized districts, the average examination will take more time, and the 
examination of the excise-tax returns of the larger manufacturers will require 
the abilities of higher-grade agents. 

Another rough allocation method is the tax collections-ratio basis. For ex- 
ample, during fiscal 1955, about $4.9 billion of miscellaneous excise taxes were 
collected, excluding collections from the alcohol and tobacco taxes. This was 
8.3 percent of the total collections from all internal-revenue taxes, also excluding 
the alcohol and tobacco tax collections and overprepayment of individual income 
taxes. By applying the comparable district percentages to the available aduit 
enforcement funds, the amount of such funds that should be allocated for the 
enforcement of excises in each district would be roughly indicated. 

The simple formula of allocating the same percentage of Audit Division enforce- 
ment funds to excise tax enforcement work as the percentage of dollar collections 
from excise taxes to total internal revenue taxes also will not tend to fit the needs 
of every district equally well, because some have relatively great concentrations 
of excise tax collections, either in relation to income and other internal revenue 
taxes or in relation to the number of excise taxpayers. The variations in the 
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percentages among the districts are great and the range is very wide. Thus in 
the Delaware district, using the fiscal 1955 tax collections, the percentage was 
only 0.4 percent. In the Detroit district the percentage was 24.2 percent, or more 
than 60 times greater than in the Delaware district. 

These two methods of approach, the number of returns and tax collections 
ratio, should be combined into one formula. This combination would probably 
produce a reasonably good basis of approach to the district-by-district allocation 
of available enforcement funds or staff that should be utilized for the excise taxes. 

Even this formula would have notable shortcomings which would have to be 
adjusted or allowed for locally by a “judgment” approach. For example, the 
securing of a given level of voluntary compliance by the average cabaret excise 
taxpayer takes substantially more enforcement effort than the average theater 
admission excise taxpayer. 

After a fully developed excise tax program has been operating for a year or 
two, more refined judgments on the relative adequacy of the allocations methods 
can be based on such comparative results of audit as frequency of tax change, 
average tax change per (comparable) return examined, and yield per man-hour. 
That is, comparisons of actual audit results from excise against other interval 
revenue taxes will provide additional information helpful in indicating, on a 
district by district basis, which districts may need to increase or decrease the 
relative size of the excise-tax enforcement work. 

(c) Modified package audit program 

We propose that the present package audit policy be modified insofar as it 
applies to retail excise tax returns, to eliminate the requirement that such retail 
excise tax returns be examined, wherever practicable, along with assigned income 
tax returns. The remainder of the package audit policy as it applies to the con- 
current examination with assigned income tax returns, wherever practicable, of 
employment tax returns and documentary stamp tax liabilities would be con- 
tinued. This is substantially the recommendation made by the assistant regional 
commissioners, audit, during their national office meeting in May 1956. 

The excise portion of the package audit program has led to taxpayer criticism 
of the examination results. The increase in independent excise tax examinations 
under I. R.—Mimeograph No. 56—72 will tend to produce better examinations and 
provide excise taxpayers with facilities and services for resolving their excise 
tax problems not heretofore available in all districts. 

Along with the assigned excise tax examinations, it may be feasible to require 
the concurrent examination, wherever practicable, of the employment tax returns 
and documentary stamp tax liabilities. Whenever an agent believes a return or 
returns should be examined, but that it is not practicable to make the exami- 
nation concurrently with an assigned examination, the fact should be made 
known through a procedure whereby the chief of audit may give consideration 
to the assignment of the case for examination. As recommended above (sec. 3 ¢ 
(3)), all internal revenue agents examining business returns in the offices of 
taxpayers would make delinquency checks to establish whether the taxpayer is 
filing all Federal returns for which he is liable. Whenever a delinquency is 
found, and the agent deems there is need to examine the delinquent return, but 
it appears to be impractical to make the examination concurrently with the 
assigned examination, the facts will be reported to the chief of audit for neces- 
sary action. 


(d) Improving effectiveness and quality of excise tar work 


The development of an expanded, independent excise tax program will tend to 
improve the general effectiveness and quality of the excise tax examination work. 
This involves at least two different factors: (1) The classification and selection 
of excise tax returns for examination, and (2) the training of technical personnel. 

(1) Classification and selection of returns.—The problem of classification and 
selection of excise tax returns for examination is quite different from other types 
of Federal tax returns. Basically the differences stem from lack of “screenable” 
information on the excise tax return form, which does no more than disclose the 
stated total tax liability for the quarter, less amounts claimed as credit and the 
net amount of tax due. In addition, the form shows only the distribution of 
total tax declared by type of tax. For this reason, and because of the indicated 
high rate of returns-filing delinquency among excise taxpayers, the committee 
suggests that the Service increase the activity of excise tax agents in the returns- 
filing delinquency area (see sec. 3c (4) above). 

At the same time the Audit Division of the national office should attempt to 
develop more effective methods of classifying and selecting excise-tax returns 
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for examination. It should consider the feasibility and desirability of examin- 
ing, on a cycle basis, the roughly 6,000 forms 720 reporting $10,000 or more of tax 
per quarter. The roughly 625,000 to 650,000 form 720 returns reporting less than 
$10,000 of excise tax per quarter must be audited on a selected basis. It is among 
these and the other excise-tax-return forms that the development of improved 
methods of selection is essential to the most effective use of the available excise- 
tax-examination capacity. The national office should carefully collect field ex- 
perience in this area to study the most effective selection procedures. Also, it 
should, to the extent of available facilities, inaugurate test programs to measure 
the selection values of new classification ideas. 

(2) Training of technical personnel.—In view of the substantial increase in 
the number of full-time excise-tax examining officers under IR-Mimeograph No. 
56-72 and because many districts will be starting their excise-tax programs 
which very little in the way of trained manpower, a substantial capital invest- 
ment in the training of full-time excise-tax technical personnel can be expected 
during the next few years. A survey made about the beginning of September 
1956 indicated that excise-tax training programs had already been planned for 
the fiscal 1957 year in 42 district offices, and 3 regional offices. These fiscal 1957 
training plans covered a total of 534 technical personnel, and the average period 
of training was over 5 days. Classroom training was indicated in 9 districts, 
on-the-job training in 14 districts, and both types of training in 19 districts. 

Improved, up-to-date training materials and an examination technique manual 
are urgently needed in the miscellaneous excise-tax area. We hesitate to recom- 
mend an all-out effort by the national office to meet these urgent needs, because 
shortage of trained manpower to do the job is at the base of the delay. The 
Audit Division, national office, has made plans for the issuance of an excise-tax 
handbook on auditing techniques, and the preparation of such a document is to 
begin promptly. For this purpose technical personnel with extensive field experi- 
ence in excise-tax examinations will be brought to Washington to prepare drafts 
of the materials. 

Also, for fiscal 1957, the Audit Division, national office, is planning to hold 
training classes in Washington for regional analysts and technical advisers (ap- 
pellate), principally on the technical aspects of excise-tax law and regulations. 

Good, sound training programs provide the quickest way to achieve the uni- 
form application of the excise-tax laws, regulations, and rulings among the dis- 
tricts and regions. Postreview, and the “feedback” of its results, are standard- 
quality control techniques that also must be effectively used, but only the ade- 
quacy of the basic excise-tax training programs can raise the examination 
quality of the average excise-tax audit to the high level expected by the taxpayer 
from his income-tax examination experience. 


(e) Attracting and keeping fair share of able technical personnel 


Originally, because of emphasis on investigative work related closely to collee- 
tion activity, excise-tax enforcement work was not considered to require profes- 
sional accounting training and experience. Also, excise taxes were viewed as 
temporary revenue sources in the Federal tax system, and demand for experi- 
enced internal-revenue agents by private employers has been greatest for those 
with income-tax experience. For these reasons, the average technical employee 
of the Service has viewed the excise-tax area as not providing the profitable 
opportunities for advancement, either within or outside the Service, as provided 
by the income taxes. 

Since reorganization, the excise-tax administration and the technical personnel 
thereunder has been slowly but surely rising in administrative importance and 
esteem within the Service. Some of the top executive positions in the field of- 
fices and in the national office are filled by personnel with excise-tax back- 
grounds and experience. This has both widened executive understanding of the 
excise-tax problems and shown technical personnel that “getting to the top” 
does not depend alone on being steeped in income-tax experience. 

Also, because adequate excise-tax examination work requires professional 
accounting training and experience no less than the income taxes, the Service 
has been successful in obtaining Civil Service Commission approval of a new 
definition for the internal-revenue-agent series to include agent-type excise-tax- 
examination work. At the present time, therefore, there is no basic series distine- 
tion between income-tax agents and excise-tax agents, and the basic professional 
accounting qualifications are the same for all internal-revenue agents. This 
should lead to broader advancement opportunities for agents assigned full time 
to excise-tax work. Also, previous “experience” bars to transfer and promotion 
to broader audit line and staff positions are removed. Already, the distribution 
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of excise-tax agents by grade compares favorably with that of income-tax agents, 
excepting that there are, as yet, no nonsupervisory agents assigned to excise-tax 
work in grades 13 and above. 

It would seem that much of the basic groundwork has been laid to dispel the 
view that specialization in the miscellaneous excise-tax area is a dead-end assign- 
ment. It takes time, however, to dispel an old concept and to build a new and 
more worthwhile tradition. More official recognition of the importance of excise- 
tax work to the Service needs to be given during the next few formative months 
under the new approach. A function can be important even though small. 

More policy-level thinking needs to be done to assure a grade and promotion 
policy that will bring equality of status to all agents, regardless of the type of 
their work assignments, and that will increase the fluidity of movement among 
various types of examination and supervisory duties. Such a policy seems essen- 
tial (1) to attract a fair share of able examining officers to excise-tax and other 
minor tax-administration-work areas, and (2) to avoid dead-end assignments 
of able personnel, especially in the smaller district offices without excise-tax 
group supervisors. 


APPELLATE PROBLEMS AND PROCEDURES 


We turn now to the Forand subcommittee’s recommendation that the Serv- 
ice substitute for the Appellate Division procedure a semi-independent appeals 
board to hear unagreed excise tax cases. This board would be free, presumably, 
of the stated Appellate Division shortcomings that it cannot override rulings 
and lacks trained excise tax technicians to hear appeals. 


(a) Appellate authority in cases involving rulings 


Each regional Appellate Division has the authority to find for the taxpayer 
and contrary to a ruling if, in the exercise of its independent judgment, such 
a conclusion is justified. 

There is an orderly procedure to implement this authority which requires 
that the regional Appellate Division, prior to taking final action, must notify 
the national office that it proposes to make a contrary finding and set forth the 
reasons for its proposed decision. This statement is in fact a request that the 
national office modify the ruling to accord with Appellate’s view and provides a 
means of coordination between the region and the national office. If the na- 
tional office agrees, the ruling is changed. If the national office disagrees, its 
views are forwarded to the regional Appellate Division, but are not binding on the 
regional Appellate Division. 

In other words, the regiona! Appellate Division has the last word and its de- 
cision is the final one within the Service, but its actions are always coordinated 
with the national office. 

In practice, this system has had the following results in excise tax cases: 

Of the 267 cases closed by agreement by Appellate from October 1952 through 
December 1955, 25 cases involved rulings previously issued to the particular tax- 
payer. 

In 7 of these 25 cases, the Appellate Division, after further development 
of the facts or legal authorities, questioned the applicability of the ruling 
and the ruling was modified or reversed after coordination with the national 
office. 

In 9 of these 25 cases, the Appellate Division agreed with the ruling and settled 
the case by agreement in accordance with the ruling. 

In the remaining 9 of these 25 cases, the Appellate Division agreed with the 
ruling but recognized that there was considerable litigating strength to the tax- 
payer’s position. Since nonrecurring issues were involved, settlements on an 
intermediate basis were worked out, giving effect to the litigating strengths 
and weaknesses of the opposing positions. 


(b) Analysis of Appellate Division disposition of excise tax cases 


In the Commissioner’s letter of February 15, 1956, to the staff of the Joint 
Committee, and in his interim report of June 14, 1956, to Congressman Forand, 
it was indicated that the Service felt that the need for a centralized excise tax 
appeals board should be determined only after completion of a study of appealed 
unagreed excise cases which would identify the causal factors responsible for 
the apparent inability to effect administrative settlements. 

The compiled factual data of this study for the 3%4-year period October 1952 
through December 1955 have been carefully analyzed. The statistics reveal 
that a total of 751 cases were closed, of which 267 were settled by agreement and 
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484 were unagreed dispositions. This represents a settlement percentage of 
36 percent, or an average of about 1 out of every 3 cases, as compared with a 
settlement percentage of 70 percent, or an average of about 2 out wf every 3 
cases involving income, profits, estate and gift taxes for the 2-year period ended 
June 30, 1955. This superficiai statistical comparison is unreliable, however, for 
policymaking purposes, as the following appraisal of the case data will show. 

Unlike income tax cases which usually deal with past transactions of a non- 
recurring nature, the excise tax cases usually deal wtih day-by-day transac- 
tions of a recurrent nature where the decision rendered on the transaction in- 
volved will be a precedent and guide for similar transactions arising repeatedly 
in the immediate future. For example, since July 1, 1953, the returns of the 
manufacturerers’ excise taxes are made upon a quarterly basis and each return 
covers a separate period. The question with respect to a manufacturers’ cur- 
rent excise tax liability ordinarily affects his tax liability for subsequent 
periods. This group of taxes involves a wide variety of products and relates 
to articles designed to be used in diversified and competitive fields. The ever 
present problems of determination as to the taxable status of a product or the 
measure of the tax (customarily shifted to the consumer by being added to 
or included in the price of the taxable article) frequently involve consideration 
of questions of primary design, suitability for special purposes, allowable deduc- 
tions and credits, fair wholesale market price, etc. Questions such as these 
exist as long as the article is manufactured and sold by the taxpayer. It is also 
highly important that the application and determination of the tax covering many 
separate industries, with each having its own trade practices and competitive 
situations, be kept at a maximum level of uniformity. 

The following summary of the 484 unagreed excise tax cases reveals certain 
principal factors having a significant and decided bearing in comparing the settle- 
ment percentages achieved in the other types of appellate cases. 


Number 
Number of 
Type of issue of issues | unagreed 
cases 


involved 





ot bas . . a 
| 


Whether evidences of indebtedness are classifiable as promissory notes (nontaxable) | 
or as debentures subject to stamp taxes under secs. 1200 and 1801 of the 1939 code _ 

Whether pinball machines, operated under circumstances where free plays obtained 
by scores made by the player, are redeemed in cash, tokens, or merchandise, are | 
gambling devices as distinguished from amusement devices____......_.........__. -| 1 276 

Application of 100 percent civil penalty provisions of law to persons responsible for tax_| 1 


327 
Unagreed cases involving 3 issues described above_.............---.-.-..----.- 3 | 257 
Separate and distinct issues involved in remaining unagreed cases__._....___.- os 127 4 227 


ye I SR I a as oc mcenntenibaehbuiitiakumsdinkd 130 |! 484 


1 These 154 unagreed cases involved an issue which was resolved early in 1956 by the decision of the Su- 
preme Court of the United States in the case of Leslie Salt Co. Administrative settlement by the appellate 
diivsion was not feasible in the light of conflicting decisions in the Federal circuit courts. This was purely 
a transitory factor. No suits for recovery of taxes paid were filed by any of these taxpayers. The cases are 
now being reconsidered and disposed of in accordance with the Supreme Court decision. 

2 These 76 unagreed cases involved the question of whether a pinball machine was an amusement device 
or a gaming device. The difference in the annual tax rate is $240 for each machine. Here, formal agree- 
ments are not possible because purchase and display of a gaming-device stamp would almost automatically 
lead to arrest of the taxpayer for violation of city, county, or State laws concerning operation of a gaming 
table. Concrete evidence of this is shown in a group of 64 cases in this category considered in the Nashville 
appellate office, wherein the taxpayers refused to agree to liability for the gaming-device tax in the face of 
an adverse decision by the United States district court in a test case, where the taxpayers were within the 
venue of the same court. No suits were filed by any of these taxpayers as of Oct. 10, 1956. Presumably 
all were disposed to default rather than accept the court’s decision. 

3 These 27 unagreed cases involved disagreement in the meaning of the word “‘willful”’ for the purpose of 
applying the 100 percent civil penalty provision of the statute. The Service’s position is set forth in Rev. 
Rul. 54-158 and E R.-Mim. No. 56-46. Because of the nature and severity of the penalty, the taxpayers 
ae av to execute agreements even though in all but three instances further action to recover was not 

nitiated. 

4 The remaining 227 unagreed cases involved 127 separate and distinct issues dependent upon applicability 
of laws, regulations, Service rulings, and decided court cases to the particular facts in each case. In 181 
of these cases, doubtful issues of a recurring nature were involved. Because of the repetitive nature of the 
transactions, the issues were not susceptible of settlement on the basis of litigating possibilities. In such 
cases both the taxpayer and the Government are vitally interested in obtaining a final authoritative court 
decision, since any intermediate settlement for one period would not accomplish the disposition of the same 
issue arising in future periods. Only 35 suits for recovery of taxes were filed in these 227 cases through Oct. 
10, 1956, indicating that only 1 out of every 7 of the taxpayers initiated court action, the others accepting the 
appellate decision by default. 












































296 EXCISE TAXES 


Additional causal factors present in these excise-tax cases (and which are 
common to all types of tax cases) which had a bearing upon the efforts to effect 
administrative settlements, included the following : 


Number 
Factor of cases 


Failure of taxpayer to establish factual basis of claim 

Failure of taxpayer to attend conference, furnish evidence, or otherwise 
pursue case 

Financial inability to pay. 


Analysis of the actual case details indicates that comparisons of only the 
simple statistical administrative settlement record in excise-tax cases disposed 
of with that achieved in income, profits, estate, and gift-tax cases does not pro- 
vide a sound evaluation or comparison basis. A sound comparison must make 
provision for the underlying factors and circumstances cited. The actual case 
results provide a more reliable measure of competency and effectiveness in 
present appellate processes and may be briefly summarized as follows: 
Excise tax cases disposed of during 344-year period ended Dec. 31, 1955__ 751 
Cases settled by agreement 267 
Cases in which settlement was not feasible or possible 
Unagreed cases in which no suits for recovery were filed through Oct. 10, 

1956, and presumably defaulted 


Unagreed cases in which litigation was initiated through Oct. 10, 1956 


The foregoing analysis of the excise-tax cases disposed of by the 9 regional 
appellate divisions for the 314-year period ended December 31, 1955—practically 
the entire period since appellate procedures were extended to excise-tax cases— 
reveals no need for a centralized appeals board as recommended by the Sub- 


committee on Excise Tax Technical and Administrative Problems in its report 
dated April 20, 1956. 


(c) The “lack of trained excise-taxz men” 


(1) Qualifications of appellate personnel.—The personnel engaged as operating 
conferees in the 41 local offices of the 9 regional appellate divisions are career 
employees of the Service customarily selected from the audit divisions of the 
various district directors’ offices. They are mature employees who have exhibited 
a high sense of integrity, technical proficiency, and the capacity for maintaining 
an objective, judicial attitude in dealing with controversial issues usually of a 
most difficult and complex nature. These employees have had prior experience of 
many years with the Service and all have had extensive training in taxation 
and procedure. Performance of their duties in hearing appeals requires original 
thinking of a high order and there must be manifested an advanced degree of 
analytical and reasoning ability. 

The incumbents of such positions must exercise independent judgment in 
reaching decisions founded on merit despite high-pressure arguments and factors 
extraneous to the problem or situation at hand. They must have the ability 
to determine and correctly state the true factual situations and reach conclusions 
of law, with a discussion of the applicable statutes, court decisions, and admin- 
istrative rules and regulations set forth in clear, concise, effective, and logical 
sequence. In reaching their conclusions, they must resolve technical problems 
involving complicated questions of precedent and interpretation and coordina- 
tion of court decisions and rules in their relations to the cases under considera- 
tion and the establishment of precedents for future cases. 

Experience over the years has rather clearly indicated that specialization in 
one type of appellate work is not conducive to the most economical or efficient 
operation. To the contrary, we have consciously attempted to have available 
to each taxpayer a conferee well grounded in the entire field of taxation so that 
the taxpayer might have the advantage of having the case considered by a 
thoroughly grounded technician who could resolve the problem in the broadest 
possible perspective. 

Some idea of the caliber of personnel available in the regional appellate divi- 
sions to excise-tax taxpayers may be gained from the following: 

As of June 30, 1956, there were engaged in appellate work in the 41 local 
offices of the 9 regional divisions a total of 505 technical advisers (conferees) with 
the following grade classification: 
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The regional survey of personnel assigned to excise tax appeals work during 
the quarter ended June 30, 1956, discloses that, in addition to their general tax 
experience, 124 of these conferees have had previous on-the-job experience in 
miscellaneous excise taxes (usually of less than 1 year) with 14 having received 
limited training courses given by the Service. None spent “full time” on excise 
tax cases during the quarter. Of the 81 who were engaged “part time,” there 
were 75 who devoted less than 25 percent of their time and only 6 who devoted 
25-50 percent. The reason for the indicated smallness of this operation is the 
relatively small size of the unagreed excise tax caseload. 

This last statement is vividly illustrated by recalling that in the 34-year 
period ended December 31, 1955, the regional appellate divisions received a total 
of only 1,035 excise tax cases, whereas in fiscal year 1955 alone they received 
15,389 income, profits, estate, and gift tax cases. 

(2) Additional training to meet greater workload requirements.—The fore- 
going findings do not support the contention of an apparent need for specialization 
in the regional] appellate divisions. 

As the staffing of new excise tax agent positions and groups is completed at 
the district level, however, there will be an increasing volume of independent 
excise tax examinations. In consequence, it is expected that the volume of 
appealed cases will also increase with the gradually expanded audit coverage 
and increased activity in administration and enforcement of excises. It would 
seem desirable, therefore, that at least 1 technical adviser in each of the 9 
regions be designated to participate in the planned national office training pro- 
gram (see sec. 4 (d) (2) above) affecting regional analysts and technical per- 
sonnel of the national office dealing exclusively in excises. The training to be 
afforded would consist primarily of the technical aspects of the excise taxes, with 
some explanation of examination techniques, and will be highly beneficial to all 
concerned. 

The technical advisers so participating will then be enabled to impart similar 
instruction to those in the local appellate offices to whom excise tax appealed 
cases may be assigned—to the end that there will eventually be at least one 
technical adviser in each local appellate office specially trained to consider and 
hear excise tax cases and render final administrative determinations at the 
earliest possible date after receipt. It is believed that such training will provide 
excise taxpayers with even greater assurance of expeditious treatment because 
of the relation of the tax to their immediate business problems, as well as a 
continued high degree of uniformity and competent consideration of their cases. 


(d) Make ercise tar administrative appeals procedure uniform with income 
tax procedure 


Although we have found the Service’s administrative appeals process entirely 
adequate to assure any excise taxpayer of competent, thorough and expeditious 
consideration, as to both ruling requirements and case determinations, insofar 
as the present organizational structure is concerned, we do not find justifiable 
the present procedure denying excise taxpayers the privilege of protest and con- 
ference before a regional Appellate Division prior to assessment of the contro- 
versial tax. This administrative privilege was, in effect, granted to certain excise 
taxpayers prior to January 1952. It is recommended that this privilege be 
restored by extending appellate jurisdiction to all excise tax cases prior to 
assessment of the disputed tax, except when collection of the tax would be 
jeopardized. The restoration of this privilege will extend the stay of collection 
for as long a period as the statute will permit. It will place the excise taxpayer 
on the same footing, from the standpoint of an administrative appeal, as any 
other taxpayer, to the point of adjudication of controversial issues in the courts. 

We also recommend that the same privilege be extended to employment or 
payroll taxpayers when the procedure is changed for excise taxpayers. 


TECHNICAL PROBLEMS AND PROCEDURES 


Another tax administration area discussed during the Forand subcommittee 
hearings involves the Service’s technical organization dealing with tax rulings 
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and regulations. This discussion, for the most part, related to delay in issuing 
up-to-date regulations, an inadequate rulings publication program, and non- 
uniformity of rulings. 

We want to make some general observations before getting into the more 
detailed aspects of this portion of our report. The Service has been plagued 
with an unusually difficult manpower problem in this technical area, stemming 
almost entirely from the unprecedented workload imposed by the many changes 
made by the 1954 Code and by the subsequently stepped-up legislative activity 
in the excise and other tax areas. Here, the hard fact is that experienced 
technical personnel needed to get the whole job done within a reasonable period 
of time have simply not been available. Increased budgets and manpower in 
this area would help in the long run, but not necessarily to get the immediate 
job done quickly. Because the 1954 Code made no substantive changes in the 
excise tax provisions, it was feasible to provide an interim arrangement making 
the excise tax regulations previously issued under the 1939 code applicable to 
the 1954 code, and the preparation of new excise tax regulations was given a 
relatively low priority. This policy decision was recently reapproved by our 
field offices when they were asked, in a letter survey initiated by the com- 
mittee, to indicate their priority preferences for the issuance of regulations. We 
turn now to more specific aspects of the criticisms. 


a, Excise tax rulings program 


(1) Publication of excise tax rulings.—A stepped-up publication program in 
the excise tax area is underway which will increase by about 80 percent the 
man-days allocated to the preparation and review of excise tax rulings for pub 
lication (from 1,556 man-days in fiscal 1956 to about 2,800 man-days in fiscal 
1957). Moreover, about 1,200 prior-year rulings will be reviewed for possible 
publication. 

The full results of this expanded program will become apparent only gradu- 
ally, because of the time required to complete the recruitment and training 
of the additional technical personnel needed. Already, however, there has been 
a marked increase in the Service’s bulletin publication of excise tax rulings as 
shown by the following tabulation for the calendar years 1953-584: 


Number of excise-taw rulings published in Internal Revenue Rulletin (other 
than alcohol, tobacco, and firearms) 


1953 | 1954 | 1955 | 1956 1953 1954 | 1955 1956 


POE os aie 1 9 9 Di RE hoa detec wtseccys 13 23 10 16 
February _.............- 1 6 s 9 || September_........._... 6 13 11 15 
NON ices i steed 5 9 9 Gh) QUORUM is sch ac uck nd 2} 10] 14 19 
ROR de ee 8 4 4 7 || November..............] 12 15 7 18 
SN. oskehacha cases | 4! 2] a] 101] December..27-2--22--2-) 10] 2] 13] @ 

i al i} 10] ‘ 6 1 Sages Se! ea re oe a 
et forg pe hg ones plogay pede! siya 80 | 102] 106] 147 








1 Not yet available. 


The 1956 increase in published excise tax rulings should be 50 percent over 
1955. ‘This should increase still more in 1957 and subsequent years. 

(2) Uniformity of determination letters issued by district directors.—Follow- 
ing the Forand subcommittee hearings, each of the 64 district directors was 
requested to submit to the national office all files relating to excise tax determina- 
tion letters issued during the months of October 1955 and of February 1956. 
These were considered to be normal operating months that would yield a repre- 
sentative sample of directors’ determination letters. 

A total of 754 determination letters was received for study. Upon review, 
12 were found to be erroneous, or only about 1.6 percent of the total. This study 
indicates that the personnel in the offices of district directors are following 
national office rulings with 98.4 percent fidelity. It also indicated that they are 
not inclined to issue determination letters in the absence of approved guide 
materials, such as published rulings or regulations. 

Perhaps even better quality control will be achieved by the directors’ offices as 
the increased number of full-time excise tax group supervisors gain experience 
under the expanded audit program. 
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b) Eacise tar regulations program 


Although the Service has sought to remedy the complaint that most excise tax 
regulations are outdated, it has been precluded by the flood of tax legislation 
considered and enacted by the Congress in recent years. Enactment of the 1954 
Internal Revenue Code alone required the utilization of almost all technical 
personnel in connection with the development of new income tax regulations, 
forms, and procedures. The consequent low regulation priority given to the 
1954 excise tax legislation has already been described above. The Service has, 
however, attempted to publish final regulations at the earliest possible date, or 
has issued technical information releases for the guidance of taxpayers, regard- 
ing excise tax legislation passed subsequent to the 1954 code. 

The Service has a scheduled program to issue revised excise tax regulations on 
a segmented basis that is generally comparable to the program in the income tax 
area. As more and more income tax regulations work under the 1954 code is 
completed, increasing numbers of technical personnel are being assigned to excise 
tax regulations. Under the program, provisions of law which have been amended 
or added to the code since the 1954 code revision are being given precedence, and 
all related provisions of the code will be included in the new, up-to-date regula- 
tions. This approach will gradually build up the new body of regulations needed 
for the orderly solution of the problem. Again, however, the success of this plan 
is dependent upon the ability of the Service to assign technicians to the program 
without an appreciable amount of interruption for legislative projects. 

The following priority for issuing revised excise tax regulations has been 
tentatively adopted as the result of a recent survey of the needs of district 
directors’ and regional commissioners’ offices: 


1. Regulations 46: Excise taxes on sales by manufacturers 

2. Regulations 51: Retailers’ excise taxes 

3. Regulations 43: Admissions, dues, and initiation fees 

4. Regulations 113: Transportation of property 

5. Regulations 42: Safe deposit boxes, transportation of oil by pipeline, tele- 
phone, telegraph, radio and cable messages, and transportation of persons 

6. Regulations 71: Documentary stamp taxes 

7. Regulations 44: Gasoline, lubricating oil, and matches 


8. Regulations 119: Diesel fuel 
9. All others 

No other orderly solution to this difficult problem appears to offer any faster or 
more satisfactory results. 

Finally, before leaving a discussion of excise tax technical problems and pro- 
cedures, it is believed that there would be a greater inducement to employees to 
enter this admittedly difficult but relatively unappealing area if more higher 
grade technical positions were created which did not depend, for their status, 
upon the assumption of supervisory responsibilities. 


OFFICE OF CHIEF COUNSEL 


(a) Publication of excise tar cases docketed in Federal courts 

The Service has already implemented the third administrative recommendation 
of the subcommittee to maintain in the national office on a trial basis, a public 
record of all suits presently being filed for the refund of excise taxes. Notice 
of this activity was published in the Internal Revenue Bulletin of October 
29, 1956.° 
(b) Increase rulings and regulations personnel 


The capacity of the rulings and regulations staff of the Chief Counsel’s Office 
must be geared to that of the technical organization, else the speedup gained 
at the latter point of the rulings and regulations issuance-flow will only be 
dammed by the former. 
The staif in the rulings and regulations areas of the Chief Counsel's office 
is too smail in relation to the continued high rate of receipts and the desired 
early issuance dates. Efforts are being made to supplement the staff, but 
difficulty is being experienced both in securing attorneys with the requisite 
qualifications and als» in keeping them on as career men. Obviously, the gen- 
eral pay scale for Federal employment will not permit grade classifications 
which will completely eliminate the high rate of turnover in attorney per- 


71. R. B. No. 1956—44, p. 35. 
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sonnel resulting from the inducements offered by private practitioners and in- 
dustry. However, it is believed that compensation at GS-14 level, in con- 
junction with certain factors favoring Federal employment, would help to off- 
set at least some of the private employment appeal and afford additional in- 
ducement toward maintaining a career service in that office. 

It is recommended, therefore, that the staff of the Chief Counsel’s Office in the 
rulings and regulations areas be increased in the light of the higher ruling, regula- 
tions, and legislative workloads. The establishment of a reasonable number of 
working grades GS-14 in that office is also recommended to make the career serv- 
ice more attractive and, thereby, retain more of the experienced attorneys. The 
additional cost is small compared with the importance of the work, and would 
more than pay for itself in improved efficiency in the office. 

There is also a homey little problem of notable importance, since a good 
attorney without a good secretary is considerably handicapped. It seems the 
Chief Counsel’s Office is limpingly operating as the result of numerous secretarial 
vacancies. This condition is attributable to the relatively low grade classifica- 
titons for the quality it needs. Here, too, the Service’s legal arm is having diffi- 
culty obtaining qualified secretaries, and in keeping those who have gained enough 
experience to go elsewhere for more. 

We suggest that the Service’s personnel staff be asked to converge on this 
mean problem, and try to cut through some of the red tape that must undoubted- 
ly be surrounding it. 

Signed: 

(Chairman) R. W. Netson, 
Assistant to the Commissioner. 
(Members) W. T. EXKSTRAND, 
Office of Assistant Commissioner (Operations), 
Audit Division. 
M. FARIOLETTI, 
Office of Assistant to the Commissioner, 
Planning Staff. 
G. W. Fer, 
Office of Assistant Commissioner (Operations), 
Appellate Division. 
A. HANSEN, 
Office of the Chief Counsel, 
Legislation and Regulations Division. 
P. T. MAGINNIs, 
Office of Assistant Commissioner (Technical), 
Technical Planning Division. 


Mr. Jenxins. May I ask a question? We appreciate that we have 
before us two experts on taxation. I would like to ask a general 
question. Do you two gentlemen feel that you and your staff have 
had an ample opportunity to go into this complex subject in every 
detail and that you are not being imposed upon in any way from 
the standpoint of time, because we on the committee, at least I, my- 
self, look to you to come forward with a program so that we know 
that you are doing so completely without any desire to withhold any- 
thing and that consequently when we are all through we will have 
done a good job. : 

Mr. Saurn. I think from our standpoint both the timing and the 
momentum are very good, Mr. Jenkins. 

Mr. Jenxrns. I am glad to hear that. I hope we can all work 
together. 

Mr. Foranp. Mr. Mason? ‘ 

Mr. Mason. Mr. Chairman, I have one or two questions. 

Mr. Chairman, in your opening statement you named some of the 
things that we are covering, and one was the proper role of excise 
taxes in the overall Federal tax system. I have been wondering 
what that proper role is. 
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England gets over half of her income from excise taxes. Canada 
gets about a third of her income from excise taxes. We get only about 
15 percent. 

Mr. Smith, what do you think is the proper role of excise taxes 
in the overall picture? 

Mr. Smiru. Mr. Mason, if I might, I would just like to state the 
obvious thing first, that we don’t think very much of any form of taxes 
as being positively good. The question is to get the least bad balance 
among the various forms of taxation which are necessary to carry the 
very high level of expenditures which we have. 

Mr. Mason. We agree on that. 

Mr. Smiru. As to the balance, I don’t know that I really have 
anything to contribute to this subject today. I am aware of the fact 
that it is a principal subject of interest to your committee. If one 
were starting with a completely clean slate, 1 don’t know what might 
come up as a new approach. 

Mr. Mason. In other words, you don’t want to go on record as 
stating at this time just about what the proportion should be as 
between income taxes and excise taxes? 

Mr. Smrru. I accept and welcome your direct statement on my in- 
direct approach to the subject, Mr. Mason. 

Mr. Mason. Now, I would like to ask the Commissioner this ques- 
tion. You stated in your paper that you have adopted and put into 
effect or implemented, as you put it, 2 of the 3 things that we discussed 
and recommended and adopted in our previous report. You don’t 
see the need of one of them. If these two that you put into effect will 
cure the headaches and the trouble in connection with these excise 
taxes, maybe I can agree with you that we don’t require the appeals 
board. You have established a public record in the national office of 
trial suits, and you say that you have provided for excise tax returns 
to be examined by the excise tax supervisors. Those were two of the 
important things we agreed upon as necessary to remove many of the 
headaches in this connection. So I am inclined to agree with you, 
Mr. Commissioner, that maybe the third is not needed. 

That is all, Mr. Chairman. 

Mr. Foranp. Mr. Eberharter? 

Mr. Esernarter. It may be a little early to ask this particular ques- 
tion. At the present time most ad valorem excise taxes that we have 
are levied at the 10 percent level. Of course there are some above that 
level and there are some below that level. Are you prepared now to 
say whether it might be a good idea to make them all at the 10 percent 
level? In other words, those that are above the 10 percent level would 
be brought to 10 percent and those which are below the 10 percent 
would be brought up to the 10 percent level. 

Mr. Smiru. No; I don’t believe I am, Mr. Eberharter. I would say 
the changes that were made in 1954 where most of those above were 
brought abe to 10 percent removed a good deal of the resentment of 
discrimination, and very understandable resentment of discrimination 
between the manufacturers and consumers of different products which 
found differences in rates. As to whether a final adjustment of that 
would be in order now, no; I am not prepared to say. 

Mr. Exernarter. At the present time your thinking is that each 
excise tax should be studied. separately, and the level fixed by the 
administrator, instead of making it a flat 10 percent all along the line? 
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Mr. Smirn. There are several rates that are appreciably below 10 
percent, you recall, at the present time. The first one that occurs to me 
is the tax on the transportation of property, which is 3 percent. To 
bring that up to 10 percent would be a very, very substantial increase 
in that area. On the other hand, there are very few above 10 percent 
at the present time, at least those that have the ad valorem taxes. 

Yes; I think they should be looked at individually and then in the 
aggregate, and the material which will be presented by the many 
witnesses before your committee I am sure will give help to us as well 
as to you in formulating a position on that. 

Mr. Esernarter. In other words, your present thinking is there is 
plenty of justification for those that are above 10 percent? 

Mr. Samrru. The last time the Congress reviewed them there was a 
conscious decision to leave certain ones above that level. 

Mr. Esernartrer. Have you yet begun to think about what you are 
going to do when some of the excise taxes come in for a reduction on 
April 1, or is it too early to ask you that question ? 

Mr. Sorru. It is too early for us to have a final position on the thing 
because we are just now getting the figures in preparation of the budget 
together. Until that is done, we won’t know what is necessary. 

Mr. Exsernuarter. So it is too early for that. 

Mr. Sairn. It is too early for any final recommendation. I am 
perfectly willing to say that as it now appears to us in the Treasury 
Department it will be necessary to ask for an extension of the excise 
rates now due to be reduced next April. But the final decisions will 
be made when the budget is finally determined and will be, of course, 
presented by the President in his January message. 

Mr. Evernarrer. We have been extending these taxes every year 
for a number of years. If we find it necessary and the Treasury finds 
it necessary to ask for another extension, do you think it is a good 
policy to extend them for only 1 year or to make them permanent at 
least until further action by the Congress? This thing of studying 
them every year and going through this wrangle, calling all these 
witnesses before the committee and taking up the time of the Treasury 
Department, for an extension for 1 year is getting a little burdensome. 
It seems to me it is time to consider whether or not we should make 
them permanent until further action by the Congress or extend them 
for only 1 year in case we decide to extend them. 

Mr. Smiru. Our recommendations in the past, I think, have usually 
been for a year-by-year extension because we do have hopes and con- 
tinue to have hopes that there will be an opportunity for another sub- 
stantial tax reduction as there was in 1954. We like to keep that 
hope alive. But I will agree with you, Mr. Eberharter, that the longer 
we go, the less reason there is, perhaps, to have these particular ex- 
cises, which have been extended on a year-by-year basis, get the pri- 
ority in reduction. 

Mr. Exsernarter. There is always a great danger, and the Treasury 
has to watch that danger. We have the constant pressure to repeal 
these excises which were put on in 1951, the increases particularly. 
We have to take into consideration whether or not we can reduce 
income taxes, too, you know. 

Mr. Smirn. We have very much in mind that when any program 
for tax reduction will become possible, income taxation should be 
given a very high priority in that area. 
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Mr. Esernarter. In particular response to the question brought up 
by Mr. Mason, Dr. Smith, are you prepared now to say, if any Teduc- 
tion can be made, whether you would prefer a reduction in the income 
taxes or in the excise taxes? 

Mr. Smrrn. No; I don’t believe that we could give any sort of 
advance blueprint of that sort. It depends on all the facts and cir- 
cumstances as the situation develops when and as a tax-reduction 
program is feasible. I would simply say that we would certainly 

want to include individual income taxes high up in the priorities. 

Mr. Exeruarrer. You would want to consider reduction of indi- 
vidual income taxes high up in the priorities / 

Mr. Smiru. Yes; that is what I said. 

Mr. Esernarter. I think that is all I have, Mr. Chairman. Thank 
you, Doctor. 

Mr. Foranp. Have you any questions, Mr. Karsten ? 

Mr. Karsten. Yes, Mr. Chairman. 

Dr. Smith, most of our excise taxes, as I understand it, are levied 
on articles that eventually go to consumers. There are some excep- 
tions which perhaps you might consider as business machines or office 
machines, perhaps a typewriter or an adding machine. Some feel 
that a tax on such office machines is a tax on business. When a ma- 
chine of that kind is used by a jewelry company, you have a double 
taxation. What are your views with reference to this ty pe of taxation 
and would you think that in removing or repealing excise taxes some 
priority ought to be given to businesses which use machines on which 
there are Federal taxes ? 

Mr. Smiru. No, I don’t believe I would agree with that. I am very 
well aware of the arguments underlying the proposition that you have 
advanced. Itisin many respects appealing. But again starting with 
the situation where we have a multiplicity of taxes, I would suppose 
that in a sense, repeating what I just said to Mr. Eberharter, the 
relative priority would have to be determined on the basis of all the 
facts and circumstances as they exist. If more useful relief could 
be given to certain tax rates applied to articles for final consumption 
than to those which involved business costs and which may to some 
extent be absorbed by business, then I think we might want to consider 
those where there is the more immediate and direct benefit of the 
relief. That is to say, if we were starting again with a clean slate, 
as I said, we might make a different approac ch, but we never do have 
that situation. 

Mr. Karsten. I might say I have received several hundred letters 
from beauticians and beauty parlor operators concerning their equip- 
ment which I understand is taxed. There probably would be only 
one tax in that case. But if you had a typewriter which was used in a 

jewelry firm in effect you would be passing the tax on to the consumer 
oi two forms. 

Mr. Surrn. On the other hand, I will confirm that our mail cor- 

responds a good deal to what you have indicated as to yours, that the 
desire for relief is expressed most emphatically on products that are 
closest to the consumers. 

Mr. Karsren. I have 1 or 2 other questions I would like to direct 
to the Commissioner. 

We have in the Treasury Department the Alcoholic Tax Unit and 
the Tobacco Unit. I wonder what you would think about the estab- 
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lishment of an Excise Tax Unit similar to the Alcohol Tax Unit to 
handle excise tax problems exclusively. 

Mr. Harrinerton. I think we have covered that in the report and 
in my statement. We feel that that is not necessary. We have quali- 
fied men in the field on excise tax procedures and audits and examina- 
tions. We feel that on the basis of our decentralizing program 
bringing the work of the Service closer to the taxpayers, we can get 
more effective results by expanding our groups of excise tax specialists 
in the field. 

Mr. Karsten. Is it not a fact, though, that the field officers are 
primarily concerned with income tax and that may be their major 
function ? 

Mr. Harrineton. That is true, of course, because the statistics show 
that that is the biggest source of our tax returns and our revenues. 
It would naturally follow that field officers have more work to do in 
the income-tax area, but that is not to say that they are not concerned 
with all types of taxes. We have the employment taxes, gift and 
estate taxes, and excise taxes. We are making an effort, as indicated 
here, to improve our excise tax enforcement policies and programs, 
and we think that we can do it on that basis. 

Mr. Karsten. You do not feel it would be desirable to set up an 
Excise Tax Unit here and perhaps cantante a man in the field office 
to be directly responsible to the unit here ? 

Mr. Harrineton. No, we do not think so. 

Mr. Karsten. In that way you would preserve your close contact 
with the taxpayer which might improve the administration to some 
extent. 

Mr. Harrrneton. We think we can handle the administrative as- 
pects of it on the basis that we are now following. If that doesn’t 
work out then we certainly would want to consider some other means of 
doing it. We think that the procedure we have adopted, the plans that 
we have in mind, are going to handle that situation very well and we 
do not see the necessity of a special unit in the national office. 

Mr. Karsten. That is all I have, Mr. Chairman. 

Mr. Foranp. Mr. Herlong? 

Mr. Hertone. First, in connection with the bill that was introduced 
last session, the authority of the committee has now been expanded to 
cover rates and exemptions. Would you give me your views on whether 
you would think it a good idea to include rates and exemptions in with 
the bill changing administrative and technical procedures or should 
there be two separate bills? 

Mr. Smiru. That is really getting out of my province as to what the 
best form of legislation for this committee to put forward to the Con- 
gress. It would be almost presumptuous of me to express any opin- 
ion. One thought that does occur to me is that the technical and ad- 
ministrative provisions which have been developed are largely of a 
noncontroversial sort, at least by the time they are all finally resolved 
on the basis of the testimony that you get here and further revisions. 
Those are changes which would be eminently desirable. We would 
like to have them. We think the taxpayers would like to have them. 

If there were added to that elements of controversial matter deal- 
ing with rates and exemptions, as to what bearing that might have 
upon the prospect of prompt enactment I don’t know. It occurs to 
me that is something to consider. 
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Mr. Hertone. Another question: I suppose this should be directed 
to the Commissioner. I understand from your statement that techni- 
cal personnel who work with excise-tax auditing and the examination 
of returns and collections has been increased by reason of certain 
recommendations which were made to you by the committee. Despite 
the fact that there have been these increases, still the facts show that 
only 3 percent of all revenue agents are assigned to excise taxes and 
about 15 percent of our revenue comes from these taxes. Should there 
be a closer relationship between those figures? I should like to hear 
you discuss that for a moment. 

Mr. Harrtneron. Yes; that is covered in some detail in the report. 
It is a question of allocating the manpower in the light of the money 
and resources available. We are making a study to determine the most 
effective basis of allocation as among all the taxes that we have to 
administer. 

So I would say to you, in answer, that the situation is under constant 
study right now, and we are going to make every effort to allocate our 
time and our resources as equitably as possible among all of the taxes 
that we have to administer. Excise taxes are one of the important 
elements, of course. 

Mr. Mason. Will the gentleman from Florida yield? 

Mr. Hertone. I am happy to yield. 

Mr. Mason. While 3 percent of the ene is applied to excise 
taxes, the majority of the personnel deal with excise taxes in general. 
For instance, if I am a tax collector I know something about excise 
taxes and these others, and I give part of my time to the collection of 
excise taxes. But where we must have experts who know a lot more 
than I do about it, then they assign these experts in this 3 percent that 
you are talking about. 

Mr. Hertone. Further along this line, it is understood that no 
nonsupervisory agents assigned to excise taxes have been classified 
as GS-13 and very few of them as GS-12. In contrast to that, a 
substantial proportion of the revenue agents assigned to income-tax 
work carry grades 12 and 13. I was wondering if the people who are 
handling excise taxes are not graded as highly as they should be or 
is it that you are assigning people to the excise-tax field who don’t 
have as high qualifications as those who are working on income taxes? 

Do you have the figures on how many who work on excise taxes are 
classified as GS-12 and GS-13 and how many who have those classi- 
fications who work on income taxes? 

Mr. Harrrineton. I don’t have the figures, Mr. Herlong. On that 
particular question I would want a little time to get some information 
on it. I have no knowledge right now in my own mind as to just 
what the division of the grades is between income-tax auditors and 
the excise-tax auditors. I would have to look that up. 

Mr. Hertone. We are working on excise taxes and of course we 
want to be sure that we are getting as capable work on excise taxes 
as is done on others. 

Mr. Harrtneton. We are just as much interested in that as you 
are because we want capable men doing the work at all levels. 

Mr. Hertone. I wonder if you could supply that information for 
us for the record as to the total number of nonsupervisory people, 
revenue agents, who are classified as GS-12 and 13 who work on 
income tax and who work on excise taxes. 
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Mr. Harrtneron. We will supply that for the record. 

(The information referred to follows :) 

The following table shows the authorized nonsupervisory revenue-agent posi- 
tions assigned to income-tax and excise-tax work for the fiscal year 1956. 


There is also shown the actual number of full-time nonsupervisory excise-tax 
positions as of October 21, 1956: 


Nonsupervisory revenue agents 


Authorized positions, | Actual 
fiscal year 1956 | positions en 
Grade ete 
| | excise tax 
Income tax | Excise tax 





Mr. Foranp. I think perhaps you have answered this question in 
part but not in full. Part of the function of this subcommittee as 
reconstituted is to determine the proper role of excise taxes in our 
revenue structure. In this connection I have been informed that 
today excise taxes represent just about as small a portion of total tax 
revenue as at any time in our history. I am told that in recent years 
the excise taxes have accounted for as high as 30 percent of the total 
revenue whereas today it accounts for only 13 percent. ‘These figures 
include alcohol and tobacco tax collections as well. 

What is your notion as to the proper role of excise taxes in our tax 
structure, and do you believe that we should be obtaining more, less, or 
about the same proportion of our tax dollars from the excises as we 
are doing today ¢ 

Mr. Smiru. I don’t believe I have anything to add, Mr. Chairman, 
to what I indicated to Mr. Mason on that. 

Mr. Foranp. The reason why I use this is that I want it thoroughly 
understood by every one that these questions have been submitted to 
the Treasury and the Bureau of Internal Revenue beforehand so they 
might have an opportunity to look into the subjects and not be taken 
off their feet when they appear before us. 

Mr. Smrru. I assure you it is a subject to which we give a great deal 
of attention all the time. 

Mr. Foranp. We feel that is the proper way to do this. 

Mr. Mason. Mr. Chairman, will you yield there. 

In former times excise taxes in America brought in at least 50 per- 
= but that was away back when before our income taxes became so 

arge. 

Mr. Foranp. The chairman may say for the benefit of the gentleman 
from Illinois if he had his way there would be no excise taxes at all. 

The next question I have for you, Dr. Smith, is this: I realize that 
in the case of specific taxes there may be particular reasons why the 
levy should be imposed at either the manufacturer’s or the retail level. 
What prompts this question is the fact that I have received perhaps 
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a thousand letters from beauticians and barbers who were very much 
afraid that the tax on cosmetics might be shifted from the retail to 
the manufacturer’s level and they are very much in opposition. How- 
ever, as a general rule would you favor levying excise taxes at the retail 
level or at the manufacturer’s level and would you care to explain your 
reasons for any position you might take on that question ¢ 

Mr. Smirn. There are several relevant points to be considered on 
that. 

The retail tax is, of course, the one that is closest to the consumer. 
Therefore, there is no reason at all for any buildup of the pyramiding 
effect as it is passed on under standard percentage margins. That is 
the attraction of the retail approach. 

On the other hand, there are a great many more retail dealers than 
manufacturers. From the standpoint of administrative burdens both 
in tax collection and the number of concerns that have to fill out tax 
returns, that have to keep records, there is an advantage at the manu- 
facturer’s level. 

Our experience with various excises in the past has indicated diffi- 
culties depending upon the types of products with both of these meth- 
ods. In fact, our present selection, I believe the committee members 
will recall, stemmed to an appreciable extent out of the prior problems 
of enforcement when a different method was adopted. In certain 
products where the production is done in extremely casual and small 
fashion by a great many producers, the problem of enforcement where 
the tax was upon manufacturers was very great. It was deter- 
mined that only a retail tax could be collected with reasonable assur- 
ance that it would fall upon all sales. That I think was the case in 
furs, for example. That tax at one time was changed from a manu- 
facturer’s to a retail tax. 

Since you have raised this subject as to the level of tax, there is one 
other possible level to which we have given a good deal of thought, 
and that is the wholesale level, the last sale before the retail, or the 
sale to the retailer. That in many respects is attractive. 

Australia, I believe, has put its excise taxation on that basis. IJ 
believe one of the commissions to inquire into excise taxes in Canada 
has made a recommendation along that line. 

You will recall that much of the testimony, in fact much of the 
material in the subcommittee’s bill, dealt with attempts to get uni- 
formity in tax burden depending upon the number of stages of sales 
between manufacturer and final consumer. Where there are sales by 
manufacturers to jobbers, to wholesalers, to subordinate wholesalers, 
to retailers, then the tax is imposed further away from the final level 
as compared to the situation where the manufacturer sells directly 
to the retailer. , 

If the tax were to be imposed at the sale to the retailer, then the 
problem of variation depending upon the levels of intermediate dis- 
tribution would become of no concern as tax burdens whereas they 
are now of importance, and there would still be a tax collected short 
of the retail level. We must also consider in this matter of retail taxes 
that the States and in many cases the municipalities have placed great 
reliance on them, and there is quite understandable concern about 
not having specific overlapping of tax jurisdictions. 


Those are among the facts that seem to us of importance in the 
decision. 
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Mr. Foranp. Now I have a question for the Commissioner. 

As I understand your statement, your group which has studied 
excise tax administration has concluded that it is desirable to give an 
excise-tax payer an opportunity to take an appeal to the Appellate 
Division oles he has been audited but before any assessment has been 
levied. It seems to me that this recommendation indicates a misun- 
derstanding of what the subcommittee was recommending last year. 
While this moves in the direction of the subcommittee’s recommenda- 
tion, it deals only with a portion of that recommendation, although 
apparently it is offered as a substitute for the committee’s proposal. 
It deals only with the case where an audit has already occurred. It 
does nothing whatsoever to obtain a review of rulings for the tax- 
payer which he has received prior to audit. 

oes this omission mean that you oppose this part of the sub- 
committee’s recommendation and, if so, could you explain your rea- 
sons for this? 

The suggestion you have made today also differs from the sub- 
committee’s recommendation in that it does not call for a separation 
of the appeals with respect to excise taxes from the procedure pres- 
ently applied in the case of income on other taxes. The subcommittee 
recommendation, as a rule, would have set up an appellate board in 
the office of the Commissioner to consider only excise-tax problems. 
The subcommittee favors this on the ground that it would expedite 
actions with respect to excise taxes and also on the ground that it 
would assure greater expertness with respect to excise-tax matters. 
One of the complaints was that the appeals division was primarily 
staffed with income-tax experts who were not fully acquainted with 
the excise-tax problems. It seems that you have passed over this 
aspect of the subcommittee recommendation without any substantial 
comment. If you do not favor an independent appeals board in the 
Commissioner’s oftice to handle excise taxes, would you explain to 
the subcommittee why you have reached this conclusion ? 

Mr. Harrtnaton. Mr. Chairman, in answer to that question I 
would prefer, if you don’t mind, to have one of my staff who is more 
familiar with the details and has studied this closely, answer that 
question. Is that all right with you, sir? 

Mr. Foranp. Is he present here? 

Mr. Harrineton. Yes. 

Mr. Foranp. That would be perfectly all right. 

Mr. Harrtneton. Mr. Stowe is the Assistant Commissioner for 
Operations. 

Mr. Foranp. Will you give your full name? 

Mr. Stowe. Clifford W. Stowe. 

If I understood your question correctly, Mr. Chairman, the thought 
apparently is in your mind that the plan to grant excise-tax payers 
a hearing before the Appellate Division prior to payment of the tax 
or filing a claim of abatement is being offered as a substitute for the 
committee’s propcsal. That is not the fact, sir. That proposal, as 
the Commissioner indicated in his opening statement, is one of our 
inservice committee’s recommendations, incorporated in its report as 
a result of its study of the whole excise tax administrative problem. 

With respect to the position of the Service on the question of set- 
ting up a centralized appeals board, I believe you will find that the 
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report of the committee, which has been reviewed and accepted by 
the Commissioner, takes a very definite position. I am reading now 
from page 23 of the report in which the statement is made: 

The foregoing analysis of the excise-tax cases disposed of by the 9 regional 
Subcommittee on Excise Tax Technical and Administrative Problems in its re- 
the entire period since the appellate procedures were extended to excise-tax 
cases, reveals no need for a centralized appeals board as recommended by the 


Subcommittee on Excise Tax Technical and Administrative Problems in its re- 
port dated April 20, 1956. 


That statement is preceded by an analysis of the results of considera- 
tion of cases which have come before the Appellate Division during 
the 314-year period referred to in the report. 

The report further states on page 26: 

We have found the Service’s administrative appeals process entirely adequate 
to assure any excise-tax payer of competent, thorough, and expeditious con- 
sideration as to both ruling requirements and case determinations. 

Mr. Foranp. It would take care of those cases where a ruling had 
been made prior to the audit? 

Mr. Stowe. Yes, sir. As is indicated in the report, the analysis 
which was made by the committee turned up 25 cases which were 
before the Appellate Division, as to which rulings had been made 
during or prior to the audit. Those rulings obviously were rulings 
adverse to the taxpayer. Otherwise they would not be contested 
before the Appellate Division. Analysis of those 25 cases disclosed 
that, after consideration of the record made at the time, the case 
consideration was concluded : 

In 7 of the 25 cases the Appellate Division, after further development of the 
facts or legal authorities, questioned the applicability of the ruling and the 
ruling was modified or reversed after coordination with the national office. 

In 9 of the 25 cases the Appellate Division agreed with the ruling and settled 
the case by agreement in accordance with the ruling. 

In the remaining 9 of the 25 cases the Appellate Division agreed with the 
ruling but recognized that there was considerable litigating strength to the 
taxpayer’s position. Since nonrecurring issues were involved, settlements on 
an intermediate basis were worked out, giving effect to the litigating strengths 
and weaknesses of the opposing positions. 

The committee concluded that since the Appellate Division had 
authority vested in it by the Commissioner to reverse a ruling if, on 
the basis of the record as then developed, the ruling was inappropriate 
or was sufficiently dubious to involve litigating hazards, A et was 
an appeal process with respect to rulings as they applied to cases which 
came einen the Appellate Division. 

Mr. Foranp. Do I understand that you would not have in the 
Appellate Division any specialized group to pass upon excise tax 
cases ? 

Mr. Stowe. That is correct, sir; we have not specialized in the 
Appellate Division. We think it is much better, from the standpoint 
of sound administration, to have men who are thoroughly skilled in 
the basic principles of tax law, with ability to research and develop 
the legal precedents, and who have a judicious and impartial approach 
to the determination of the controversial issues which come before 
them, rather than to compartmentalize them as to particular taxes. 

As the report points out, the Internal Revenue Service has the job 
of administering some 80 different taxes. Obviously, if we attempted 
to deploy our forces along specialized lines, even by types of tax, let 
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alone types of issues which arise, we would disperse our force to the 
point that we would not be able to operate effectively. 

Mr. Foranp. In other words, the position of the Service is that the 
Appellate Division should be made up of well-rounded tax experts 
rather than specialists in any particular category ? 

Mr. Stowe. Yes, sir; that is our view. 

Mr. Foranp. Here is another question for the Commissioner. There 
are a number of different regulations relating to excise taxes, roughly 
one for each major class of tax. I understand that the stocks of some 
of these regulations are virtually if not entirely depleted, which makes 
it impossible to furnish the regulation to taxpayers who need and ask 
for them. I also understand that most of the regulations, whether 
available in print or not, are rather antiquated, not having been 
revised for many years. 

The Service has indicated an intention of issuing revised, up-to-date 
regulations on all the excises, but thus far these have not been pro- 
duced. 

In addition to giving us an explanation for this delay and of the 
present status of plans to remedy this situation, we would like answers 
to the following specific questions: 

Which regulations have been depleted to the point where they are 
not now generally available for public distribution ? 

Have any of the regulations been revised to the point where they are 
in at least complete rough draft form ¢ 

The total number of technical personnel presently assigned to the 
preparation of all internal revenue regulations and the total number 
of technical personnel assigned to the preparation of the revised excise- 
tax regulations. 

This refers to personnel assigned full time to this job. 

Under present plans are the technical personnel working on excise- 
tax regulations concentrating on one regulation at a time, or are they 
working on a number of different ones at the same time ? 

canner how long will it be before the regulations are avail- 
able? 

This is a series of questions. I will break them down if you wish, 
or you can answer them all at one time. 

Mr. Harrineron. Here again, Mr. Chairman, I would like to call 
on one of the Assistant Commissioners who is here, who will have 
much more complete answers to those questions than I would, Mr. 
Winkle, Assistant Commissioner—Technical. 

Mr. Foranp. Will you give your full name for the record please. 

Mr. Winxte. My name is Justin F. Winkle, Asssitant Commis- 
sioner in Charge of Technical Activities. 

Mr. Chairman, first on the point of what regulations have been 
depleted to the point that they are not now available to the public, 
I think I could say at the outset that all of the regulations are avail- 
able in the sense that they have all been published in the Code of 
Federal Regulations. It is true, however, that the supply of many 
of the individual pamphlet-form copies of the regulations has been 
low in the field offices. The problem we have had there has been this: 
As you know, during the last hearings the question came up as to 
the kind of regulations program we had, with particular reference 
to the priority or lack of priority that was being given to the excise 
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tax regulations. We took the position that, inasmuch as the 1954 
code had not made any substantive changes in the excise tax pro- 
visions, as distinguished from the income tax provisions which were 
very thoroughly revised, we would have to give excise tax regulations 
a pretty low priority. The question then arose as to whether or not 
existing excise tax regulations should be reprinted, despite the fact 
that their section numbering did not accord with the 1954 code. 

We have been delaying reprinting those regulations in the hope that 
we would be able to avoid it by getting out the new excise tax 
regulations. 

Quite recently, however, we have been in touch with our publications 
people to see whether or not, at least as to some of the more frequently 
consulted regulations, we should not go ahead and reprint them at 
this time even though they are in a sense out of date. The reason for 
this is because the excise tax regulations still have a relatively low 
priority, although the fact that we are pushing ahead and making 
considerable progress in the income tax area has permitted us to 
assign 4 technicians on a full-time basis and 2 on a part-time basis to 
their revision. 

I think the second question had to do with whether the regulations, 
or any of them, had been revised to a point where they were at least in 
rough draft form. We have all of the excise tax regulations in rough 
draft form. The difficulty has been that after the preparation of the 
drafts it was decided to incorporate in them more of our rulings. 
This fact, coupled with the impact of the overall regulations program 
and the very active legislative year we had at the last session of the 
Congress, has added to the delay. It was during that session, as you 
will recall, when the farmers gas tax refund, the Highway Tax Act, 
and the additional foreign travel exemption for purposes of the 
transportation tax, were passed. All of those were new statutes, and 
we have issued regulations and forms under those more recent 
enactments. 

As to the total number of personnel assigned to the regulations job 
at the present time, as I indicated, we have 4 on a full-time basis and 2 
on a part-time basis. I think it is quite fair to say that that number 
will increase as we get further along on the income-tax regulations 
program. 

As to whether they are all concentrating on 1 regulation at a time 
or whether they are working on a number of different ones at the 
same time, I think there it would be a matter of each technician work- 
ing, primarily at least, on 1 regulation at a time. As that regula- 
tion goes forward for review, however, another one is picked up. 
Then, as the first regulation may come back from review for some 
changes, inevitably you get into a situation where, for all practical 
purposes, perhaps 2 or 3 of them are in the mill at the same time as 
far as any 1 technician is concerned. 

As to how long it will take us to complete the regulations program, 
I don’t know that I am in a position as of now to give any estimate of 
that, Mr. Chairman. I think my testimony last year indicated that 
I would be disappointed if the excise-tax regulations were not out 
within a year. 1 think I must say that I am disappointed. I say that 
I can’t give you an estimate for this reason : Here is the kind of position 
we find ourselves in. To date, for all of the various reasons that I 
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have mentioned, we have not made as much progress in that area as we 
have in the income-tax area. Now we are confronted with a question 
as to whether it would be wise to go ahead on a full-scale basis with the 
excise regulations, even were we able to, in face of the fact that there 
is, of course, the bill that you introduced pending before the Congress 
and that, furthermore, out of the hearings which are being initiated 
today there may come still further substantive changes in the statute. 
I think the problem which is worrying us is whether or not, if we do 
proceed with the regulations, we will complete them only to find them 
out of date perhaps a week after they have been issued. 

Mr. Foranp. In other words, you haven’t been able to keep up 
with us. 

Mr. Winxte. You could put it that way, sir. 

Mr. Foranp. It is one of those unfortunate things. The result of all 
this is that the taxpayer is still in a quandary and is still left up in 
the air. How we can remedy that of course is the big problem on 
which all of us must work because we should do everything possible 
to expedite the issuance of the regulations so people will know where 
they are. 

Mr. Wrnxxz. I agree with you, sir. Apropos of the comment you 
made a moment ago as to whether we were unable to keep up with the 
Congress, it may be of interest to the committee to know that during 
the 2 sessions of the last Congress there were 85 revenue bills of one 
kind or another that passed either the Senate or the House; 60 of those 
eventually became public laws, 28 of them in the first session and 32 
in the second session; 7 of the 28 were excise-tax measures and 7 of the 
32 were excise-tax measures. 

In addition to the problem we have of getting out regulations under 
some of those more pressing changes, such as the Highway Tax Act 
which was a new enactment, and the farmers gasoline-tax refund, 
which was also new, we, as you know, must deploy quite a bit of our 
resources when Congress is in session in working up technical reports 
on proposed legislation and assigning people from the service to work 
with the staffs of the tax-writing committees and the joint committee, 
and so forth. 

All of that is work which definitely cuts into the time that we can 
spend on regulations. It is a very practical problem with us. 

Mr. Foranp. That boils down to one thing. You need more help. 

Mr. Win«te. I think that is correct, sir, and we need more well- 
trained help, which of course is another problem. 

Mr. Foranp. Of course you may not be able to get the well-trained 
help just by going out in the field but you could be training some of 
the people now in the service if you had a sufficient number of people 
on the rolls to bring them up to date so they could be useful in onus 
ing the task ahead. 

Mr. Winx. That is correct, sir. 

Mr. Foranp. Right on that point I might ask the Commissioner, 
is it the intention of the service to ask for additional personnel in the 
coming budget? 

Mr. Harrineton. The budget for 1958 does not provide for any 
material increase, if any increase, in the technical force in the national 
office, but it would provide for replacements. We are bringing in men 
from the field as we find them who are good technicians, and trainin 
them in here, but we are not providing for an increase in our technica 
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force because we must recognize our overall problem. The increases 
in personnel which we are asking for are more in the clerical and office 
audit areas. 

Mr. Foranp. So that would not remedy the situation that we are 
confronted with. 

Mr. Harrineron. It will remedy it to the extent that we can find 
qualified men, and Mr. Winkle is now on a program of looking over a 
group of men that we have up for consider: ation for promotions, to 
find qualified technical men in the field that he can bring in here and 
add to his staff and train them in technical work. That is where we 
will get our replacements or our increases in the national office. We 
will have to take them from some of the field installations. 

Mr. Foranp. I can well appreciate that. The point I am trying to 
make is that we must expedite the work on these regulations. You 
need additional technical personnel apparently to work in the national 
office. You are going to take some of the best men you have in the 
field to bring them here, as I understand it, and replace those men 
that you take from the field with some outsiders that you are going 
to recruit. 

Mr. Harrineton. That is correct. 

Mr. Foranp. But will enough of them be brought in that it will be 
necessary to request an increase in your personnel so far as the budget 
is concerned so that you may have a sufficient number of technicians 
regardless of how you would bring them in or from where you bring 
them in? 

That is the question I was trying to propound. Is there a request 
for additional personnel which ‘would make it possible for you to in- 
crease your technical staff here in Washington ? 

Mr. Harrineron. The best way I can answer that, Mr. Chairman, is 
to say that we are on a program now of increasing the technical force 
in Mr. W inkle’s organization without providing for what we may 
have to do in replacing those technical people out in the field. We 
are recruiting a lot of people every year and moving them up. We 
may very likely be able to replace the men brought. to Washington 
with promotions- from-within out in the field as those men become bet- 
ter trained. I think I can say to you that we are making every effort 
to find qualified men in the field whom we can bring in and train. 
They are the best source we have of trained technicians, the men who 
have had some experience in auditing and other types of technical 
work in the field. 

Mr. Foranp. I am in full agreement with that, but it still leaves 
the question of what then happens under those circumstances. You 
would be depleting your force in the field unless you are asking for 
additional personnel in the overall picture. 

Mr. Harrineton. That would depend on how many we bring in 
from the field and on other things—for example, the local situations. 
We have some excellent training programs. We are doing a more 
effective job now with fewer men. It may well be that we can absorb 
this in part through our regular improv ement in our technical pro- 
ficiency in the field. Those things are rather intangible. The problem 
of what we are to do depends on 1 how many we bring in here and what 


it ag to our field installations when we take those people out of the 
field 
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Mr. Foranp. But you are not asking for additional personnel in 
the budget now? 

Mr. Harrineton. Not in that area. 

Mr. Foranp. I mean in the overall picture. 

Mr. Harrineron. Yes, sir; we are asking for additional personnel. 

Mr. Foranp. You are? 

Mr. Harrtneton. Yes, sir. 

Mr. Foranp. It seems to me that under the circumstances it may be 
very well to reprint the old regulations so people in business who must 
refer to them would at least have them available, even if it does mean 
a reprinting later on of the revised or new regulations. As of now I 
think in fairness to the taxpayers my point would be that the old 
regulations should be reprinted if you don’t see the possibility of hav- 
ing new ones in the very near future. 

I think that concludes my questioning of Mr. Winkle. 

IT would like Mr. Stowe to come back because the staff has pointed 
out to me one question to which I would like to have an answer. 

What you have said, Mr. Stowe, does not cover those taxpayers who 
receive rulings on which they do not agree on the future or current 
transactions. Shouldn’t they have an appellate right at that time so 
they will know how to sell or otherwise conduct their business before 
a liability is created ? 

Mr. Srowe. Mr. Chairman, I think that question should be ad- 
dressed to Mr. Winkle since the rulings function is under his juris- 
diction, and with your permission—— 

Mr. Foranp. I don’t care who answers it. I thought in view of the 
fact that you were dealing with the appellate question you might be 
the man. We will call on Mr. Winkle again. 

Mr. Stowe. The reason I suggest Mr. Winkle, Mr. Chairman, is that 
the appellate division handles only actual cases which are in con- 
troversy rather than the type of ruling which your question is 
directed to. 

Mr. Kroeu. Mr. Chairman, could I ask Mr. Stowe a question on that 
precise point. Is it not a fact that the only way a ruling can be tested 
1s to have a controversy arise following an audit? Isn’t that the 
procedure ¢ 

Mr. Srowr. Would you repeat your question, Mr. Keogh? I am 
afraid I didn’t follow it. 

Mr. Kroeu. Must not under your present procedure there be a con- 
troversy to contest the validity of a ruling? In other words, the tax- 
payer cannot determine the validity or invalidity of a ruling unless 
and until there has been an aduit and an assessment or disallowance. 

Mr. Stowr. If by determining validity you mean by an adjudica- 
tion, Mr. Keogh, my answer would be “Yes.” 

Mr. Kroeu. That is all. 

Mr. Karsten. On that point, Mr. Chairman, when you issue a rul- 
ing that is not published or made public until after it is approved by 
the General Counsel; is that correct ? 

Mr. Srowr. Again I would like to defer that question to Mr. Winkle, 
Mr. Karsten, with your permission. 

Mr. Foranp. Mr. Winkle, will you come forward, please? 

T will repeat what I asked Mr. Stowe. 

What he said relative to the Appellate Division still did not cover 
those taxpayers who receive rulings with which they do not agree on 





EXCISE TAXES 45 


future or current transactions. Should they not have an appellate 
right at that time so they will know how to sell or otherwise conduct 
their business before a liability is created ? 

Mr. Wrnzte. I think I could answer that in this way, Mr. Chair- 
man: It is quite true, as Mr. Keogh indicated, that in order to get 
into the appellate area, you must have a case in controversy. There 
is no way that you can take a ruling, as such, without having a case, 
a deficiency, in controversy, and go before the appellate organization. 
The taxpayer, however, is privileged to come in and ask that the 
original ruling be reconsidered. And if the basis for the request for 
reconsideration is a matter of substance, as distinguished from simply 
being a frivolous appeal, it is the policy of the technical organiza- 
tion to make certain that that request for reconsideration is passed 
on at least one level above the original level that handled the matter. 

We handle in the technical organization somewhere in the neigh- 
borhood of thirty-five or forty thousand rulings a year. How many 
of those are excise-tax rulings, I don’t know now, but we can supply 
that for the record. With that size of workload we must, of necessity, 
operate on the basis of delegated authority. The simpler cases that 
yield quite readily to decision on the basis of the law or the regula- 
tions or a published ruling or a court decision, are handled at what we 
call our branch level, which is the lowest responsible supervisory level. 
The ruling then goes out signed by the branch head. As a practical 
matter, however, it is a ruling of the Commissioner of Internal Reve- 
nue inasmuch as the authority to issue rulings in that particular type 
of case has been delegated down the line to that official. 

The taxpayer, as I say, is free to come in and request that that ruling 
be reconsidered. If it is reconsidered, then it is considered at the 
level of the Director of the Tax Rulings Division, either by the Direc- 
tor personally or by one of his tec hnical advisers. Occ asionally, if it 
is a matter of extreme difficulty or consequence, it may be referred to 
my own office. Occasionally: also, it may be referred by me directly 
to the Commissioner or to his technical adviser. 

So I think it is fair to say that there is a way by which a taxpayer 
who feels aggrieved by a ruling can get an appeal by asking that it 
be reconsidered, and the reconsidering i is done by officials at a higher 
level than the level that originally decided the situation in the first 
instance. 

That is all absent in a situation where the law and the regulations 
are abundantly clear, or where the position of the Service has been 
quite definitely taken on the question and it is known at the branch 
level that the Service does not intend to change that position. 

Mr. Kroeu. Mr. Winkle, as a matter of fact, this procedure that 
you have just described with respect to applications for reconsidera- 

tion means just going up the chain of command in the service, does 
it rot? 

Mr. Winker. That iscorrect, Mr. Keogh. 

Mr. Kroan. At any point above the original decision level you are, 
in effect, saying that someone higher in the chain is being asked to 
reverse that which was done below ? 

Mr. Wrz. I think that is a fair statement. 

Mr. Kroau. As a practical matter, do you know of any instances 
where such reversals have been made ? 
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Mr. Wrvnxte. Yes, sir. I can’t recall any specific situations at the 
moment, Mr. Keogh, but I am confident there have been some. 

Mr. Krocu. The Commissioner has indicated that you propose to 
make an important procedural improvement for excise taxpayers who 
want to take their cases before the Appellate Division. Would that 
not be an area within which you might give consideration to the 
olarif ying of these rulings before a deficiency is imposed after an 
audit ? 

Mr. Wrnxtz. What you are suggesting, in effect, then, as I would 
understand it, is to consider vesting in the appellate organization 
authority to take an advance ruling, so to speak, under advisement, 
even though it has not yet reached the point of a deficiency ? 

Mr. Keroeu. That is right. In other words, our complaints, I 
think, take the form that many businessmen are not so much concerned 
with what their tax liabilities are so long as ~— are fixed before they 
make their completed transactions, and that t ey are not thereafter 
faced with the danger of having some audit of a return made and an 
additional assessment levied against them which they can not get from 
their customers. In my opinion, that is a fairly reasonable position 
for a businessman to take. I might even point out, if the chairman 
will yield to me further, that that type of complaint falls with respect 
even to your adjusted method of publishing rulings, where you pro- 
vide that they must be approved by the Chief Counsel’s Office before 
even the taxpayer who requested the ruling is notified. Very fre- 
quently the ruling that emerges out of the Chief Counsel’s Office is 
somewhat different from the impression given below, and the very 
taxpayer who made the request for the ruling has to keep abreast of 
the publication of those rulings in the Counsel’s Office. 

It seems to me if a taxpayer makes a request for a ruling he should 
be kept informed wherever that request goes up the chain and out, 
whenever it comes out, and in what form it comes out. 

Mr. Winxtz. May I comment on that, sir? 

Mr. Kroen. I don’t know whether that calls for an answer, but if 
you think so you may give it. 

Mr. Wrnxtz. It is not true, as a matter of fact, that all rulings that 
are issued to taxpayers and which are eventually published in the 
Internal Revenue Bulletin are held up until publication of the ruling. 
We have, however, attempted to do that in situations where we feel 
that the ruling has very broad application and where, as a matter of 
fairness, we ought to tell all taxpayers about it at the same time. 
That, of course, gets you into a matter of judgment. In those cases, 
admittedly, we do attempt to hold up the issuance of the ruling to 
the particular taxpayer who requested it until it has been published in 
the Bulletin. We attempt to release the published ruling and the 
individual ruling at the same time. 

_ In view of the fact that, under our policy, all rulings that are pub- 
lished do require the concurrence of the Chief Counsel, there can be a 
delay in that type of situation. 

The point I would like to make, however, is that it is not the univer- 
sal rule. Moreover, even where we do issue a ruling to a taxpayer 
and then later send the ruling up to the Chief Counsel with a recom- 
mendation for publication, as we do very frequently, if the Chief 
Counsel disagrees with the ruling and we finally concur in the Chief 
Counsel’s view, then, when we reverse the ruling that we have made 
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to the taxpayer who has already received it, we reverse it nonretro- 
actively. So, for all practical purposes in those situations, the tax- 
payer does have an interim ruling which protects him. 

Mr. Kroeu. When he gets the ruling. But when he does get the 
ruling he is operating somewhat in the dark. 

Mr. Winx te. To the extent that there is a delay occasioned by our 
wanting to publish a ruling before it is released to the requesting 
taxpayer, that is true, sir. 

Mr. Kroon. I have been interested, as you may recall, in the situa- 
tion with respect to the re-creation of these squads of excise-tax agents, 
that will be actually created in the offices in the larger cities. 

Mr. Harrineton. Mr. Stowe is qualified to answer that question on 
operations, sir. 

Mr. Stowe. In those districts where there is a sufficient volume of 
excise-tax work to justify it, there have been squads of excise-tax 
agents established. 

Mr. Keroeu. In other words, that is a return to the old system of 
having what I think then was called miscellaneous tax-excise units 
in the Director’s offices; is that true? 

Mr. Stowe. Under the old system, of course, those miscellaneous 
tax squads to which you refer were located only in New York, Chicago, 
and Los Angeles. 

Mr. Kroeu. Have you created any excise-tax units in other cities 
now ? 

Mr. Srowe. Yes, sir; in every district where there is a sufficient 
volume of work to justify it, we have a squad established. In those 
districts which do not have a sufficient volume of work to justify the 
establishment of a squad, we have what is known as a roving group 
supervisor who does move into those areas, provide supervision, and 
also provide the informal conference procedure for those taxpayers 
who desire it. 

Mr. Keroeu. In those cities where you now have such squads you 
have gotten away from that package audit and you have now a sep- 
arate unit for the excise-tax return ? 

Mr. Srowe. That is the general rule; yes, sir. 

Mr. Keroeu. Can you tell me whether in the reestablishment of 
those squads full and complete and equitable consideration has been 
given to the civil-service rights and status of those present employees 
of your Service who previously to the organization were assigned as 
excise-tax agents in the miscellaneous unit? 

Mr. Stowe. Insofar as I know, sir, the answer is “Yes.” 

Mr. Keoeu. In other words, in the re-creating of these special squads 
of excise-tax agents we have given consideration to the experience of 
those men who previously had been miscellaneous-tax agents—excise. 

Mr. Stowe. That is right. Of course they provide the hard core of 
experienced men around whom we are building this larger organiza- 
tion. 

Mr. Keocu. I am delighted that you agree with me. 

Mr. Stowe. Insofar as we still have their services available to us. 

Mr. Kroeu. I simply call your attention to this fact, which you may 
have considered: Under the reorganization, as I am told, those men 
are faced with the necessity of taking qualifying examinations and by 
reason of their specialty in excise taxes and the audits thereof they 
perhaps might not have shown up as capably in auditing an income-tax 
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return. My understanding is that in that readjustment some of them 
suffered by reason of the lowering of their civil-service grades. It 
would certainly seem to me that 1f you have come to the point of 
recreating groups of specialists in excise taxes those who previously 
creditably performed in that area should certainly provide the hard 
core. I certainly hope that that is the fact. 

Mr. Srowe. That is true, sir. However, I would like to qualify 
it in view of a question w hich was asked of the Commissioner a little 
earlier. That had to do with the grades which are given to the excise- 
tax agents. That problem has been a long-time and a difficult one. 
Until 1954 excise-tax agents generally were classified under civil service 
classifications as investigators. An investigator, under civil-service 
qualifications standards, normally does not rate as high gradewise 
and paywise as does a revenue agent who has accounting experience or 
qualifications. In 1954, the Civil Service Commission agreed that the 
excise-tax examiners should be put in the accounting series. That has 
opened up the possibility for advancement in grade and pay for those 
men who qualified. Obviously there may have been some men, such 
as those you described, who might not have possessed the necessary 
qualifications. 

Mr. Kerocu. Obviously, I am not intending to or attempting to in- 
trude into the internal operations of the Service. I am simply making 
a very flat and bald statement that if the Service recreates today groups 

of specialists i in excise-tax auditing, those men who previously have 
done it should be given consideration and should not now find them- 
selves in a lower grade than they would normally have been in if they 
had remained on the assignment they previously had and from which 
they were temporarily taken because of the abolition of that miscellane- 
ous type of audit and the creation for a while of the comprehensive or 
what they called the “package audit.” 

I would like, Mr. C hairman, to get off that subject and recall to 
the men who are appearing before us this morning that on the occasion 
of our last hearings one of the important problems that was raised, 
I thought, was the question of validating these cooperative adv ertising 
programs that are becoming increasingly utilized and for a purpose 
that I am sure can be seen by almost everybody. At that time we were 
given to understand that the Service would undertake to issue a ruling 
clarifying the problems that we discussed then. My question this 
morning is, does that ruling fall within the class about which Mr. 
Winkle expressed his disappointment ¢ ? 

Mr. Winkie. Mr. Keogh, as you say, during the last hearings we 
did commit ourselves to the publication of a ruling which we were 
very hopeful would clarify the status of expenses incurred in so-called 
cooperative advertising. We proceeded to prepare such a ruling. 
During the course of the discussions that we had while that ruling was 
in the course of preparation, it became pretty apparent to the Service 
that perhaps the situation was not quite as simple as we had first 
thought it was. The result was that it was decided to appoint a 
committee to explore all facets of the problem. I might also say that 
between the dates of the last hearings and today, we have found our- 
selves in litigation on that question in the Court of Claims. So we 
have a committee that is quite actively exploring all facets of the 
cooperative advertising situation at the present time. I would be 
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hopeful that before this committee has concluded its deliberations we 
will have something in the way of a definite recommendation to make 
on it. 

Mr. Kroer. Thank you, gentlemen. 

Thank you very much, Mr. Chairman. 

Mr. Foranp. Have you any questions, Mr. Jenkins? 

Mr. Jenxtns. No questions. 

Mr. Karsten. I have a few that I would like to follow up along the 
line of Mr. Keogh’s questions. 

When a ruling is issued for a specific taxpayer and is either 
published or made known to another taxpayer, may a second tax- 
re amy on it to the same extent as the one for whom the ruling was 
issued ¢ 

Mr. Wrnkte. He may if it is published and it applies to his factual 
situation. But he may not rely on a private ruling to another tax- 
payer. A very substantial number of the rulings that we issue direct to 
taxpayers are not published either because, in the Service’s judg- 
ment at least, they announce no new principle, because they are simply 
declaratory of a position that has been previously published, or for any 
number of other reasons. 

It has been our position that where such a ruling issues and it is 
later revoked, we will apply the revocation of the ruling nonretroac- 
tively insofar as the taxpayer who received it is concerned. To the 
extent that someone else might have seen that ruling and relied on it, 
it is our poistion that it should not be applied nonretroactively. 

I do know there have been discussions from time to time as to 
whether that is a wise policy. On balance it seems to me that it is for 
the reason that, point 1, it could get you into some rather difficult 
factual situations as to the extent to which the ruling was in fact 
relied on by other persons. Secondly, we think the betier and longer 
range, although admittedly perhaps slower, answer to the problem 
is for us to continue the progress we feel we have made in publishing 
more rulings so the world will know about them, so to speak. 

I might say also, however, that situations sometimes arise where 
we do know as a practical proposition that a particular unpublished 
ruling has gained considerable currency in a particular industry. It 
has been picked up in trade journals, in trade magazines, and so forth. 
We know that, in general, it is being followed. In that type of case, 
if we do decide to reverse the ruling, we do give it nonretroactive 
effect on a broad basis. But it is those isolated situations that would 
give us difficulty. 

Mr. Karsten. I have one other question. I have been somewhat 
concerned about the policy of the department in the collection of 
excise taxes of holding to a position that has been overruled by the 
courts. Would you care to comment on that? I have in mind the 
documentary tax situation. I think 5 district courts have held 
against the Government and 2 have been held against the Govern- 
ment on appeals. Yet the Bureau maintains the same position. It 
would seem to me that this would place the taxpayer in the posit'on 
of having to take his case to court in order to secure justice. 

Mr. Harrrneton. Mr. Karsten, you are getting into the legal field 
now. Mr. Barnes, the Chief Counsel of the Revenue Service, is here. 
I would like him to answer that question. 

85776—57——5 
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Mr. Joun Porrs Barnes (Chief Counsel, Internal Revenue Service). 
- name is John Potts Barnes, Chief Counsel, Internal Revenue 

ervice. 

The general policy of the Service is to desist from further litigation 
after losing on a question in two courts of appeals. In the majority 
of cases I believe you will find that this policy is followed in practice. 
It is not followed in every situation because—and I hope you will 
believe me on this—this is not a simple situation. I don’t know of 
any question that causes more concern and more discussion and con- 
sideration in the Chief Counsel’s office than the question when to 
give up litigation and when to continue litigation on a particular 
issue, 

There are certain factors that make for this complexity. 

The first of these is the fact that because these cases in the excise-tax 
field originate in and are tried in the district courts and the court of 
claims, the Service’s attorneys do not have control over the litigation 
at any pent, The cases are tried in the district court by attorneys 
in the Department of Justice or in the offices of the United States 
attorneys. The question of whether to appeal from the decision of 
one of these courts to the court of appeals is determined in the 
Department of Justice. The question ar whether to seek review in 
the Supreme Court by way of certiorari is also determined in the 
Department of Justice by the Solicitor General. 

I am not suggesting for a moment that there is any lack of coop- 
eration between the Department of Justice and the Service and its 
attorneys. On the contrary, gentlemen, there is a very. harmonious, 
cordial, and close relationship. 

I might state for the benefit of the committee a fact which you 
probably don’t know, that within the last year there has been created 
between the Department of Justice, the Assistant Attorney General 
in charge of the Tax Division, and the Chief Counsel, a liaison com- 
mittee that meets once a month to discuss and resolve questions which 
arise between the two departments. It has worked very well, and I 
think it has contributed much to the expeditious and satisfactory 
handling of our cases. 

You must realize that we don’t agree in all situations. Naturally 
there come times when we disagree. In general I think perhaps 
there may be a different approach in that I believe the Service and 
its attorneys approach these questions from the standpoint of having 
the question resolved in order that the Service may know how prop- 
erly to administer and enforce the tax laws in the future. 

On the other hand, I do believe that the attorneys of the Depart- 
ment of Justice quite naturally are more inclined to look at a case 
from the standpoint of a lawyer handling a particular case and judge 
it from the standpoint of whether he can win or not. 

I am not suggesting any change in the arrangement. I am merely 
bringing to your attention the situation as I see it. 

Mr. Karsten. You do not think that any changes should be made 
where the taxpayer would be in an intolerable position with perhaps 
two courts of appeals holding in favor and the Bureau of Internal 
Revenue insisting in the opposite direction? The taxpayer would 
certainly be in a quandary, I think. 

Mr. Barnes. Would you mind if I finish my statement, Mr. Karsten. 
This is only one factor I would like to bring to the attention of the 
committee. 
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The second factor is this: There are many considerations that 
overn the decision whether or not to appeal a case. The facts may 
be inadequately developed. There may be some fact which is peculiar 
to one case which probably would not be common to other cases, which 
makes it inadvisable to appeal the particular case. The particular 
case may have in it a procedural point. There are numerous ques- 
tions like that which do arise in these cases. That would apply in 
the case of the appeal from the trial court to the court of appeals. 
Then when you get beyond the court of appeals, as you know, review 
is in the Supreme Court by way of petition for certiorari. Certiorari 
will be granted where there is a conflict or where the question involved 
is one of very great importance to the administration of the Internal 
Revenue. 


It is not easy, as you know, to get in the Supreme Court with a lot 
of these cases. 

Mr. Karsten. On that point, has any application for a writ of 
certiorari been applied for in documentary stamp appeals? 

Mr. Barnes. May I tell you about those cases. I think the cases 
you have reference to involve the question of whether, when there is 
a dedication of earned surplus to capital by a corporation, there is 
an issuance of shares there subject to the documentary stamp tax. 
My question states that there has been a decision on that in two courts 
of appeals. My information is that there has been a decision at least 
recently in only one court of appeals, the second circuit. 

I might point out that in that case the decision did not go off on 
the merits of the question. It went off on a procedural question, the 
court holding that the appeal was too late. § there was no decision 
on the basic question. 

One of these cases illustrates the problem, so I would like to call it 
to your attention. In one of the cases in the district court the Gov- 
ernment brought suit for collection of an assessment, as it may do, 
and it lost. The decision there was not to appeal because the attorneys 
handling it thought that it was not a good vehicle, particularly since 
the Government had the burden of proof. So that case was not 
appealed. 

There was another one in the district court where the Government 
gave up this issue in return for the concession by the taxpayer of 
another issue which was finally decided against the Government. 

Mr. Karsten. In the Leslie Salt case, how many decisions did you 
have in that ¢ 

Mr. Barnes. We had quitea few. There was a conflict, Mr. Karsten. 
I don’t know the exact number . I know we had a favorable decision 
in two circuits. 

Mr. Karsten. Were there as many as 20 decisions on that before it 
reached the Supreme Court ? 

Mr. Barnes. I wouldn’t know. 

Mr. Karsten. Were there as many as 15? 

Mr. Barnes. I wouldn’t know. I know there were a lot of decisions. 
It was litigated over a number of years, but we did have a favorable 
decision in at least two circuits. 

This situation, I hope, illustrates to some degree the problems that 
we face. The court of appeals decision was of no importance as a 
precedent because it went off on a procedural point. 
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The district court case, the one I first referred to, was not appealed 
because of the peculiar situation and the burden of proof on the Gov- 
ernment which caused the attorney, particularly the attorney in the 
Department of Justice, to think it was not a good vehicle. 

t the present. time one appeal is pending in the eighth circuit and 
I believe two either pending or on their way in the seventh circuit. 

Mr. Karsten. As you can see, it places the taxpayer in the position 
of being required to go to the district court or the court of appeals in 
order to get a ruling in his favor. 

Mr. Barnes. Yes, sir; I certainly see that. That brings me to the 
final consideration. Here again I am not suggesting any change, but 
I think everybody should face up to the situation that the great diffi- 
culty is in the very system of adjudication of tax cases. With X 
number of district courts and the Court of Claims trying and deciding 
these cases, with 11 courts of He tees reviewing them, there is com- 
plexity and there is delay in a definitive decision by virtue of the very 
system. Again, asI say, I am not suggesting a change. I am pointing 
to a situation that does confront us. It is a situation that we fight 
and wrestle with in the Chief Counsel’s Office from week to week, 
from month to month, constantly. I assure you that we have no dis- 
position to harass the taxpayers. 

Mr. Karsten. I don’t think there is any disposition on your part. 
It is just a group of factors that the taxpayer is confronted with. 

Mr. Barnes. I agree with you. I know there is hardship which 
inheres in this situation, but on the other hand we on the Government 
side are hard put to know what do to. We have had no definitive 
decision by a court of appeals in this situation so far as I know. 

Mr. Krocu. Mr. Chairman. 

(Off the record.) 

Mr. Foranp. Mr. Eberharter. 

Mr. Eseruarter. Mr. Barnes, is it not the policy of the Internal 
Revenue Service or the Chief Counsel to make a decision as to whether 
or not he will follow a principle as enunciated or decided by the 
appellate courts? 

r. Barnes. I am sorry, sir, I don’t understand your question. 

Mr. Esernarter. If the appellate courts lay down a decision 
enunciating a principle, then it is up to you as Chief Counsel to decide 
whether or not the Service will follow that principle? 

Mr. Barnes. Yes, sir; after conferring with the Commissioner. 

Mr. EperHarrer. So in many cases, not only in reference to excise 
taxes but in reference to income taxes, if the court decides a principle 
you can overrule the court ? 

Mr. Barnes. No, sir. 

Mr. Eseruarter. By instructing the Service not to follow that 
decision. 

Mr. Barnes. No, sir. I don’t agree with you at all. 

Mr. Enernarter. You just said that they did and it was up to you to 
decide whether the Service would follow the principle. 

Mr. Barnes. The court of appeals decision is binding in its circuit. 

Mr. Esernarter. In that individual case, but whether it is to follow 
that principle as enunciated by the court or decided by the court. 

Mr. Barnes. The courts in another circuit may not follow that 
decision, sir. 

Mr. Exeruarter. Suppose there is only one circuit court decision ? 
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Mr. Barnes. I come back to the same answer. ‘The courts in an- 
other circuit are not bound to follow the decision, not even the district 
courts. 

Mr. Exseruartrer. That comes down to the meat of my question. 
You still decide whether to follow the decision of the circuit court if 
they lay down the principle, you in your capacity as Chief Counsel. 

Mr. Barnes. Yes. 

Mr. Eseruarter. By that decision you can in effect overrule the 
courts. 

Mr. Barnes. No, sir. 

Mr. Exsernarrer. Not in that particular case, but insofar as the 
enunciation of the principle is concerned, you overrule the court. 

Mr. Barnes. We don’t overrule the courts, sir. 

Mr. Epsernarter. Certainly you do. I don’t want to get into an 
argument, but you say you decide whether or not that principle should 
be followed in the Internal Revenue Service, don’t you? 

Mr. Barnes. Yes, sir. I might point out, though, sir, that even the 
decision of that court of appeals isn’t final until the Supreme Court 
has spoken, and the Supreme Court speaks only through a writ of 
certiorarl. 

Mr. Exernarrer. Did you ever give consideration as to whether or 
not it might be better administratively for the Revenue Service to 
have its own corps of tax attorneys ? 

Mr. Barnes. I think that question is discussed informally from time 
to time, sir. I think it has been considered by the Ways and Means 
Committee previously. 

Mr. Esernarter. Have you any opinion on it? 

Mr. Barnes. No, sir; not at this time. 

Mr. Foranp. Mr. Jenkins has a question. 

Mr. Jenxtns. I used to be a lawyer, but I have not been for a long 
time. It would seem to me that the committee has a proposition to 
consider like this: The levying of taxes is a great business. It is more 
or less modern. A lot of it has come up in the last 25 years. It is only 
natural that there would be a lot of confusion. It would seem to me 
that the people to clear that confusion would be the legal departments 
represented by you gentlemen around the table. If that is the case, I 
would just like to know, Are you having any trouble and are you doing 
the best you can? In other words, are you making the progress that 
you think this great question is entitled to or is there discord among 
the lawyers and the courts, and so on, to which we need to pay atten- 
tion? I should think that you smart fellows have that responsibility 
and I would like you to get together and have a uniform policy so all 
of us could support it and know what your program is. Is there any 
danger that you cannot come to that conclusion ? 

Mr. Barnes. To answer your question, sir, as I pointed out, we give 
continuous attention to this problem. Of course it is on a case-by- 
case basis because that is the way the questions come up. As I stated 
at the outset, it is the general policy of the Service to quit litigating an 
issue a there has been an unfavorable decision by two courts of 
appeals. 

I don’t know how you can have an overall solution to this. If there 
was a law passed that we should give up when there was only one un- 
favorable decision, I am sure there would have to be some exceptions. 
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In other words, Mr. Jenkins, I don’t see how we can deal with it in 
view of the system in which we work without a case-by-case approach 
to it. 

I am willing to say that perhaps the Service holds on too long. If 
there is a lot of revenue involved and if there is a strong feeling among 
the members of the Service that its position is right, maybe there is a 
disposition sometimes to hold on too long. I would not deny that. I 
think to the extent that that exists it should be remedied. I know 
here recently the question came up whether we should give up a very 
important question involving a lot of money. We lost in one court of 
appeals case. I took the firm position that we should give up. I 
think it has to be on that sort of basis, a case-by-case approach, but 
with a disposition not to continue with litigation uselessly, where it 
tends to be harassment of the taxpayer. 

Mr. Jenxtns. As I said before, this is a great business. The 
Government collects the money. It involves the use of the courts. 
It involves the use of smart lawyers and men who are selected for 
that purpose. If you are doing that, if that is being done properly 
and satisfactorily, then I am through. But if it isn’t, you fellows 
ought to show us what is wrong and then we will try to remedy it. 

Mr. Harrreron. Mr. Chairman, may I speak for a moment. 

As to the point that Mr. Karsten has raised on that one issue, I 
am not familiar with it in detail, Mr. Karsten, but I would like to talk 
it over with the Chief Counsel and go into it and find out more about 
it myself. 

Also, Mr. Chairman, I would like to clarify a statement I made a 
few minutes ago. I now find from talking to Mr. Winkle that in our 
budget for 1958 there is a small increase provided for technical per- 
sonnel. I would like to correct the record on that. 

Mr. Foranp. Will you show that in the record so we may have it 
at this point? 

Mr. Barnes. Yes, sir. 

(Off the record. ) 

Mr. Koen. Mr. Barnes, I would like to ask you if you know of the 
Kintner case out in the West. 

Mr. Barnes. Offhand I do not. 

Mr. Keroeu. A group of doctors formed a sort of group-practice 
and set up for themselves a retirement plan similar to the corporate 
plans permitted under 401. The Government, I think, took the position 
that they were not entitled to do that. Litigation ensued. I think 
the decision in the court, which I believe was the district court, was 
against the Government. I don’t know whether any appeals have 
been taken but I do know that the Service issued a nonacquiescence 
in that decision. Would you tell me, please, whose responsibility it 
was to issue that nonacquiescence ? 

Mr. Barnes. It is the responsibility of the Chief Counsel’s Office, 
after consultation with the technical people in the Commissioner’s 
Office. 

Mr. Krocn. Nonacquiescence as I understand it is a determination 
by the Service that it will not abide by a particular decision; is that 
correct ? 

Mr. Barnes. Of the Tax Court; yes, sir. It is confined to Tax 
Court decisions. 
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Mr. Keon. It is confined only to the Tax Court. In your explana- 
tion of how you attempt to resolve conflicts among the various district 
courts and the various courts of appeals of the circuits, you have not 
given the subcommittee any explanation of how you attempt to over- 
come conflicts between the decisions of the Tax Court on the one hand, 
and district courts and the other appellate courts on the other. 

Would you be good enough to tell us that? 

Mr. Barnes. Mr. Keogh, I had not referred to the Tax Court 
because that court has no jurisdiction over excise taxes. 

Mr. Keoen. But would it not be helpful for us to know how you 
determine the course you will take where there is conflict in the 
jurisdiction of that court and decisions of the other courts of the 
country ¢ 

Mr. Barnes. There again in the first place, I would like to point 
out again that the decision whether to appeal from the decision of the 
Tax Court, like an appeal from the district court, is made ultimately 
and finally by the Department of Justice. Our office, after con- 
sulting with the Commissioner’s people, will make a recommendation 
but the decision is made by the Department of Justice, and it is made, 
Mr. Keogh, again, on a case-by-case basis. 

Mr. Kroeu. In other words, you have at most an advisory role in 
determining what course will be taken by your lawyer, the Department 
of Justice, in resolving these conflicts. 

Mr. Barnes. That is right. 

Mr. Karsten. I have one more question: At the outset the chair- 
man propounded a question to Dr. Smith as to what he would favor 
from the standpoint of levying excise taxes, whether they should apply 
at the manufacturer’s level or at the retail level. You made a very 
fine statement on that, Dr. Smith, but you did not indicate what 
position you would support. 

Mr. Smrrn. I have no recommendation for a universal and across- 
the-board manner of dealing with that problem. As I tried to indicate, 
the experience in the past has brought about the conclusion, I think 
correctly, that in certain instances the retail tax was the only effective 
way to assure full collection and enforcement. Therefore, the present 
combination of manufacturers and retailers has a historical back- 
ground coming out of experience which, at least as we look it it now, 
appears to be pretty well justified in spite of the fact that it needs to be 
diversified. 

Mr. Karsten. So it would be important in certain industries. Of 
course if the tax on cosmetics is applied at the manufacturer’s level, 
it would be passed on to ultimate consumers, the beauty parlors, 
whereas they might be able to secure an exemption under the present 
arrangement. You have no overall arrangement for that? 

Mr. Smiru. No; Ido not, Mr. Karsten. 

Mr. Foranp. I believe that is all that we will require the presence 
of all you gentlemen here for, but with the understanding that, as 
we did last year, the committee will expect you to keep your eyes and 
ears open to the testimony we receive from other witnesses and be 
prepared to appear again at the close of our hearings. 

Mr. Keoeu. Mr. Chairman, may I make just one note. 

I am sorry, Dr. Smith, that my plane arrived too late for me to hear 
the statement you presented. In attempting to look at it quickly while 
here I notice that you raise the question of whether we should give 
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some consideration to a modification of the subcommittee’s proposals 
with respect to the documentary stamp transfer tax. I hope that peer 
department will recall the interest that I have displayed in that subject 
generally and before any specific proposal is made, it be called to our 
attention. 

In other words, I don’t want any changes in those recommendations 
of the subcommittee that are not highlighted. 

Mr. Smirn. Certainly, Mr. Keogh. May I also call your attention 
to the fact that with the permission of the SEC I submitted for the 
record a memorandum from the SEC on this very subject which came 
to us in the Treasury. I thought it was of such importance that 
every one should have it. 

Mr. Keoan. I have looked at that rather quickly, too, and I may say 
I am inclined to take some heart from the recommendation of the 
Securities and Exchange Commission that consideration be given to 
not adding to the burden of those who are faced with such actions as 
are proposed. 

Mr. Smiru. There still, of course is very much of a range of opinion 
as to whether or not there is a net addition to burden. You will recall 
our earlier discussions on that. 

Mr. Foranp. We thank you for your contribution and we look 
forward to having you before us again. 

Thank you very much. 

The committee stands adjourned until 2 o’clock. 

(Whereupon, at 12:20-p. m. the committee was recessed, to recon- 
vene at 2 p.m. the same day.) 


AETERNOON SESSION 


Mr. Foranv. The committee will be in order. 

The first witness this afternoon is Mr. Maurice G. Paul, Jr. 

Mr. Paul, do you have a prepared statement ? 

Mr. Pau. Yes; I do, Mr. Chairman. 

Mr. Foranp. Will you give your full name and the capacity in which 
you appear for the purpose of the record, please. 


STATEMENT OF MAURICE G. PAUL, JR., PRESIDENT, FEDERAL 
EXCISE TAX COUNCIL; ACCOMPANIED BY BYRNE LITSCHGI, 
HEDRICK & LANE 


Mr. Pavut. My name is Maurice G. Paul, Jr., Philadelphia, Pa. I 
am appearing in the capacity of president of the Federal Excise Tax 
Council, which is a national organization of manufacturers and retail- 
ers, and whose principal purpose is to seek the improved administra- 
tion of the Federal excise taxes. 

The council is not concerned with substantive matters of excise-tax 
policy involving rates and coverage. My statement should not be 
construed to comment upon these matters. 

I have with me Mr. Byrne Litschgi, of the Washington firm of 
Hedrick & Lane, who has served as special counsel to the Excise Tax 
Council in drafting some of the recommendations that we are pre- 
senting to the committee. 

With your leave, Mr. Chairman, I should like to enter for the record 
a copy of our statement and the supporting appendix which provides 





EXCISE TAXES 57 


in detail our recommendations for changes in the manufacturers’ 
excise taxes. 

Mr. Foranp. You mean these two documents? 

Mr. Pau. Yes, sir. I have no intention of reading them here this 
afternoon. We shall attempt to condense them very briefly. 

Mr. Foranp. Without objection, that will be done. 

(Mr. Paul’s prepared statement follows :) 


SraTEMENT oF Maurice G. Paut, Jr., on Benarr or Freperat Excise 
Tax Counc, Ine. 


My name is Maurice G. Paul, Jr., of Philadelphia, Pa. I appear 
as president of the Federal Excise Tax Council, Inc., a national 
organization of manufacturers and retailers which is interested solely 
in the improved administration of the Federal excise tax laws. The 
council is not concerned with, and expresses no opinion upon, sub- 
stantive excise tax issues involving rates, coverage, or the level at 
which such taxes should be imposed. 

We are grateful for this opportunity to present a summary of our 
recommendations for legislative and administrative changes to im- 
prove the operation of the Federal manufacturers’ and retailers’ ex- 
cise taxes. Our testimony will cover these main points: 

1. Recommended changes in retailers’ excise tax laws. 

2. Recommended changes in manufacturers’ excise tax laws. 

3. Recommended improvements in administrative procedures of the 
Internal Revenue Service. 


RECOMMENDED CHANGES IN RETAILERS’ EXCISE TAX LAWS 


The council has reviewed and, in general, endorses those provisions 
of H. R. 12421, introduced on July 26, 1956, by Hon. Richard M. 
Syne (Republican of Pensylvania), insofar as they relate to tech- 


nical amendments intended to clarify the application of the retailers’ 
exise tax laws without a significant loss of revenue. Specifically, the 
council urges that your committee give favorable consideration to 
these major features of the Simpson bill: 

1. Partial exemption for nonjewelry articles —Otherwise nontax- 
able articles are now fully taxed as jewelry if ornamented with pre- 
cious metals. The Simpson bill would exempt such articles as glass- 
ware and umbrellas except where precious metal is the component 
material of chief value. 

2. Exemption for clocks used to manufacture certain articles —A 
new exemption should be provided for clocks and clock movements 
used in the further manufacture of advertising signs, master and 
secondary clock systems, industrial and thermostatic control devices, 
or of any article subject to manufacturers’ excise taxes. 

3. Limitation of fur tax to fur garments.—Under present law, tax is 
imposed upon any article (1) made of fur, or (2) of which fur is 
more than three times the value of the next most valuable component 
material. The Simpson bill would limit the tax to “fur garments” 
which are defined as “capes, coats, jackets, scarfs, stoles, wraps, and 
similar articles.” The council endorses this proposal which is in- 
tended to exempt all nongarment type articles made of fur in whole 
or in part such as: Belts, children’s play suits, ear muffs, footwear, 
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— handmuffs, hats, lingerie, robes and rugs, slippers, sweaters, 
and toys. 

The exemption of these articles from tax will greatly simplify the 
administration of the tax with a negligible loss of revenue to the 
Government. 

4. Specific enumeration of taxable cosmetics.—-Under existing law, 
tax is imposed upon these articles: Aromatic cachous, cosmetics, hair 
preparations, petroleum jellies, perfumes and toilet waters, toilet 
powders, and any other similar substance, article, or preparation by 
whatever name known or distinguished, which is ood or applied or 
intended to be used or applied for toilet purposes. 

The principal administrative problems encountered by the Service 
and by taxpayers involve questions of definition. Particular diffi- 
culty is met in the enforcement of the so-called basket clause. The 
council endorses in principle the provisions of the Simpson bill which 
will minimize these difficulties by repealing the vague, general lan- 
guage of the present law, including the basket clause and by substi- 
tuting a specific enumeration of the articles intended to be taxed. 

5. Specific enumeration of taxable luggage.—As in the case of toilet 
preparations, serious administrative problems are caused by the failure 
of the law to clearly define the articles intended to be taxed. This 
problem is recognized both in the Forand bill, H. R. 12298, and in 
the Simpson bill, H. R. 12421, each of which proposes to repeal exist- 
ing law and to substitute a complete and specific listing of the articles 
intended to be taxed. The council favors clarifying legislation along 
these lines. 

6. Recodification of general administrative provisions. The Simp- 
son bill provides for a complete recodification of the general adminis- 
trative provisions relating to retailers’ excise taxes in the interest of 
clarity, simplicity, and uniform application. Among the important 
new provisions which are endo ry the council are these: 

(a) Exclusion of bona fide carrying, interest, and similar 
finance charges from taxable sale price. | 

(6) Definition of “retail sale” to mean all sales, whether made 
at wholesale or retail, for any purpose other than resale. 

(c) Imposition of tax liability upon manufacturer where re- 
tailer, acting in good faith and in reliance upon written statement 
of manufacturer that no tax is due, fails to collect tax at time of 
retail sale. 

(7) Excise tax credits or refunds to be allowed on charge-offs 
of uncollectible accounts recognized for income tax purposes. 


RECOMMENDED CHANGES IN MANUFACTURERS’ EXCISE TAX LAWS 


The council’s program for technical changes relating to the manu- 
facturers’ excise taxes has these basic objectives : 

1. Elimination of competitive inequities. 

2. Greater certainty as to liability at time of sale. 

3. Simplification of compliance and enforcement procedures. 

The council’s detailed proposals are set forth in “Program for re- 
todification of manufacturers’ excise taxes” which we respectfully ask 
leave to have filed as part of this record. The more important of these 
proposals will be summarized briefly, 
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1. Definition of motor vehicles.—It appears to be the administrative 
policy of the Service to limit the tax on motor vehicles to those of the 
“highway type.” This administrative policy should be affirmed by 
defining “nighway-type” vehicles by law. 

2. Definition of auto parts and accessories—Most auto parts and 
accessories are taxed only if “primarily designed” for use with taxable 
motor vehicles. A few, principally spark plugs and storage batteries, 
are taxed if “suitable” for such use, even though primarily designed 
and sold for use with nontaxable articles. The council finds no reason 
for such a distinction and suggests that the “primarily designed” test 
be given uniform usage. 

3. Retail taw on refrigeration components.—The council endorses 
this provision of H. R. 12298. 

4. Clarification of tawable status of radio components.—W ith minor 
changes, the council favors the changes pro in H. R. 12298 which 
would efirm the intent of Congress that the tax apply only to such 
components for use in entertainment-type equipment. As in the case 
of auto parts, the council urges repeal of the present “suitable for use” 
test and the substitution of a “primarily designed” test in determining 
the taxability of such components. 

5. Definition of sale price——Under present law, the taxable sale 
price is defined to include all charges incident to placing the article 
in condition packed ready for shipment, and to exclude “transporta- 
tion, delivery, insurance, installation, or other charges.” To remove 
much of the uncertainty attendant upon the term “other charges,” the 
council recommends that the law specifically exclude from taxable 
sale price: 


6) Maintenance, repair, and service charges. 
te Charges for special packing upon order of vendee. 

These charges, in common with those already excludable under 
resent law, represent charges for services or facilities to be furnished 
y the manufacturer after the time of the sale of the taxable article, 

the meaning ordinarily assigned to the term “other charges” by the 
courts. 

6. Equalization of tax burden among manufacturers employing dif- 
ferent sales methods—The council’s position is best expressed by the 
following statement appearing in the Ways and Means Committee 
report on the Revenue Act of 1932: 

‘It is of the utmost importance that the tax be imposed and admin- 
istered uniformly and without discrimination. Each member of a 
competitive group must pay upon substantially the same basis as all 
his competitors, even though his sales methods may differ.” 

Existing law gives partial reflection to this problem in authorizing 
the payment of tax on the fair manufacturer’s price when taxable 
articles are sold at retail. 

H. R. 12298 would extend the relief one further step to manufac- 
turer’s selling direct to retailers if two conditions are met: (1) this is 
not the normal method of distribution in the industry, and (2) the 
manufacturer seeking relief also sells to wholesale distributors. 

While the council is not opposed to this provision of H. R. 12298, it 
does not accept the view that sales to wholesale distributors are either 
(1) necessary to an orderly administration of the tax, or (2) a proper 
condition precedent to the allowance of relief from an admitted com- 


) Carrying, finance, and interest charges. ; 
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etitive inequity. H. R. 12298 also fails to provide relief for manu- 
Sdgtewers who distribute their products nationally under their own 
brand name in competition with other manufacturers selling goods 
to independent national distributors for resale under their own brand 
names. Fundamentally, the solution to all of these problems of com- 
titive inequities caused by different sales methods is to provide by 
aw for sufficient administrative discretion to be vested in the Secretar 
or his delegate to permit the determination of a fair manufacturer’s 
price whenever a manufacturer sells at other than the first level of 
distribution regularly employed within such manufacturer’s industry. 
This was recognized and so stated in the Ways and Means Committee 
report accompanying the Revenue Act of 1932. 

The council believes that practical means of eliminating the 
“built-in” competitive inequities which characterize the present system 
of ad valorem manufacturers’ excise taxes must and can be found. We 
ask most earnestly that your committee give careful consideration to 
the council’s specific proposals on this issue. 

7. Statutory definition of arms’ length sales.—The council is not 
opposed to the provisions of section 116 of H. R. 12298 which define 
the degree of relationship which must exist between a buyer and a seller 
to cause the sale of a taxable article to be determined to be a sale at 
arm’s length, provided the committee report accompanying the bill 
confirms that the proposed new language is intended only: 

(1) To codify without change existing administrative policies 
of the Service, and 

(2) Authorize the Service to fix a fair manufacturer’s price 
and not to wholly disregard the sale so as to determine the 
related purchaser to be the statutory manufacturer. 

8. Uniform application of administrative provisions whether tax 
imposed upon sale, lease, or use of article—The council recommends 
that any recodification of the manufacturers’ excise taxes make clear 
that all exemption, credit and refund and other administrative provi- 
sions of general application be made equally and uniformly applicable 
meee incidence of tax may fall upon the sale, lease, or use of an 
article. 

9. Registration system for tax-free sales——The council endorses in 
principle those provisions of H. R. 12298 calling for establishment of 
registration system in lieu of the present cumbersome monthly exemp- 
tion certificate procedure for validating tax-free sales to tax-exempt 
users or vendees. Two recommendations are offered : 

(1) The privilege of registration and tax-free purchase should 
not be extended to dealers (i. e., middlemen purchasing for resale 
to tax-free users or vendees), and 

(2) In the case of sales to registered exporters, as provided in 
the bill with respect to manufacturers, the liability for accounting 
either for proof of exempt use or the tax should fall upon the 
registered exporter and not upon the original manufacturer. 

10. Definition of manufacturer.—Although the tax is imposed upon 
manufacturers, the term “manufacturer” is nowhere defined by the 
Jaw, and only imperfectly in regulations unchanged in 25 years. Sec- 
ond in importance only to the question of eliminating inequities caused 
by differences in sales methods is the need for a statutory definition 
of the manufacturer of an article who is liable for tax. Specifically, 
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the council proposes that the manufacturer liable for payment and 
return of the tax be defined as: [ 

“The person who physically produces a taxable article from his own 
wsdtected and labor without regard to the ownership of the brand or 
trade name under which the article is sold, or the ownership of, or 
license to use patents, formulae, or processes under which the article 
is manufactured, used, or sold.” 

If such a definition is adopted, the council recognizes the need for 
granting the Secretary or his delegate authority to fix a fair manufac- 
turer’s price where prime manufacturing costs are furnished without 
charge or adequate consideration by the purchaser to the manufac- 
turer, an authority not granted under existing law. ; 

11. Recodification of credit and refund provisions—The council 
endorses, with minor exceptions, the provisions of H. R. 12298 recodi- 
fying the credit and refund provisions of the law, and particularly the 
omission of the requirement for prior notification of the manufacturer 
as a condition precedent to the allowance of a credit or refund on an 
export sale. fs 

The council must also reaffirm its opposition to the continuation 
in the law of the so-called proof of burden test as a condition precedent 
to the allowance of a credit or refund to the manufacturer of an excise 
tax overpayment. This provision is unsound in principle, unfair in 
its application, and has operated against the long-term best interests 
of the ultimate consumer, the very person it purports to benefit. This 
provision of the law should be repealed. If it is retained, the council 
offers a number of technical amendments to prevent, in certain cases, 
the unjust enrichment of the Government at the expense of individual 
manufacturers. 

12. Liberalization of credit for tires, tubes, and auto radios mounted 
on new cars.—Under present law auto manufacturers must purchase 
tires, tubes, and auto radios on a tax-paid basis as end articles of 
manufacture. To prevent double taxation, Congress originally pro- 
vided that the auto manufacturer could claim a credit against the tax 
due on the sale of the automobile in an amount equal to the cost of the 
tax-paid parts multiplied by the tax rate applicable to the car. This 
formula effectively solves the problem of double taxation as long as 
the effective rate of tax on tires, tubes, and auto radios is not greater 
than the tax rate applicable to the automobile. As a result of the 
recent tax increases on tires and tubes, the present formula is no 
longer fully effective. If it is the intent of Congress to avoid a special 
form of surtax on these articles when mounted on new cars, the 
council recommends that the car manufacturer be allowed a credit 
equal in amount to the amount of tax paid by the manufacturer of 
the tire, tube, or auto radio. 

13. Uniform floor stock refund procedures—Although recom- 
mended in the report of the Forand subcommittee, H. R. 12298 makes 
no provision for uniform floor stock refund procedures. The council 
endorses the subcommittee’s recommendations in principle and recom- 
mends that they be codified in law. 

14, Simplified return, payment, and assessment procedures.—In 
the council’s opinion, the present monthly depository and quarterly 
return system should be dispensed with in favor of 

(1) Adoption of annual return with continuation of monthly 
depository system, or 
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(2) Return to monthly return system with direct payment to 
the Internal Revenue Service in leu of the monthly depository 
procedure. 

Without regard to the return — selected, whether monthly, 
quarterly, or annually, the law should specifically provide that the tax- 
payer’s excise tax liability for the period shall be based upon total net 
sales of all taxable articles for such period, and is not to be determined 
and assessed on the basis of a series of individual sales transactions. 
This change is required to conform the unrealistic theory of existing 
law with actual compliance and enforcement procedures employed by 
taxpayers and the Service alike. 

15. Period of limitations on refund claims based on price read just- 
ments.—An apparent oversight in the present Internal Revenue Code 
should be corrected by providing a 3-year statute of limitations on 
excise tax credits and refunds arising from price readjustments, tax- 
free sales, etc., such period to run from the date when the right to such 
refund on credit first arose. 


ADMINISTRATIVE IMPROVEMENTS IN INTERNAL REVENUE SERVICE 


It is axiomatic that a tax law can be no better than its administra- 
tion. In public testimony before your committee, officials of the 
Treasury Department and of the Service have acknowledged that 
excise tax administration has occupied the status of a “stepchild” for 
many years both in the planning and execution of Service policies 
and programs. The council shares this opinion. | 

No useful purpose would be served by attempting at this late date 
to assign reasons or responsibility for the present unsatisfactory state 
of affairs. We are certain that the members of your committee, like 
the members of the council, and, no doubt, the officials of the Treasury 
and the Service have but one interest, namely, what can and must be 
done to improve the situation. In the few minutes remaining to us 
we shall present, in barest outline form, the council’s recommendations 
in this area for your consideration. 

1. Reorganization of Internal Revenue Service—Under Reorgani- 
zation Plan No. 1, the responsibilities and functions of the Miscellane- 
ous Excise Tax Unit were fragmentized and distributed among seven 
different operating units integrated within an organization designed 
primarily to administer Federal income taxes. The new arrange- 
ment has not proved satisfactory. The council urges, as a matter of 
basic policy, that all operating units in Washington headquarters 
responsible for formulation and execution of miscellaneous. excise 
policies be transferred to a new miscellaneous excise division under 
the jurisdiction of an Assistant Commissioner—excise taxes directly 
responsible to the Commissioner of Internal Revenue. Many, if not 
most, of the administrative shortcomings of the Service should be 
resolved faster and better by a clean-cut delegation of full responsi- 
bility and authority to a single, autonomous operating division. 

2. Promulgation of regulations—The manufacturers’ excise tax 


regulations have not been comprehensively revised for almost 25 years, 
nor the retailers’ excise tax regulations for 15 years. The present 
regulations, still indexed to the Internal Revenue Code of 1939-are 
obsolete and seriously incomplete. Proposed regulations, reflecting 
all current administrative policies, practices, and procedures of the 
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Service, should be issued promptly. The council earnestly hopes that 
your committee will request the Treasury Department to give this 
subject its highest priority. 

3. Publication of rulings.—The problems caused by the lack of com- 
plete, up-to-date regulations is compounded by the limited number of 
significant rulings published. While some recent improvement has 
been noted, the council is of the opinion that much further progress 
can and should be made. The suggestion is repeated that the Service 
be required to make available for public inspection all unpublished 
rulings after deletion of identifying material. 

4. Appellate procedures.—The council recommends that the United 
States Tax Court be given jurisdiction over miscellaneous excise-tax 
cases. A separate panel of the court should be established, if required. 
Asa less satisfactory alternative, an excise tax council might be created 
within the Service to act as final arbiter of disputes arising from both 
field audits and adverse rulings. 


CONCLUSION 


On behalf of the members of the council we wish to take this oppor- 
tunity to express our sincere appreciation for the fine efforts of your 
committee and its able staff over the past year to find answers to the 
problems caused by years of accumulated neglect. We are confident 
that those efforts will not be in vain. Again, we wish to thank you for 
the rivilege of appearing before you to present our views. 


(The following material was attached to Mr. Paul’s statement :) 


FEDERAL EXCISE TAX COUNCIL, INC., PROGRAM FOR RECODIFICA- 
TION OF MANUFACTURERS’ EXCISE TAXES, CHAPTER 32, INTERNAL 
REVENUE CODE 


SUBCHAPTER A. AUTOMOTIVE AND RELATED ITEMS 
Part I. Moron VEHICLES 
SECTION 4061—IMPOSITION OF TAX 


This section imposes a tax upon automobiles and parts and accessories therefor, 
which tax is measured by the price at which sold by the manufacturer, producer, 
or importer. The articles taxed under section 4061 and the presently applicable 
rates are as follows: 

(1) At10 percent (5 percent after July 1, 1972)— 

Automobile truck chassis. 

Automobile truck bodies. 

Automobile bus chassis. 

Automobile bus bodies. 

Truck and bus trailer and semitrailer chassis. 

Truck and bus trailer and semitrailer bodies. 

Tractors of the kind chiefly used for highway transportation in combina- 
tion with a trailer or semitrailer. 

(2) At10 percent (7 percent after April 1, 1957) — 

Automobile chassis and bodies other than those taxable under (1). 
Chassis and bodies for trailers and semitrailers (other than house trailers) 
suitable for use in connection with passenger automobiles. 

(3) At8 percent (5 percent after April 1, 1957) — 

Parts or accessories (other than tires, tubes, radios, and television sets). 
Problem 

This tax-imposing section does not clearly describe the articles subject to this 
tax. The Service has tended, in private rulings, to limit the tax to those vehicles 
which are designed for highway use. 
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FETC policy 


The tax imposing section should clearly describe and define the article or 
articles subject to the manufacturers’ excise tax. 


Recommended solution 

Forand: None. 

FETC: (1) Section 4061 (a) should be amended to include in the description 
of the articles to be taxed the words “of the highway type” so as to make clear 
the articles upon which the tax should be imposed. 

(2) A new subsection (c) should be added to section 4061 defining vehicles of 
the highway type as those primarily designed for the highway transportation of 
persons and property. Purpose of amendment is to affirm intent of Congress to 
exempt fire engines, snow plows, road building equipment, tractors and similar 
type vehicles of the nontransportation type. 


SECTION 4062—DEFINITION 


Section 4062 (a) defines spark plugs, storage batteries, leaf springs, coils, 
timers and tire chains as “parts or accessories” for a section 4061 (a) article, 
whether or not such part or accessory is primarily adapted for such use. 


Problem 


Parts or accessories other than those enumerated in section 4062 (a) are tax- 
able only if “the primary use” of such a part or accessory is upon an article type 
described in section 4061 (a). There seems to be no valid reason to base the 
tax of the six named articles upon a “suitable for use” test rather than the 
“primary use” test applied to all other “parts or accessories,” 


FETC policy 


A clear definition should be provided of the articles to be taxed as parts or 
accessories. 


Recommended solution 

Forand: None. 

FETC: In order to provide a suitable definition section 4062 (a) should be re- 
written to provide definitions for “parts” and for “accessories” separately. 

“Parts” could be defined as “any article the primary use of which is to im- 
prove, repair, replace or serve as a component part of an article enumerated 
in section 4061 (a),” the definition now provided by the regulations. 

Sinilarly, “accessories” could be defined as “any article designed to be attached 
to or used in connection with an article enumerated in section 4061 (a) so as 
to add to its utility or ornamentation.” As an alternative, the major revenue 
producing accessories could be specifically enumerated. 


SECTION 4062 (B)—SALE PRICE OF REBUILT PARTS 


Special treatment is provided here for the excluding from the taxable sale 
price of a rebuilt automobile part or accessory of the value of a like part or 
accessory given in exchange, 

Problem 


This crediting device for a “traded-in” automobile part is applicable only to 
automobile parts although, if sound, this crediting arrangement should apply 


generally throughout the manufacturer’s excise tax field to the sale of rebuilt 
taxable articles. 


FRTC policy 

The Council believes that credit and exemption procedures, if sound in princi- 
ple, should be of uniform application throughout the manufacturer’s excise-tax 
field. 
Recommended solution 

Forand: None 

FETC: Delete section 4062 (b) and insert a new subsection of general applica- 
tion in section 4216 so as to permit the crediting of the fair market value of the 


traded-in article to be credited against the sales price of the rebuilt article 
purchased. 
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SECTION 4063—-EXEMPTIONS 


This section exempts from the section 4061 automobile tax house trailers, trac- 
tors, and the sales of bodies by a manufacturer, producer, or importer to a 
manufacturer or producer of automobiles or trucks. 


Problem 


The existing law in section 6414 (b) (2) (F) provides for a credit or refund 
for articles taxable under section 4061 (b), other than the parts specifically 
named in section 4062 (a), used as repair or replacement parts or accessories 
for farm equipment. There is no present provision permitting the tax-free sale 
of articles taxable under section 4061 (b) for use as repair or replacement parts 
or accessories for farm equipment. 


FETC policy 
The council is of the view that crediting and exemption and tax-free sale pro- 


cedures should be uniformly applicable throughout the manufacturers’ excise 
tax law. 


Recommended solution 


Forand: Section 111 would add a new subsection (c) to section 4063 which 
would provide for tax-free sales of parts or accessories sold “for ultimate use” 
on farm equipment and in due course so used. 

FETC: The council believes that the credit or refund provisions of section 
6416 (b) (2) (F) are unsound in principle, difficult to administer and enforce, 
and have proved in practice to be of negligible benefit to farmers. The preferred 
course of action would be to repeal section 6416 (b) (2) (F) and not enact 
section 111 of the Forand bill. If, as a matter of congressional policy, it is 
seemed desirable to relieve farmers of direct and indirect excise tax burdens, 
more effective means capable of enforcement are readily available. 


Part II—Tires anp TUses 


SECTION 4071—-IMPOSITION OF TAX 


This section imposes various specific taxes on a per pound basis upon tires, 
inner tubes, and tread rubber when wholly or partly made of rubber. 


Problem 


In the case of tire manufacturers maintaining their own wholesale or retail 
outlets, no tax is imposed until the manufacturer makes a sale to a retail dealer 
or to a consumer. It is asserted that this creates a competitive discrimination 
against independent tire wholesalers and retail dealers who, of necessity, pay 
tax at the time of purchase and therefore must finance the tax element in their 
inventories. The Forand bill in section 112 proposes to solve this problem. 


FETC policy 


Manufacturers’ excise taxes are imposed upon sales of articles and these taxes 
should. not be levied in advance of the time of sale of the articles by the manu- 
facturer. 

The proposal adds a new complexity to the excise tax law out of all proportion 
to the benefits to be derived. Difficult administrative problems will be created 
because of the common practice of transshipping stocks between factory and 
branch warehouses to balance inventories. 


Recommended solution 


Forand, section 112: To remove this alleged inequity, section 112 of the bill 
provides that when a manufacturer makes sales through his own wholesale or 
retail stores, the tax will attach at the time the tires are withdrawn from the 
manufacturing plant or from a warehouse within a 20-mile radius of such plant. 
The subcommittee report estimates that this proposal will result in a one-shot 
revenue increase of about $1 million in the year in which it is adopted. 

FETC: This proposal would present difficult administrative problems and 
would tend to discourage manufacturers from establishing regional warehouses 
to provide better service to wholesalers, dealers, and consumers. 


SECTION 4072—DEFINITIONS 


Defines “rubber,” “tread rubber,” and “tires of the type used on highway 
vehicles” in order to specify the articles upon which the tax is imposed under 
section 4071. 
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Problem 


No definition is provided for a “highway vehicle” the determination of which 
is essential in determining the taxability of “tires of the type used on high- 
way vehicles.” 

FETC policy 


The council is of the view that the statute should clearly define the articles to 
be taxed by supplying a definition of “highway vehicles.” 


Recommended solution 
Forand : None. 
FETC: There should be added to section 4072 a cross reference to section 


4061 (c) which, if adopted, will contain the definition of a highway vehicle 
for the purposes of the automobile tax imposed by section 4061 (a). 


SECTION 4073——-EXEMPTIONS 


Exemptions from the tax imposed by section 4071 for certain type tires and 
tread rubber. 
No changes recommended. 


PaArT III—PETROLEUM PRODUCTS 
No change recommended. 
SUBCHAPTER B—HOUSEHOLD TYPE EQUIPMENT, Etc. 


Part I—REFRIGERATION EQUIPMENT 


SECTION 4111——-IMPOSITION OF TAX 


This section imposes upon the sale by the manufacturer, producer, or importer, 
a tax equivalent to the specified percentage of the price for which sold: 
(a) at 5 percent— 
1. Household-type refrigerators designed for operation with refrigerating 
unit operated by electricity, gas, kerosene, or gasoline. 
2. Household-type units for quick-freeze or frozen storage operated by 
electricity, gas, kerosene, or gasoline. 
8. Combinations of 1 and 2. 
4. Refrigerator components. 
(b) At 10 percent— 
Self-contained air-conditioning units. 


Problem 


Refrigerator components, since September 1, 1955, can be sold tax-free for 
use in the further manufacture of another article, whether or not such article 
is taxable. Presently, according to the Forand subcommittee report, only about 
$1 million in revenue is derived from this tax, so its continuance is not worth- 
while either from a revenue standpoint or from the point of view of the admin- 
istrative problems caused the manufacturer. 


FETC policy 


The council opposes the taxation of any article when the administrative burden 


upon the taxpayer and upon the Government is disproportionate to the revenue 
derived from the tax. 


Recommended solution 


Forand, section 113: In order to simplify the administration of this tax, the 
Forand subcommittee recommends the deletion of “refrigerator components” 


from the tax base and the repeal of section 4112: “Definition of refrigerator 
components.” 


FETC: The council agrees with the Forand recommendation. 


Part II—-Execrric, Gas, AND O1L APPLIANCES 


SECTION 4121—IMPOSITION OF TAX 


(@) This subsection imposes upon the manufacturer, producer, or importer, a 


tax * : percent of the price at which the following household type of articles 
are sold: 
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Electric, gas, or oil water heaters. 

Electric flatirons. 

Electric air heaters (not including furnaces). 
Electric immersion heaters. 

Electric blankets, sheets, and spreads. 
Electric, gas, or oil appliances of the type used for cooking, warming, or 
Keeping warm food or beverages for consumption on the premises. 
Electric mixers, whippers, and juicers. 
Electric belt-driven fans. 

Electric exhaust blowers. 

Electric or gas clothes driers. 

Electric door chimes. 

Electric dehumidifiers. 

Electrie dishwashers. 

Electric floor polishers and waxers. 

Electric food choppers and grinders. 

Electric hedge trimmers. 

Electric ice-cream freezers. 

Electric mangles. 

Electric pants pressers. 

Electric garbage disposal units. 

Power lawn mowers. 


(b) This subsection imposes upon the sale by a manufacturer, producer, or im- 
porter a 5-percent tax upon the price at which is sold electric motor-driven fans 
and air circulators “not of the industrial type.” 


Problem No. 1 
The Service has so interpreted the phrase “not of the industrial type” as to 
cover certain non-household-type fans when used in stores, offices, restaurants, 


and similar places. Apparently, these fans are the same type as used in industrial 
establishments. 


FETC policy 
Taxable articles should be clearly defined so as to simplify administrative 


problems as much as possible. 
Recommended solution 


Forand, section 114: This section of the bill provides for the repeal of section 
4121 (b) imposing tax on electric direct motor-driven fans and air circulators 
“not of the industrial type,” for the repeal of tax on electric belt-driven fans of 
the household type, and for the substitution of a tax on electric fans and air 
circulators of the household type. 

FETC: The council, believing this change to be essentially fair, is in accord 
with the Forand proposal. 

Problem No. 2 


It is asserted that a competitive inequity arises from the taxation of “electric 
floor polishers and waxers” since vacuum cleaner attachments which are designed 
to accomplish the same job as a polisher or waxer are not subject to this tax. 
FETC policy 
‘ The manufacturers’ excise tax should be so imposed as to avoid competitive 
inequities between. articles of the same type or which perform the same functions. 
Recommended solution 


Forand, section 114: The subcommittee’s bill recommends the removal of tax 
from electric floor polishers and waxers. The subcommittee’s report estimates 
that there will be only a $500,000 revenue loss from this step. 

FETC: Not opposed. 

Problem No. 3 


There is some feeling that there is a competitive inequity caused by the taxing 
of “electric garbage disposal units” without imposing a like tax on similar incin- 
erators or garbage disposal units powered by gas or oil. 

FETC poticy 


_ The council is in favor of a manufacturers’ excise which is imposed and admin- 
istered without any competitive inequities. 
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Recommended solution 


Forand, section 114: This section of the bill would extend the manufacturers’ 
excise tax to “electric, gas, or oil incinerator units and garbage disposal units’’ 
in order to remove this problem. 

FETC: Not opposed. 


SUBCHAPTER C—ENTERTAINMENT EQUIPMENT 
Part I—Rapio AND TELEVISION SETS, PHONOGRAPHS AND RECORDS 
SECTION 4141—IMPOSITION OF TAX 


There is imposed upon the sale by the manufacturer, producer, or importer a 

tax equivalent to 10 percent of the price or which the following articles are sold: 

Radio receiving sets. 

Automobile radio receiving sets. 

Television receiving sets. 

Automobile television receiving sets. 

Phonographs. 

Combinations of any of the foregoing. 

Radio and television components. 

Phonograph records. 


Problem No.1 


It is alleged that the present limitation of the tax to “phonographs” operates 
as a competitive discrimination against such articles when compared with “tape 


and wire recorders” which articles are presently not subject to the tax imposed 
by this section. 


FETC policy 


This is a matter of substantive tax policy upon which the council takes no 
position. 


Recommended solution 


Forand, section 115: This section of the bill would add to the list of taxable 
articles “record players” and “tape and wire recorders” so as to remove any 
possible competitive discrimination. 

FETC: None. 

Problem No. 2 


With the passage of Public Law 367 in 1955 the tax under section 4141 is 
confined to “radio and television receiving sets of the entertainment type,” while 
the tax on radio and television components, as defined in section 4142, is not 
limited to such components of the entertainment type. These two sections appear 
to be in conflict since section 4141 now appears to provide that radio and tele- 
vision components are taxable whether or not they are of the entertainment type, 
while section 4142 in effect appears to state that only those components which 
are suitable for use on or in connection with entertainment-type articles are 
taxable. 

FETC policy 


The council is of the view that the relationship of these two sections should be 
clarified so as to carry out the intent of Public Law 367, 84th Congress, 1st session. 


Recommended solution 


Forand, section 115: This bill suggests that the tax on televisions and radio 
components be applied only to those components which are suitable for use on 
or in connection with entertainment-type sets. 

FETC: The council concurs in the Forand bill solution except that the council 


would recommend the primary use test as outlined under section 4142, problem 
No. 3. 


SECTION 4142—DEFINITION OF RADIO AND TELEVISION COMPONENTS 


This section delineates the radio and television components taxed under sec- 
tion 4141 as the items named in section 4142 which are “suitable for use or in 
connection with, or as component parts of” articles listed in section 4141, The 
components named in section 4142 are as follows: 
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Chassis 

Cabinets 

Tubes 

Speakers 

Amplifiers 

Power supply units 
Antennas of the built-in type 
Phonograph mechanisms 


Problem No. 1 


Chassis is a term with numerous meanings and interpretations in the radio- 
television-electronic industry and its use here could include a gamut of things 
from the bare metal frame before any circuitry is installed to a complete receiv- 
ing set without a cabinet. Since all the major subassemblies of the radio-tele- 
vision industry are named in section 4142, this catchall descriptive term chassis 
is unnecessary and the more specific term tuner should be substituted to make 
the article subject to tax more readily and clearly ascertainable. Similarly the 
inclusion of antennas of the built-in type as a taxable article produces little if 
any revenue and therefore this article should be removed. 


FETC policy 


Taxable articles, the council thinks, should be clearly described and definitely 
defined by the statute and only those included which produce substantial revenue. 
Recommended solution 

Forand: None. 

FETC: To solve these problems, section 4142 should be amended as follows: 
(1) Delete “chassis” and insert in lieu thereof “tuners”; (2) remove “an- 
tennas of the ‘built-in’ type” from the list of components subject to tax; and 


(3) impose the tax upon the sale of any combination of the articles mentioned 
in section 4142. 


Problem No. 2 
In 1953 the Service published a ruling that record players are subject to 


the tax on phonographs unless connected to an amplifying system with a 
speaker attachment. Public Law 367, 84th Congress, 1st session, removed the 
tax from the phonograph mechanism when sold for use in the further manu- 


facture of a record player. Presently record players are not, therefore, subject 
to this tax. 


FETC policy 


Record players would seem more correctly a component of one of the articles 
enumerated in section 4141. Im order to remove the administrative difficulty 
outlined above, record players should be taxed as a component under section 4142, 


Recommended solution 


Forand, section 115: Would tax “record players” as end products under 
section 4141. 

FETC: “Record players” should be subjected to tax as a component under 
section 4142. Treated in this manner, record players which are sold for use 
in the further manufacture of another article, whether or not such other 
article is taxable, could be sold on a tax-free basis consistent with the broad 
principle recognized in Public Law 367. 


Problem No. $ 


The present test to determine if a component is subject to the section 4141 
tax is whether or not the component is suitable for use in a section 4141 article, 
whether or not primarily adapted for such use. The “parts and accessories” 
tax (sec. 4061 (b)) and the tire tax (sec. 4072 (c)) are based on the “primary 
use” test described in section 316.55 of Regulations 46 (1940) and it would 
seem desirable to apply the same test in determining the taxability of radio 
and television components under section 4142. 


FETC policy 


Uniformity of interpretation and application of the manufacturers’ excise 
tax provisions are the aim of the council. To achieve this the same “primary 
use” test should be used throughout chapter 32. 
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Recommended solution 

Forand: None. 

FETC: The council recommends the amendment of section 4142 to provide 
that radio and television components named in that section are taxable if the 
“primary use’ of such articles is in or with an article named in section 4141. 


No changes are recommended by Forand bill or by FETC in these subchapters: 


SUBCHAPTER D—RECREATIONAL EQUIPMENT 


Part I—Sporting goods. 
Part II—Photographic equipment. 
Part I1I—Firearms. 


SuscHAPTER E—OTHER ITEMS 


Part I—Business machines. 
Part II—Pens and mechanical pencils and lighters. 
Part II1I—Matches. 


SUBCHAPTER F—SPECIAL PROVISIONS APPLICABLE TO MANUFACTURERS’ Tax 
SECTION 4216—DEFINITION OF PRICE 
SECTION 4216 (A) CONTAINERS, PACKING, AND TRANSPORTATION CHARGES 


In determining the price for which an article is sold, and upon which the 
manufacturers’ tax is based, this subsection requires the inclusion of all charges 
(other than ch. 32, taxes) incident to placing the article in condition for ship- 
ment. Transportation, delivery, insurance, installation, or other charges not 
included in the price under the foregoing sentence can be excluded only if the 
amount thereof is established to the satisfaction of the Secretary. 


FETC policy 


As has been frequently pointed out in this memorandum, the statute should 
describe with certainty the articles which are to be taxed. Likewise, the Council 
is of the view that the statute should provide the manufacturer with a means 
of determining with certainty before the time of sale the price to which the tax 
is to be applied. The suggestions which follow would all be embraced in one 
amendment to present section 4216 (a). 


Problem No. 1 


Uncertainty exists in the interpretation of “other charges” made by the manu- 
facturer which may be excluded in determining the manufacturers’ selling price. 
This uncertainty could be removed by more clearly describing the “other charges” 
which are not a part of the manufacturers’ selling price. 


Recommended solution 

Forand: None. 

FETC: “Sale price” should be defined to exclude bona fide carrying, delivery, 
handling, insurance, installation, interest, maintenance, repair, service, special 
packing upon order of vendee, transportation, or other charges for facilities or 
services to be furnished by the manufacturer after the sale of articles at the 
factory or point of regular distribution. This exclusion from the sales price 
should be limited to the amount of the separate charge, if any, for such services 
or facilities, but such exclusion should not exceed the cost to the manufacturer 
of such service or facility. 


Problem No. 2 

Neither the statute nor the regulations in their present form provide for the 
exclusion from the manufacturers’ selling price of any State or local political 
subdivision tax imposed upon the manufacturers’ selling price. To prevent the 
imposition of the Federal excise tax upon the State or other political subdivision 
tax, such tax should be excluded from the manufacturers’ selling price. 
Recommended solution 

Forand: None. 

FETC: It is the council’s suggestion that there be excluded from the manufac- 
turers’ selling price of an article the amount of any gross receipts, manufac- 
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turers’ sales tax, or other direct tax imposed by any State or political subdivision 
thereof and measured by the manufacturers’ sales price of the article whether 
or not the liability for such tax is imposed upon the vendor or vendee. 


Problem No. 8 


Section 4062, dealing with the sale of rebuilt automobile parts, permits the 
exclusion, from the sale price of a rebuilt part, of the value of a like part or 
accessory accepted in exchange. If that is a sound practice for automobile parts 
it should apply equally well throughout the manufacturers’ excise field. Where 
an article is accepted in exchange for a like taxable article sold, the fair market 
value of the turned-in article should be excluded from the manufacturers’ selling 
price in determining the manufacturers’ excise tax. 


Recommended solution 

Forand: None. 

FETC: If the provisions of section 4062 should be retained they should be 
given general application to chapter 32 by an appropriate amendment to section 
4216. 

SECTION 4216 (B)—CONSTRUCTIVE SALE PRICE 


This subsection is designed to provide a method of determining the manufac- 
turers’ selling price when the manufacturers’ sale occurred otherwise than 
through an arm’s-length transaction to a purchaser at the wholesale level. 


FETC policy 


The council’s position is best expressed by the statement made by the House 
Committee on Ways and Means when, in 1932, it recommended a general excise 
tax. The committee report said in part: “It is of utmost importance that the 
tax be imposed and administered uniformly and without discrimination. Each 
member of a competitive group must pay upon substantially the same basis as 
all his competitors, even though his sales methods may differ. Consequently, the 
bill requires that every effort be made to ascertain the manufacturer’s or pro- 
ducer’s price at the place of manufacture or production. * * * This price may be 
established by existing wholesale prices, or by a system of discounts from retail 


prices, or by a building up from the cost of production, whichever method may 
be the most practical. * * * Severe and justified criticism may be expected 
whenever one manufacturer is permitted to pay a lesser tax than his competitor’ 
(H. Rept. No. 708, 72d Cong., 1st sess.). 


Problem No. 1 


In its present form section 4216 (b) does not provide adequately for the deter- 
mination of manufacturers’ selling prices on sales made to related parties, deal- 
ers, and retailers. A change in the statute is necessary to equalize the tax burden 
between manufacturers’ selling to (1) national distributors, (2) to wholesalers, 
(3) direct to retailer, and (4) at retail. 


Recommended solution 


Forand, section 116: This section would provide that a manufacturer selling 
direct to retailers or at retail may compute this tax on the lowest of these prices: 

(1) Actual sales price; 

(2) The highest price at which goods are sold by him to wholesale dis- 
tributors; or 

(3) If sold at retail, the price for which such articles are sold in the ordi- 
nary course of trade by manufacturer as determined by the Secretary ; 

provided these conditions are met: 

(1) The manufacturer regularly sells to retailers; 

(2) The manufacturer regularly sells to wholesale distributors in suf- 
ficient volume to indicate that such sales are not made solely for the purpose 
of establishing a reduced excise-tax liability ; 

(3) The normal method of distribution within the industry is not sales 
at retail or to retailers; and 

(4) The sale is made at arm’s length. 

This section of the bill does not provide for a constructive sales price in a 
situation where the manufacturer sells only to retailers and where sales to 
retailers do not constitute the normal method of distribution within an industry. 

FETC: The council is unable to accept the view that sales to wholesalers by 
a manufacturer are either (1) necessary to an orderly administration of the 
law, or (2) should be made a condition precedent to the allowance of relief from 
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a competitive inequity. As presently drafted, the law would not benefit those 
manufacturers, principally smaller companies, who sell exclusively to retailers 
in competition with larger companies selling both to wholesalers and retailers. 
In the interest of an equitable application of the tax among all manufacturers, 
without regard to the level of distribution employed, the council advocates the 
adoption of a single body of rules from the determination of constructive sale 
price applicable uniformly in all cases where the manufacturer sells— 
(1) At retail; 
(2) On consignment; 
(3) To retailers (provided sales to retailers is not the prevailing method 
of distribution with respect to the taxable article) ; 
(4) At less than arm’s length. 
In each of these situations, the council recommends that the constructive sale 
price be determined, at the option of the manufacturer, in any one of these 
amounts— 
(1) The manufacturer’s own highest price to wholesalers ; 
(2) The price at which such articles are sold by manufacturers at the 
first general level of distribution at arm’s length within the industry; or 
(3) At the actual price for which sold, except in the case of sales made 
at less than arm’s length for less than a fair market price. 


Problem No. 2 


The present form of section 4216 (b) (2) contains a provision for the deter- 
mination of a constructive sales price in transactions which were otherwise than 
at arm’s length, with particular reference to sales to selling subsidiaries. The 
IRS has construed this to mean that a sale between various otherwise inter- 
related parties who would not be a sale at arm’s length unless the taxpayer 
proved to the contrary. 


Recommended solution 


Forand, section 116: The bill in this section defines the degree of relationship, 
corporate and otherwise, which must exist between buyer and seller to cause the 
sale of the taxable article to be determined to be a sale at arm’s length. 

FETC: The council is not opposed to this provision of the Forand bill, provided 
the committee report accompanying the bill confirms that— 

(1) This language is intended solely to codify without change existing 
administrative policies of the Service, and 

(2) The language is intended to authorize the Secretary to prevent tax 
avoidance solely by reference to establishing the fair manufacturers’ price 
in a transaction between related parties, and does not authorize the Secretary 
to wholly disregard the sale between the parties so as to determine the related 
purchaser to be the statutory manufacturer for excise-tax purposes. 

The determination of “who is the manufacturer” is a separate question 
of law and fact and should not be confused with the determination of taxable 
sale price. 

SECTION 4216 (C)—PARTIAL PAYMENTS 


When the transfer of the taxable article is pursuant to a lease, installment 
contract, conditional sale, or an installment arrangement secured by a chattel 
mortgage, this subsection provides a special method of computing the tax due 
upon each separate payment. Under this arrangement, upon each such partial 
payment made upon the selling price, that portion of the total tax shall be paid 


which is proportionate to the total amount to be paid that is represented by 
such payment. 


Problem 


Some States do not recognize installment contracts, conditional sales, or an 
installment arrangement secured by a chattel mortgage, but such States do permit 
an installment-payment arrangement with a statutory lien for recovery of the 
article in case of nonpayment. This type sales arrangement should be included 
in the partial-payment definitions of section 4216 (c). 

FETC policy 


The council is of the view that the manufacturers’ excise-tax provisions on 


installment and related types of sales should apply on the same basis to all such 
deferred-payment arrangements. 
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Recommended solution 


Forand, section 117: Adds a new paragraph (5) to section 4216 (c) to cover 
the statutory lien arrangement, and provides the same arrangement for the pay- 
ment of the part of the tax proportional to the payment made upon the pur- 
chase price. 

FETC: The council concurs with the Forand approach. 


SECTION 4216—-(NEW SUBSECTION ADDED BY FORAND BILL) SALES OF INSTALLMENT 
ACCOUNTS BY MANUFACTURERS 


The bill would add a new subsection to section 4216 to provide that, in the case 
of certain distressed sales of installment accounts receivable, the balance of excise 
tax due will be based upon the sale price of such accounts. 


Problem 


There is no provision in present law setting forth how the tax is to be computed 
where installment accounts are sold or otherwise disposed of by the manufac- 
turers. The Service has taken the position that the tax is to be computed on the 
unpaid amount of the installment obligations disposed of except in cases of bank- 
ruptey and receivership sales of such accounts. In such cases the tax is computed 
upon the amount realized upon the bankruptcy or receivership sale. 


FETC policy 
None. 
Recommended solution 


Forand, section 118: The Forand bill recognizes the uncertainty in this area 
and would incorporate the Service’s approach in this new provision, except that 
the rule for bankruptcy and receivership sales should be extended to sales 
included under any other legally distressed situations. 

FETC: The council is not opposed to this Forand proposal. 


SECTION 4216—-(NEW SUBPARAGRAPH) EXCLUSION FROM SALES PRICE OF INDEPENDENT 


CONTRACTOR COMMISSIONS 
Problem 


Under existing law, no deduction from sale price is allowed for commissions 
paid to manufacturers’ representatives acting as independent contractors, not- 
withstanding that such representatives perform functions of independent whole- 
sale distributors whose gross margin is not subject to tax. This results in a 
competitive inequity, principally in the case of smaller manufacturers obliged 


to sell in competition with large manufacturers selling through independent 
wholesale distributors. 


FETC policy 


The base upon which the manufacturers’ excise tax should be imposed must 


be as nearly as possible the same for all methods of distribution used by 
manufacturers. 


Recommended solution 

Forand : None. 

FETC: A new subsection should be added to section 4216 providing for the 
exclusion from the manufacturers’ sales prices of commissions paid to manu- 
facturers’ representatives who act as independent contractors. This would permit 
the treatment of these commissions as distribution charges and place manufac- 
turers using such representatives on the same manufacturers’ excise-tax base as 
others. This treatment of manufacturers’ representatives would not be re- 
quired if there were adopted the council’s recommendation, made on page 26, 
that sales to wholesalers not be required as a prerequisite to the use by manu- 
facturers who sell only to retailers of the constructive sale-price provisions of 
section 4216 (b). 


SECTION 4217——LEASE CONSIDERED AS SALE 


This section provides that the lease of an article by the manufacturer, 
producer, or importer thereof shall be considered a taxable sale of such article 


and the manufacturers’ excise tax is paid upon each rental payment received 
under the lease. 
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Problem No. 1 


Section 4216 provides that the manufacturer leasing the trailers for use of 
passenger automobiles may elect to pay tax at the time of the initial lease based 
upon the fair manufacturer’s price of such article. There appears to be no 


sound reason for limiting the application of this relief provision on passenger 
automobile trailers. 


FETC policy 


Administrative provision granting relief from an unintended inequity, if 
sound in principle, should be given general application to all excise-tax manu- 
facturers. 


Recommended solution 

Forand, section 119: This section would extend the benefits of section 4216 (d) 
to leases of trucks and truck trailers only. 

FETC: The provisions of section 4216 (d) should be made a part of the gen- 
eral administrative provisions of subchapter F with uniform application to the 


leasing by manufacturers of all articles subject to ad valorem taxes imposed 
by chapter 32. 


Problem No. 2 


Section 4217 provides that the lease of an article “shall be considered a tax- 
able sale of such article.” There is no provision in section 4217, however, which 
brings into operation the price-determining provisions of section 4216 in order 


to determine clearly the base upon which the tax should be imposed under the 
lease arrangement. 


FETC policy 


The determination of the correct taxable price is essential to the adminis- 
tration of this tax. To avoid any confusion, the provisions of section 4216 
should be made to apply to section 4217 in order to insure use of the same price- 
determining methods to the lease as well as the sale of a taxable article. 


Recommended solution 

Forand: None. 

FETC: Section 4217 should be appropriately amended to provide that, in 
determining the price to which the tax is applied in the case of the lease of an 


article, there shall be applied the provisions of section 4216 which describe how 
this is accomplished. 


Problem No. 3 


Under the present provisions of chapter 32, taxable articles can be sold tax 
free to States and local governments and to other exempt purchasers by the 
manufacturer, as well as others in the chain of distribution. Such is not the 
case when an article is leased to an otherwise exempt purchaser by one other 
than the manufacturer. If a lease is to be considered a sale, then the same 
exemption provisions and procedures should apply to the lease of a taxable 
article which apply to the sale of a taxable article. 


FETC policy 
All administrative provisions of the law, including exemptions, tax-free sales, 
and credit and refund procedures, should apply equally without regard to 


whether tax is imposed, or otherwise would be imposed, upon the sale, lease, 
or use of the taxable article. 


Recommended solution 
Forand: None. 
FETC: Section 4217 should be redrafted to make clear that— 
(1) For all the purposes of chapter 32, the lease of an article shall be 
treated as the sale of the article, and 
(2) The credit and refund procedures will have equal application whether 
the article is leased for an exempt use by the manufacturer or by any other 
lessor. 


SECTION 4218—-USE BY MANUFACTURER OR IMPORTER CONSIDERED SALE 


This section imposes the so-called use tax upon the manufacturer, producer, 
or importer who produces a taxable article or purchases it tax free and uses 
such article otherwise than in the further manufacture— 
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(1) A taxable article; 

(2) An article sold free of tax for further manufacture ; 

(3) An article sold free of tax to a State or local government ; or 

(4) A nontaxable article, in the case of certain auto, camera, radio, and 
refrigerator components. 


FETC policy 
Any ambiguity in present law should be removed. 


Problem No. 1 


The section in its present form does not clearly prescribe at what point in the 
chain of production the use tax is imposed upon the article. 


Recommended solution 


Forand: None. 

FETC: The use tax should attach when the taxable article is used for con- 
sumption or, in the case of an article used in the further manufacture of another 
article, at the time of sale of that manufactured article. 


Problem No. 2 


In its present form the section does not clearly prescribe that the price- 
determinig provisions of section 4216 apply in determining the tax base for the 
imposition of the use tax. 


FETC policy 
Administrative provisions shall be given uniform application. 
Recommended solution 


Forand: None. 
FETC: The provisions of section 4216 defining sale price should be made 
applicable in determination of use tax payable under section 4218. 


Problem No. 3 


In certain cases, the Service interprets existing law to deny the application 
of exemption, credit, and refund provisions where tax is imposed upon the 
use rather than the sale of an article. 


FETC policy 
All administrative provisions of the law, including exemption, tax-free sale, 
and credit and refund procedures, should apply equally without regard to whether 


tax is imposed, or otherwise would be imposed, upon the sale, lease, or use of 
taxable articles. 


Recommended solution 


Forand: None. 
FETC: Section 4218 should be redrafted to make clear that— 
(1) For all the purposes of chapter 32, the use of an article shall be treated 
as the sale of the article; and 
(2) The tax-free sale, credit, and refund procedures will have equal appli- 
cation whether the article is put to an exempt use by the manufacturer or 
by any other person. 


SECTION 4219—APPLICATION OF TAX IN CASE OF SALES BY OTHER THAN MANUFACTURER 
OR IMPORTER 
No changes recommended. 
Sections 4220-4226 of subchapter F would be stricken by the Forand bill, so 
that the discussion here will deal with the Forand changes rather than the present 
law, since the Forand changes embody some of the council’s proposals. 


SECTION 4221—CERTAIN TAX-FREE SALES 


(a) Subsections (a) through (e) of section 4221.—This section would be 
recodified to authorize tax-free sales— 
(1) For export; 
(2) For use as supplies for vessels or aircraft ; 
(3) Toa State or local government ; 
(4) Toa nonprofit educational institution ; 
(5) For use in further manufacture. 
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It is provided that tax-free sales may be made by the manufacturer to an 
intervening registered vendee for resale for any of the purposes stated above. 
In the case of articles sold tax free to a registered vendee for resale to his vendee, 
for resale for export, or for use as ship supplies, the manufacturer will become 
liable for the tax if proof of the ultimate tax-free exportation or use of the goods 
is not received by him within 6 months. 


FETC policy 


The council is opposed to the registration of, and authority for tax-free sales 
to, dealers for resale to their vendees who will qualify for exemption, particularly 
since the manufacturer, under the bill, is made liable for securing proof of 
exemption and for the general policing of the exemptions. 


Recommended solution 


Forand, section 121: As above. 

FETC: The council offers two alternatives: 

(1) No provision for tax-free sales by manufacturers except where manu- 
facturer’s vendee can establish unqualified right to exemption at time of sale by 
registry number or by exemption certificate, at manufacturer’s option. This 
procedure contemplates that the ultimate vendor or user may obtain a credit or 
refund from the manufacturer (or direct from the Government in certain cases), 
as any later date upon establishing the exempt status of his sale or use of 
the article. 

(2) Provisions for unqualified discharge of manufacturer’s liability at time 
of sale upon acceptance in good faith of registry number or exemption certificate 
furnished by his vendee. 

(b) Subsection (f) of section 4221.—This section provides for the tax-free 
sale of tires and tubes and automobile radio receiving sets for use by a manu- 


facturer in producing another article whether or not subject to tax, where such 
other article will be sold free of tax— 

(1) For export; 

(2) For use as ship supplies ; 

(8) To a State or local government; 

(4) Tea nonprofit educational institution. 


FETC policy 


The council supports the equitable principles here involved. It believes, how- 
ever, that the preferred procedure will be to provide for the relief sought by 
means of amendment to the credit and refund provisions of the code rather 
than by departing from the general rule under which tires and tubes and auto- 
mobile radio sets are uniformly treated as end articles of manufacture which 
may not be sold on a tax-free basis for further manufacture. 


SECTION 4222 (FORAND BILL)—REGISTRATION 


Under existing regulations, both a registration and an exemption certificate 
system is prescribed for the purpose of validating tax-free sales by manufacturers. 
The Forand bill would provide statutory authority for an extended registration 
system, thereby permitting the discontinuation of the present exemption cer- 
tificate procedures with respect to tax-free sales. 


Problem 


The present combined registration and exemption certificate system is admin- 
istratively expensive and cumbersome for both the Government and the taxpayer. 
FETC policy 

The council approves of the registration system insofar as it relates to manu- 


facturers and exporters but is strongly opposed to the registering of dealers in 
the tax-free sale chain. (See also statement under section 4221 above.) 


Recommended solution 
Forand: See above. 
FETC: The council suggests that the dealer registration provision be deleted. 


SECTION 4223 (FORAND BILL)—SPECIAL RULES RELATING TO FURTHER MANUFACTURE 


This section provides, in substance, that manufacturers purchasing goods tax- 
free under registry numbers will be deemed the manufacturer liable for tax if the 
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article is not resold or used for tax-free purposes. In such event tax 
will be computed on— 

(1) Original manufacturer's sale price, if known, otherwise 

(2) On actual purchase price. 


Problem 


The section in its present form does not coincide with a full registration system, 
since it does not apply to all registered purchasers who would purchase on a 
tax-free basis. 


FETC policy 
The principle here embodied should apply equally to all persons, whether 
manufacturers, exporters, or others who purchase goods on a tax-free basis under 


registry certificates, Because of the change recommended in section 4222, this 
section would not apply to dealers. 


Recommended solution 

Forand: None, 

FETC: The section should be amended to coincide with the council’s recom- 
mendations under section 4221 so that all registered purchasers would be liable 


for the tax if the article purchased was not used or resold in a manner which 
would support the original tax-free sale. 


SECTION 4224 (FORAND BILL)—EXEMPTION FOR ARTICLES TAXABLE AS JEWELRY 


Present law is recodified to reaffirm that when articles may be taxable as 
jewelry, manufacturers’ excise tax will not apply, with two exceptions: 

(1) Clocks, cases, and movements sold as auto parts or accessories; and 

(2) Clocks, cases, and movements sold as a part or accessory on or in 
connection with the sale of any article taxable under the chapter. 


FETC policy 
The council endorses this recodification. 


SECTION 4225 (FORAND BILL)—EXEMPTION OF ARTICLES MANUFACTURED OR PRODUCED 
BY INDIANS 


This section provides an exemption for all taxable articles manufactured 
by Indians, 


Problem 


There is no longer any apparent need for this section, since tax on jewelry 
and leather goods is now imposed at the retail level. 


FETC policy 
Obsolete administrative provisions should be repealed. 


Recommended solution 
Forand: None 
FETC: Section 4225 (Forand bill) or section 4223 of code should be repealed. 


SECTION (NEW)—DEFINITION OF “MANUFACTURER” 
Problem 


The present code does not provide any comprehensive definition of a manu- 
facturer or producer. This prevents a determination by any potential taxpayer 
of whether or not he may be liable for one or more of the taxes imposed by 
chapter 32. 

Among the factors now taken into consideration by the Service and the 
courts are— 

(1) Ownership of patent rights under which article is manufactured. 
(2) Value of manufacturer’s material and services supplied by the 
purchaser. 


(3) Degree of control exercised by purchaser over production of the 
taxable article. 

Under this approach to the problem, the interested parties are unable to apply 

a definite set of tests to determine conclusively who is the manufacturer. It is 

unlikely that any factor of this nature, or combination of them, could be incorpo- 

rated in any statutory definition of the term “manufacturer” which would more 
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readily permit taxpayers to determine this question without resort to time- 
consuming requests for administrative rulings. As a more practical alternative, 
it is recommended that the statute provide that the “manufacturer” for excise 
tax purposes be deemed to be the person who performs the physical operation 
of fabrication or assembly. 


FETC policy 


To insure simple, equitable administration of the manufacturers’ excise tax 
laws the taxpayer should be so defined and designated that there can be little 
doubt as to his identity. 


Recommended solution 

Forand: None. 

FETC: In order to fulfill this essential need, the council recommends the fol- 
lowing definition of “manufacturer” be included in the code : 

“The person who physically produces a taxable article shall be deemed to be 
the manufacturer thereof without regard to ownership of the brand or trade name 
under which the article is sold, or the ownership of or license to use patents, 
formulas, or processes under which the article is manufactured, used or sold.” 


SECTION (NEW)—LIABILITY FOR MANUFACTURERS’ EXCISE TAX 


Problem No. 1 


The present code contains no provision which clearly imposes liability for 
the manufacturers’ excise tax upon the manufacturer or any other person. 


FETC policy 


To insure good administration of the excise-tax law, the person or persons 
liable for these taxes should be clearly designated. 


Recommended solution 


Forand: None. 

FETC: A new section should be added to subchapter F stating that the person 
liable for this tax is the manufacturer, producer, importer, or the person stand- 
ing in their position because of the operation of the tax-free purchase provisions. 


Problem No. 2 


Although present law imposes tax on individual sales (i. e., “transactions”’) it is 
the common practice of both taxpayers and the Service to determine and assess 
tax on the basis of sales for the taxable period appearing in the taxpayer's books 
of account. The latter approach facilitates the administration of the tax and 
should be given statutory recognition. 


FETC policy 


Manufacturer’s tax liabilities should be determined as a single quantity on the 
basis of total sales of taxable articles made within the taxable period for which 
return is made. 


Recommended solution 

Forand: None. 

FETC: Chapter 32 tax should be imposed, assessed and collected as a single 
tax on the total sale price, determined under section 4216, to all taxable articles 
sold, leased, or used within the taxable period covered by the return. 


CHAPTER 65—ABATEMENTS, CREDITS, AND REFUNDS 
SECTION 6416—CERTAIN TAXES ON SALES AND SERVICES 


Section 6416 (a).—No credit or refund of any overpayment of manufacturers’ 
excise tax except where arising from price readjustments as provided in subsection 
(b) (1) or by reason of use of tax-paid articles for further manufacture, as pro- 
vided by subsection (b) (3), shall be allowed unless the manufacturer establishes 
that he— 

(1) Has not included the tax in the price of the article or has not collected 
the tax from his vendee ; or 

(2) Has repaid the tax to the ultimate purchaser of the article, or 

(3) In the case of an overpayment arising from one of the resales or uses 
enumerated in subsection (b) (2)— 
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(A) Has repaid or agreed to repay the tax to the ultimate vendor of 
the article, or 
(B) Has obtained the written consent of the ultimate vendor to the 
allowance of the credit or refund, or 
(4) Has filed with the Secretary or his delegate the written consent of 
the ultimate purchaser of the article. 


Problem No. 1 


The effect of these provisions, carried forward from existing law without major 
change, is to require the return to the ultimate purchaser of the total excise-tax 
eredits and refunds arising from an illegal, erroneous, or wrongful collection 
of the tax. 


FETC policy 


The council is opposed, in principle, to this feature of the law for these reasons: 

(1) Manufacturers’ excise taxes, like income taxes, are legally imposed on, and 
collected from, the manufacturer as the taxpayer. Each tax represents an element 
of cost which, over a period of time, must be recouped by the manufacturer in 
the sale price of the article which he sells. Considering this, there is no sub- 
stantial reason to impose an unjust enrichment tax on excise-tax refunds when 
no such tax is imposed on refunds of income, social security, or any other taxes. 

(2) This unjust enrichment tax tends to cause manufacturers to resolve doubts 
in favor of the Government and to add tax to the price. Frequently this means 
an unwarranted tax burden upon the ultimate consumer who has no one to 
protect his interests since the manufacturer gains only additional expense from 
the prosecution of a suit against the Government. 

(3) It discriminates against manufacturers who increase their prices to provide 
a disputed tax liability and to pay over the tax to the Government pending 
judicial settlement as contrasted to competitors who do not pay tax to the 
Government. Similarly, this unjust enrichment tax tends to encourage the 
nonpayment of excise taxes by manufacturers whenever there is any doubt as to 


the taxability of an article, even though their selling price may be sufficient to 
cover the tax as a result. 


Recommended solution 

Forand : None. 

FETC: If the concept of an unjust enrichment tax is preserved, the council 
believes that— 

(1) In the case of credits and refunds under subsection (b), the consent 
of the ultimate vendor be removed and the allowance of the credit condi- 
tioned solely upon exemption certificates, invoices, or other documentary 
evidence of the tax-free sale or use, and 

(2) In the case of credits and refunds based upon the illegal, erroneous, 
or wrongful collection of tax, the allowance should be conditioned upon the 
repayment or agreement to repay the tax to, or the consent of, the manu- 
facturer’s vendee rather than the ultimate purchaser. 

(3) The “proof of burden” test shall not be deemed to deny the crediting of 
all moneys paid to the Government in the guise of taxes against the final 
tax liability determined for the tax-return period with respect to which such 
payments were made. 

(4) The “proof of burden” test will be deemed to have been met where the 
manufacturer demonstrates that the price, including the tax, charged for 
the article or service is not greater than the price, excluding the tax, 
charged by competitors for similar articles or services. 

(5) The mere showing of the tax as a separate item on the invoice should 
not foreclose a showing by the taxpayer that he has borne the burden of 
this tax. 

Problem 


Applying the theory that the present chapter 32 taxes are imposed on a trans- 
action basis, the Service refuses to offset an overpayment of tax on one sale 
against an underpayment of tax on another sale unless, with respect to the 
overpayment, the taxpayer can prove that he bore the burden of the tax. 


FETC policy 
All moneys paid to the Government shall be credited against the manu- 


facturers’ tax liability determined for the period for which such payments were 
made. The “proof of burden test” prescribed by section 6416 (a) should not 
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operate to deny the offset of an overpayment against a proposed deficiency 
when no net overpayment and hence no refund is involved. 


Recommended solution 

Forand: None. 

FETC: Section 6416 should be amended to make clear that the limitation of 
section 6416 (a) will not operate to prevent the crediting of overpayments of tax 
against a deficiency in tax for the same return period. 


SECTION 6416 (C)—OREDIT FOR TAXES PAID ON TIRES, INNER TUBES, RADIOS OR 
TELEVISION RECEIVING SETS 


The bill recodifies the provision of existing law allowing manufacturers of 
motor vehicles a credit for tax paid on tires, inner tubes, and radios equal 
to the rate of tax applicable to such vehicle (now 10 percent) applied to the 
purchase price of such articles, 


Problem 


The effect of the present credit formula is to deny full credit against the auto- 
mobile tax for the tax paid by the auto manufacturer upon the purchase of 
tires, tubes, and auto radios for use in the autos he manufactures. Stated 
otherwise, when these articles are mounted on automobiles, present law oper- 
ates to require payment of the tax based on the car manufacturer’s sale price 
to retailers, 


FETC policy 
To avoid double taxation a credit against the automobile tax should be 


permitted of the full amount of the tax paid upon the tires, tubes, and auto 
radios purchased by the auto manufacturer. 


Recommended solution 

Forand: None. 

FETC: Section 6416 (c) should be amended to provide against the tax 
paid upon the sale of the automobile a credit for the full amount of tax paid 
by the auto manufacturer upon the purchase of the tires, inner tubes, and auto 
radio or television receiving sets mounted upon the auto. 


SECTION 6416 (NEW SUBSECTION) —REFUND OR CREDIT FOR BAD DEBT LOSSES 


Problem 


Manufacturers in selling their products have uncollectible accounts which 
arose from the sale of articles upon which the manufacturer paid tax at the 
time of sale. Since the manufacturer actually received none or only a part 
of the sales price, it is equitable that the Government only retain the excise 
tax upon the part of the price actually collected by the manufacturer. 


FETC policy 


The Government should retain as manufacturers’ excise tax only the amount 
appropriate to the actual sales price of the article. 


Recommended solution 


Forand: None. 

FETC: A refund and credit provision should be added to section 6416 to 
permit refunds or credits to taxpayers who incur bad-debt problems with regard 
to sales of articles taxable under chapter 32. 


SECTION (NEW)—UNIFORM FLOOR STOCKS REFUND PROVISIONS 
Problem 


In the case of a reduction in the rate of a manufacturer’s excise tax, it has 
been the policy of the Congress to permit a refund or credit to manufacturers 
with respect to tax paid on articles held for resale by their distributors or deal- 
ers. Due to faulty floor stock refund provisions past rate reductions have 
caused severe administrative problems and placed undue financial burdens 
upon manufacturers handling these refunds. 


FETC policy 


Administrative provisions of the law should be standardized wherever 
possible. 
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Recommended solution 

Forand: The subcommittee report made this proposal for a uniform floor 
stocks refund provision, but H. R. 12298 does not contain such a provision. 

FETC: The council recommends the enactment of such a uniform floor stocks 
refund provision containing the following provisions : 

(1) That dealers should have 2 months and 10 days after the rate reduction 
date for the filing of refund claims with the manufacturers ; 

(2) That manufacturers should have from 1 to 3 months in which to file their 
claims for refund or credit with the Service, which period should be coordinated 
with the filing of excise tax returns, and/or the making of monthly deposits, so 
that the crediting device could be readily availed of by the manufacturer ; 

(3) That manufacturers not have to accomplish the credit or refund to their 
dealers until the Treasury had made the credit or refund to such manufacturers ; 

(4) That direct assessment be made against dealers who file invalid refund 
claims rather than the Government proceeding against the original manufacturer 


SECTION 6076—TIME FOR FILING MANUFACTURERS’ EXCISE TAX RETURNS 


Problem 


The present quarterly excise return system with the monthly deposit is no 
improvement over the old monthly system. 


FETC policy 
The council recommends either— 


(1) An annual return system with a monthly deposit arrangement ; or 
(2) A return to the old monthly return arrangements. 


Recommended solution 
Forand: None. 
FETC: Section 6076 should be amended to provide— 

(1) For the return of manufacturers’ excise taxes on an annual basis 
just as in the case of the income tax. Such a return would be designed to 
cover all sales made during the annual period covered by the return; 

(2) For any credit taken on an annual return to be deemed effective as 
of the first day of the period for which the return is filed. 


SECTION 6511 (NEW SUBSECTION)—SPECIAL RULE IN CASE OF CERTAIN MANU- 
FACTURERS’ EXCISE TAXES 
Problem 


With the decision by the Court of Claims on the Westinghouse case motion to 
dismiss, the present limitation provisions of section 6511 (dealing with limita- 
tions on credits and refunds) do not cover all of the credit and refund situations 
arising under section 6416 (b) (1) (dealing with price readjustments). For 
this purpose the Court of Claims used the 6-year statutory period provided by 
title 28, United States Code, for claims against the United States. Similarly 
the right to certain credits or refunds under some of the provisions of section 
6416 (b) (2) may not arise until some time after the taxable sale has occurred: 
for example, a sale to a State or local government by a dealer subsequent to the 
purchase on a tax-paid basis from the manufacturer. 


FETC policy 

The administrative provisions of the manufacturers’ excise tax, wherever 
possible, should be applied uniformly to all situations involving the imposition 
of these taxes and should be contained in the Internal Revenue Code. 
Recommended solution 

Forand: None. 


FETC: A new subsection should be added to section 6511 providing for the 
application of section 6511 (a) (the 3 years from return, 2 years from payment 
rule), with the time to commence running from the date the right to the refund 
or credit arises. For example, right to a credit or refund, because of price 
readjustment, would arise when the price readjustment was made and the 
limitations period would commence running at that time. 


Mr. Pau. I would like to speak to three principal questions: The 
subject of retailers’ excise taxes, manufacturers’ excise taxes, and 


administrative procedures in the Internal Revenue Service. 
85776—57—_7 





82 EXCISE TAXES 


Insofar as retailers’ excise taxes are concerned, the views of the 
council are perhaps best expressed and reflected in the Simpson bill, 
H. R. 12421. We have had the opportunity of reviewing the provisions 
of that bill with members of your staff and particularly commend to 
you the underlying purposes of the Simpson bill, which is to pro- 
vide greater certainty for retailers to the specific articles which are 
intended to be taxed and also the method of computing the tax. In 
that connection, we endorse the recommendations made to you this 
morning by Dr. Smith for legislation to set aside the decision by the 
eighth circuit in the Gellman case, which held in substance that sales 
at wholesale to churches or taverns or other establishments for their 
own use and not for resale were not subject to tax. 

The Service has long construed the law to impose tax on all sales 
where made at retail or in wholesale quantities provided that the 
purpose of the sale was not a sale for resale. So that we do agree 
that the eighth circuit decision creates a severe problem for the Service 
and for taxpayers in other jurisdictions, and that loophole perhaps 
should be cured by appropriate legislation. 

Mr. Eseruartrer. What was that decision ? 

Mr. Pauu. Inthe Gellman case, Mr. Eberharter. 

Mr. Exsernarter. It has not come to my attention. World you 
explain that, please / 

Mr. Pau. Yes; surely. The Service’s position has been that the 
retailers’ taxes applied to sales of articles, jewelry, and luggage, 
whether made at the wholesale level or at the retail level, provided that 
the purchaser is not buying for resale. In the Gellman case, the tax- 
payer there was engaged in the sale of jewelry and luggage in whole- 
sale quantities but to a commercial establishment who brought those 
goods not for resale to customers but for use as premium merchandise 
or for awards to their salesmen and employees and soon. The taxpayer 
asserted that there should be no tax because this was not a sale of 
retail, clearly it was a sale of wholesale, and the court so held and 
no tax was payable. The problem arises in the meaning of the words 
“retail” and “wholesale.” 

Mr. Esernarrer. Did the Chief Counsel issue a nonacquiescence 
ruling on that case ? 

Mr. Paut. In this particular case, the Service did publish a ruling 
indicating that it would not follow the Gellman case, and that is a 
rather helpful thing perhaps because it put all taxpayers on record of 
the Service’s position. 

The council believes that was a very helpful thing to do. At the 
same time, it means that taxpayers selling these articles at wholesale in 
the eighth circuit of a 10 percent price advantage over their com- 
petitors in the remaining 8 circuits throughout the United States. 

Mr. Erernarrer. Provided they are willing to take their case to 
court, though. 

Mr. Pauw. Well, in the eighth circuit the Service would be bound 
by the circuit court decision. 

Mr. Exvernarter. If there is a nonacquiescence ruling, other tax- 
payers would have to pay the tax even if they lived in the eighth cir- 
cuit. would they not, unless they went to court? 

Mr. Pauw. I think that is correct, Mr. Eberharter. The fact would 
remain, however, that taxpayers in the eighth circuit who were will- 
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ing to incur this risk presumably would feel that they had a smaller 
risk because of the decision in the eighth circuit. 

Mr. Hertone. Has that decision been appealed ¢ 

Mr. Pavuu. No; the Service indicated that for a variety of reasons 
they would not ask the Supreme Court to review it, but it is illus- 
trative of the types of problems that we have in this area, and the 
failure to have any single judicial body short of the Supreme Court; 
whose decision is finally and conclusively binding upon the Service. 

Mr. Hertone. The Bureau itself takes the place of the Supreme 

Yourt until and unless a writ of certiorari is granted and the case 
heard ¢ 

Mr. Paut. I think so. 

Mr. Hertonc. In every case except the one at issue, that was 
decided ? 

Mr. Pav. Precisely. 

With respect to manufacturers’ excise taxes, the council has pre- 
pared and is submitting here for your consideration a long list of sug- 
gested changes which we believe would improve the administration of 
those taxes. The taxpayers’ interest in the excise-tax field involves 
three factors: First, certainty. These taxes are imposed upon manu- 
facturers and retailers; they are an element of cost; they must be 
recovered in the price and they can only be recovered in the price at 
the time of sale, so that the first consideration as practical business- 
men is to have certainty as to the amount of their liability at the time 
of sale. We believe that every other consideration must be subordinate 
to that first and major one. 

The second factor which we think should be given even greater con- 
sideration is that of equity: that with respect to similar articles or 
similar services one competitor is not obliged to pay more taxes than 
another. 

The third factor which is implicit in our recommendations is that 
having met the requirements of the first two, we have a law which is 
capable of reasonable administration without prohibitive costs and 
without attendant risks of uncertainty and annoyance and controversy. 

In the manufacturers field, there are two main problems that we 
commend to you. First, under present law there is no definition of 
the term “manufacturer.” We think that should be cured. Our 
recommendations are set forth in detail in our statement. We have 
received them with members of your staff and are hopeful that the 
committee in its good judgment may find a satisfactory solution to 
that problem. 

The second major problem running through this whole field of 
manufacturers ad valorem excise taxes is that of competitive equity. 
Stated differently, the council is interested in a result, if it be obtain- 
able, of having a tax fall relatively equally on manufacturers A, B, C, 
and D, whether those manufacturers sell at retail, whether they sell 
to retailers, whether they sell to wholesale distributors, or whether 
they sell to national distributors. 

The present law makes provision for granting relief only where 
manufacturers sel] at retail and in that case it is provided that the 
manufacturer may establish a fair manufacturer’s price and pay tax 
upon that fair manufacturer’s price. 

_In the bill introduced by Mr. Forand, H. R. 12298, recognition is 
given to this very important problem wherein it is provided that 
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where a manufacturer sells to retailers and it is common practice 
within his industry to make sales to wholesalers that manufacture 
may compute his excise tax on the fair wholesale price, the fair price 
to the independent wholesalers. 

There is one technical provision in the bill, however, to which the 
council would like to draw your attention. it provides that this re- 
lief will only be granted where the particular manufacturer making 
sales to retailers also makes sales to wholesalers. We are not per- 
suaded that that limitation upon thet application of this relief is 
necessary or proper. As we understand it, the reason for that par- 
ticular technical provision was because the Internal Revenue Service 
pointed out the difficulty of establishing fair manufacturers’ prices 
in this situation and pointed out how much easier it would be from 
an administrative standpoint if they could look to the manufacturer’s 
own records and find there a record of an arm’s-length sale to whole- 
salers. This is very persuasive from the administrative standpoint. 

The council feels that fundamentally if we have an inequity, a severe 
competitive inequity, and if the committee sees fit to relieve that in- 
quity, then we think that the important thing is to relieve the in- 
equity wherever it appears and considerations of the Service’s conven- 
ience should be given less importance. 

Mr. Esernarter. Mr. Paul, could you give us just briefly 1 or 2 
items which fall in this category where some manufacturers dispose of 
their goods through their own outlets and therefore suffer a disad- 
vantage of paying the manufacturers’ tax? I know of one case where 
that is absolutely true. That is the case of glass. One of the biggest 
manufacturers in the country has only his own outlets for glass. 
Therefore, he pays taxes at the retail price and the other manufacturer 
sells to wholesalers and pays about half as much tax. Are there any 
other items besides glass? 

It used to be true in the case of rubber. We corrected that by put- 
ting rubber on a poundage basis, but can you mention 1 or 2 other 
items, perhaps? 

Mr. Pavt. I would say that the problem is quite prevalent in the 
field of household appliances, radio, and television. 

Mr. ExserHarter. Radio and television ? 

Mr. Pavt. Yes, and household appliances. There you find widely 
different methods of distribution ranging all the way from a direct 
sale by the manufacturer to the consumer to the case where the manu- 
facturer sells to retail dealers, to the companies, and the more common 
one where the manufacturer sells to wholesale distributors, and in re- 
cent years, perhaps, a growing trend toward the distribution of prod- 
ucts in these industries through national distributors, under a pri- 
vate label. 

The problem was recognized very clearly indeed by the Ways and 
Means Committee back in 1932 when it proposed at that time a uniform 
manufacturers’ excise. In our detailed statement we point out that at 
that time the committee emphasized the great importance of making 
sure that manufacturers would pay substantially the same amount of 
tax as their competitors notwithstanding, to quote the committee’s 
report, “notwithstanding that their sales methods might differ.” That 
is the fundamental problem of manufacturers’ excise taxes. It is im- 
plicit. It is a problem, of course, which is avoided by taxes imposed 
at the retail level. 
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Whether taxes should be imposed at the manufacturer’s level or the 
retail level is something beyond the interest of the Excise Tax Council. 
I don’t speak to it except to point out that the problem is inherent in 
any form of ad valorem manufacturers’ excise taxes. The problem 
disappears at the retail level and disappears with a specific tax as you 
pointed out in the case of tires and tubes and gasoline. 

Mr. Kroc. Mr. Chairman. 

On that point, I notice in your prepared statement, Mr. Paul, that 
in general you accord with the recommendations of the subcommittee 
in its preliminary report with respect to the fixing of the base for the 
computation of the tax where the manufacturer sells directly and that 
is oversimplifying it. While you agree with the subcommittee’s rec- 
ommendation, you go on further to suggest that there should be delega- 
tion to the Secretary of administrative power to permit the determina- 
tion of the fair manufacturer’s price. Pdo not understand that. 

Mr. Pavut. As the committee’s proposal now stands, relief would 
be granted only where a manufacturer sold to retailers and further 
where the same manufacturer also had sales to independent whole- 
salers. Under the committee approach, therefore, there is no need 
for the determination of any constructive price. The basis for com- 
puting the tax would uniformly be the price at which that manufac- 
turer made sales of the particular goods to his own wholesalers. 
What we are saying is that the effect of the committee proposal is 
to deny relief in the case of the glass firm, mentioned by Mr. Eber- 
harter, who sells exclusively to retailers and who has no sales of 
its own to wholesale distributors. 

Mr. Krocu. Let me observe to you that my recollection is that the 
subcommittee listened to considerable testimony about that type of 
problem and listened to the testimony of the Treasury Department 
and apparently the subcommittee came to the conclusion that where 
a manufacturer sells directly to retailers under arm’s length condi- 
tions eliminating the controlled retail outlet, why should not that 
manufacturer’s price be the base upon which the manufacturer’s 
excise tax is computed ? 

Mr. Pavt. I think we feel fundamentally that the manufacturer 
should be free to choose whichever method of distribution appears 
to him to be the most economic and ultimately which will yield to him 
the greatest profit. We believe basically that those determinations 
should be made in the market place and should not be affected favor- 
ably or unfavorably by the application of an excise tax. 

Mr. Keocu. Let me be bold enough to interrupt you at that point 
and ask you if you do not agree that the manufacturer who dis- 
tributes solely through controlled retail outlets should not be in 
the position of fixing relatively arbitrarily the theoretical wholesale 
price to that retailer and paying the manufacturer’s tax on that? 
Do you not agree that the Department or the Service should have 
the right under those circumstances to go in and reconstruct a fair 
manufacturer price? 

Mr. Pauu. Very definitely, Mr. Keogh, I agree with you. 

Mr. Kroon. If you agree with that extreme, why do you disagree 
with the extreme where a manufacturer distributing his entire output 
through independent retailers and directly to the retailers should not 
have the tax computed on his, the manufacturer’s, price to that outlet? 
That is the reverse of the first instance, is it not ? 
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Mr. Pau. Perhaps so. Our view is this: The present law provides 
that the Commissioner shall have the power to establish a fair manu- 
facturer’s price in any case where there was a sale at less than arm’s 
length and we propose that that authority be continued. That 
obviously is necessary to prevent tax avoidance. I do not think there 
is any disagreement between us with respect to transactions at less 
than arm’s length at whatever level of distribution. 

Mr. Kroon. My only objection to that is that I gather the impres- 
sion that part of the uncertainty that attends in the applicaion of 
excise axes arises in those areas where there is discretion and indefi- 
niteness as a result of delayed decisions and I think the subcommittee 
has in its recommendations fairly well tried to establish definite cer- 
tain bases upon which the taxes would be computed regardless of the 
method of distribution employed by the manufacturer and in no way 
intending to influence the manufacturer in the selection of his method 
of distribution. 

Mr. Mason. You are only partly right, sir. 

Mr. Krocu. You complete it. 

Mr. Mason. The subcommittee, as I remember, took absolutely 
the recommendation of the Treasury because the Treasury said, 
“We don’t want this responsibility, and we prefer to have the law 
say that, where they sell to a wholesaler and to a retailer, that the 
wholesale price shall be the price.” That is the way I remember it, and 
we accepted that as our recommendation to try to clarify this uncer- 
tainty that is now in between these different methods of sale. 

Mr. Kroc. And the application of which uncertainty generally 
resulted in the Department’s attempting to increase the base of com- 
putation regardless of what the theortical price charged by the manu- 
facturer was. 

Mr. Mason. That is right. 

Mr. Krocu. Here we seem to have the representatives of a group 
of manufacturers and retailers suggesting an extension of this in- 
definite delegation of authority to establish fair—that is the word 
you used, is it not? 

Mr. Mason. It should be to establish uniformity. 

Mr. Krocu. “Determination of a fair manufacturer’s price when- 
ever a manufacturer sells at other than the first level of distribution 
regularly employed within such manufacturer’s industry,” I think 
there you tie in the condition that the industry should and must have 
some independent wholesalers and that is why we tied into our con- 
ditions for the manufacturer who indulges in that form of distribu- 
tion as well as directly to the retailer a uniform price fixed on his 
own practices not on what we have told him to do. 

Mr. Pavut. On that point, of course, Mr. Keogh, we are in agreement 
with the committee. Your bill provides that this relief would be 
granted only where the industry within which the manufacturer 
operated had a record of sales to wholesalers. 

Mr. Kroeu. Yes. 

Mr. Paut. We agree with that. All we are seeking here is a 
reasonable degree of uniformity without regard to the fact that cer- 
tain companies may choose to distribute at a higher level; and may I 
say this: Our group is made up of both large, and I think what we 
might fairly characterize as smaller manufacturers. Your bill as it is 
presently drafted would be generally acceptable to the larger manu- 
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facturers because the larger manufacturers commonly sell both at 
wholesale and in certain key markets choose for a variety of reasons 
to make sales directly to retailers. They meet all the requirements of 
your bill. 

The company that would not benefit from your bill more often than 
not would be the smaller company characterized by several of the 
witnesses who appeared before your committee last fall and who may 
appear again. I have not seen your list, but I think they will testify 
later that your bill would prejudice them because they sell only to 
retailers and in competition with larger companies in their industry 
who sell both to retailers and to wholesalers. 

Mr. Kroen. I agree with that part of your statement which indi- 
cates that the recommendations of the subcommittee would probably 
not be of much help to the manufacturer who sells solely and directly 
to retailers. 

Mr. Pau. That isright. 

Mr. Keoeu. I do not share, nor do I agree with the views that the 
proposed recommendation to establish as the base the wholesale price 
to independent wholesalers and apply that base to the sales made 
directly to retailers by the same manufacturer would benefit only 
what you call large companies, because we have had testimony from 
companies that are not large, that have recommended the adoption of 
that as a fair way of attempting to arrive at definiteness and not this 
uncertainty that arises from the delegation of authority to reconstruct 
a “fair manufacturer’s price.” 

Mr. Pau. Mr. Keogh, I infer from your remarks here that you are 
rather puzzled that a representative for taxpayers would be suggesting 
something which appears to be departing from this principle of cer- 
tainty into the granting of a wider degree of administrative discretion 
of the Internal Revenue Service, and I think I can appreciate your 
perplexity. We have this fundamental conflict not only in excise but 
in income taxes as well. You want simplicity. You want certainty; 
and you can generally achieve both of them at a much lower price if 
you are not concerned with equities, and it is when you attempt to 
prevent loopholes on the one hand and grant relief from inequitable 
situations on the other that you find that you must sacrifice some of 
your simplicity and possibly some of your certainty. 

The council’s view is simply this: That of all the problems in the 
manufacturers’ excise field, we say two are fundamental. One is a 
clear-cut definition of the manufacturer, whoever he may be, who is 
responsible for the paying of some amount of tax to the Government. 
That has nothing to do with how much tax he has paid but who is the 
person who must pay it. 

Mr. Keoeu. I could not hear you. 

Mr. Pauu. The first is the definition of who is the manufacturer; 
and the second major problem, which will have reflection in dozens 
and dozens of specific instances brought to your attention, is this 
equally pressing matter of competitive equality without regard to 
the particular level of distribution at which the manufacturer may 
operate. That is fundamental. That is fundamental; and I might 
point out that those of you who have given study to the provisions 
of Mr. Mason’s bill introduced some years ago, will find there that 
very careful attention has been given to this very problem, the need 





88 EXCISE TAXES 


for competitive equality, and as it operates now one manufacturer may 
be confronted, for example, stated very simply, with an excise tax of 
10 percent on his national distribution costs, on his regional distribu- 
tion costs, on his local distribution costs, which are a very substantial 
portion of the total sales price, whereas his competitor, who may be 
selling to a national distributor, finds that he is not subject to a 10- 
percent excise tax on those very same costs of performing the very 
same functions. It may well be that the committee, in its judgment, 
will decide that the cost of attempting to equalize those inequities is 
either too large in revenue loss or creates too oo an area of uncer- 
tainty or imposes too great an administrative burden upon the Service. 

Those are valid observations, but we must stand on our basic prin- 
ciple that there must be general equality without regard to the method 
of distribution deiglayeds ; 

Mr. Kroeu. You are not implying that the method of distribution 
is influenced, if not controlled, by the incidence of excise taxes ? 

Mr. Pavt. I am suggesting that excise taxes has a very direct, very 
important, bearing upon distribution. I suggest to you, Mr. Keogh, 
that a manufacturer today may very well decide that, rather than 
manufacture a given product in his own plant, he fare far better, far 
better indeed, to have that product manufactured in the plant of 
another company. In the latter situation, he will pax excise tax on 
the fair manufacturer’s price which could not include any element of 
distribution costs. Putting that product in his own factory, he is 
immediately exposed to a 5- or 10-percent excise tax on all of his costs 
of distribution. 

I suggest most seriously that that is a major factor in determining 
how products will be manufactured and how distributed. 

Mr. Karsten. Mr. Paul, would you have any idea how many manu- 
facturers sell at the retail level ? 

Mr. Mason. Do you mean retail level only ? 

Mr. Karsten. Yes. 

Mr. Paut. I would not. I would suspect that a relatively small 
minority of manufacturers sell directly to the consumer. A some- 
what larger number, percentagewise, would sell directly to retailers, 
and perhaps the majority of manufacturers in the field which we are 
discussing sell at the present time to independent wholesale 
distributors. 

Mr. Karsten. There would probably be a very, very few that would 
sell at the retail level, however ? 

Mr. Pau. That would be my best guess, Mr. Karsten. But the 
problem, may I say, is not in the case of manufacturers selling at retail 
to the ultimate consumer. The present law provides that in that 
situation the Commissioner is granted administrative authority to 
establish a fair manufacturer’s price and, of course, under the pro- 
posals of your committee, that administrative authority would be 
unchanged. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Pauu. There were a couple of other points. I realize I have 
trespassed on the committee’s time. 

Mr. Esernarter. That is the fault of the committee. 

Mr. Keoen. That — happens when somebody submits his 
prepared statement for the record and undertakes to summarize it for 





_— 
~~ 


QQ Pee een}! 


EXCISE TAXES 89 


the committee, Mr. Chairman. I would like a degree of continuity in 
the record. Asa matter of fact, Mr. Paul, do you have any statistics 
indicating what percentage of the goods distributed by manufacturers 
are distributed directly to retailers and only to retailers? 

Mr. Paut. I have no such statistics. 

Mr. Foranp. You may proceed. 

Mr. Pavt. The third major area which is of major concern to the 
council is the subject of the administration of the excise tax by the 
Internal Revenue Service. I was privileged to appear before the com- 
mittee in 1953 on this subject. The council testified last year. In the 
meantime, we have heard testimony by the Treasury last October and 
again in January and again this morning. Out of this welter of 
testimony, much of it conflicting, I think, Mr. Chairman, that you 
have succeeded in putting your finger on the problem very succinctly, 
as you did this morning. I sual I believe, that you suggested to 
the Commissioner this observation, “You need more help,” and the 
entire views of the Federal Excise Tax Council, I think, could be 
summarized in those same four words, “You need more help.” At 
the same time, it is rather difficult to provide help if the recipient of 
it does not put out a responsive hand. 

In listening to the testimony of the Treasury last year and again 
this morning, we have a feeling that the Treasury does not share the 
concern of taxpayers that the administration of the excises is not being 
handled as well as it might properly be. 

Again dealing with fundamentals, it is the opinion of the council, 
based perhaps upon misinformation or perhaps lack of information, 
or, indeed, bad judgment, that the administration of the excises from 
the Government’s standpoint and from the texpayer’s standpoint 
would be greatly assisted by recognition that excise taxes present 
problems which are different from income taxes, and that, therefore, 
there be created—indeed, re-created, I should say—within the Internal 
Revenue Service a separate functional organization under the juris- 
diction of an Assistant Commissioner directly responsible to the Com- 
missioner for the administration of the miscellaneous excise taxes 
under the jurisdiction of which Assistant Commissioner would fall 
direct line responsibility for all of the operating aspects of the excise 
taxes, responsibility for formulating regulations, responsibility for 
issuing rulings, responsibility for commenting and discussing with 
Members of this Congress pending legislation, responsibility for direct- 
ing, organizing, implementing field enforcement practices, responsi- 
bility for considering adequate clearcut lines of appeal, all of which 
functions are now being performed by various groups and subgroups 
responsible to superior authority who is responsible both for excise 
taxes as well as for income taxes. This, in our view, is fundamental; 
but we believe that, as you have very aptly stated, the Service needs 
more help. It needs more manpower, more skilled manpower, and 
that may take more money. 

_ It may well be that the Service has not been judicious in its alloca- 
tion of its existing resources. We would not know that; but, what- 
ever the answer, whatever the reason, we think the answer is a greater 
delegation and centralization of responsibility and line control. 

We are also disappointed, as your witnesses this morning acknow]- 
edged, that after the lapse of a year we still have no regulation. The 
present regulation of the manufacturers’ excise-tax field have been sub- 
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stantially unchanged for 25 years. In the retailers excise-tax field, 
they have been substantially unchanged for 15 years. The regulations 
which now obtain as you well know are regulations coded to the 1939 
Revenue Code. We think that the time has long since passed when 
the Service has a paramount obligation to get out some good up-to-date 
regulations with answers to many of these problems that are troubling 
we taxpayers. 

With respect to the matter of rulings, as we have testified previously, 
we are disappointed with the level of rulings not only with respect to 
the numbers being published but also with respect to the basic content 
of the rulings being published. We think further improvement is 
very much in order. 

With respect to the appellate procedures, and listening to the testi- 
mony this morning, I had the feeling that perhaps there was a mis- 
understanding of the taxpayers’ recommendations in this field. The 
Appellate Division, as I understand it, may very well be reasonably 
adequate to consider taxpayers appeals from deficiencies in tax assessed 
as a result of field audit, but the Appellate Division as now constituted 
has no authority to my knowledge to consider appeals from rulings 
which the taxpayer may have reason to believe are not valid. 

I was interested also in the comment this morning that out of a 
number of cases, 25 I believe, which came to the Appellate Division, 
which involved rulings issued sometime before, of course, 9 of them 
were settled on the basis of the rulings, 9 were set aside and 7 were 
settled because of the strength of the taxpayers’ litigation position. 
I was rather struck by the fact that out of the 25 only 9 clearly passed 
muster in the Appellate Division. I do not know what inferences you 
would draw from that, but I am only suggesting that if only 9 out 
of 25 met with the unqualified approval of the Appellate Division that 
the Appellate Division’s views and those of the excise-tax ruling 
branch are not as close as I would like to believe. So we repeat, as we 
have before, and as other groups have, that we think fundamentally 
the best answer is to give the Tax Court jurisdiction over excise dis- 
putes as it now has over income-tax disputes. If, in the judgment of 
the committee, that is not the best approach, then in the alternative we 
would like to see the establishment of a special Appellate Board within 
the Internal Revenue Service as you have already suggested, which 
would have common jurisdiction as the final arbiter of Internal Rev- 
enue Service policy with respect to appeals both from rulings as well 
as from adverse field determinations, 

I would think, Mr. Chairman, that that would pretty well sum- 
marize the council’s views in this area. Thank you very much. 

Mr. Mason. Mr. Chairman? 

Mr. Foranp. Mr. Mason. 

Mr. Mason. Mr. Paul, you have given us a very informative and con- 
structive statement giving suggestions that are constructive showing 
exactly where you differ with the Treasury, and perhaps with some 
of the points in our bill, and I think, Mr. Chairman, that this is one 
witness that we have at least received some mighty good pointers 
from to include in our report. 

That is all, Mr. Chairman. 

Mr. Foranp. We thank you, Mr. Paul, for your contribution. 

Mr. Pau. Thank you, Mr. Chairman. 
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Mr. Foranp. The next witness is Mr. Charles Gold. 

Is Mr. Gold here ? 

Mr. Gold is not here. 

The next witness is Mr. Arthur Sturgis. 

Is Mr. Sturgis here? 

Come forward, please. 

Mr. Srurats. Mr. Chairman, Mr. Jones who was to have delivered 
this statement was suddenly called out of town this morning. He 
asked me to submit his statement for the record and to give you a 
very brief summary of it. With your permission, I will do that. 

Mr. Foranp. Will you give your full name? 

Mr. Srurers. My name is Arthur Sturgis, Jr., I am employed by 
the American Retail Federation, with offices at 1145 19th Street, 
here in Washington. 

Mr. Foranp. You may proceed. 


STATEMENT OF ARTHUR STURGIS, JR., AMERICAN RETAIL 
FEDERATION 


Mr. Srvrers. The first point in Mr. Jones’ statement is that the 
present selective discriminatory excise taxes should be repealed. They 
are obstacles in the way of the ever-expanding economy which we 
must have to insure our national defense and the success of our pro- 
grams. Repeal would afford increase in sales of the items subject 
to these taxes. 

Second, if all of these taxes cannot be repealed immediately serious 


consideration should be given to rate reduction for the same reasons 
as stated for repeal. 

Third, the retail industry supports the principles of the Simpson 
bill, H. R. 12421, which provides for a recodification and a reclarifica- 
tion of present retail excise taxes. If repeal of these taxes cannot be 
achieved, the principles of the Simpson bill should be enacted. 

That is the summary of Mr. Jones’ statement, Mr. Chairman. 

Mr. Foranp. That concludes your statement. 

We will incorporate Mr. Jones’ statement in the record. 

(Statement referred to follows :) 


STATEMENT OF ROWLAND JONES, JR., PRESIDENT, AMERICAN RETAIL FEDERATION 


Mr. Chairman and members of the committee, my name is Rowland Jones, Jr. 
I am the president of the American Retail Federation with offices at 1145 19th 
Street NW., Washington, D. C. 

The American Retail Federation is a federation of 30 national retail associa- 
tions and 37 statewide associations of retailers, representing in their combined 
membership more than 800,000 retail outlets. 

The retail industry is now and has always been strongly opposed to the present 
selective and discriminatory taxes. Its views on this subject, which I present to 
you, can be summed up in three short words, “repeal, reeducation, revision.” 


THE PRESENT SELECTIVE TAXES SHOULD BE REPEALED 


The American Retail Federation believes that the real issue before this coun- 
try now and in the days to come is the necessity of insuring an ever-expanding 
economy. Our whole program and way of life is tied to this. Without an ever- 
expanding economy we could not pay for an adequate system of defense, our 
highway program could never be completed, and I shudder to think of the costs 
of our old-age insurance system if we did not have ever-increasing employment 
and production to pay for it. 
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Our economy and our standard of living are dependent upon the successful 
production and sale of goods which people are not compelled to buy. In fact the 
barest necessities of life could not be supplied to all of our people if it were 
not for the jobs and purchasing power created through the production and sale 
of goods which some call luxuries. We do, in fact, have a luxury standard of 
living, which has been built, for the most part, by the creation of new types of 
goods and the creating of new human wants for them. We must preserve and 
raise this standard, and it can be done only through an ever-expanding economy. 

To insure an ever-expanding economy we must apply to every act and function 
of Government the acid test as to whether it contributes to that end. 

The taxation of the production and distribution of goods and services through 
excise taxes has no place in a peacetime tax structure. Such taxation is a burden 
and a hurdle in the path of an expanding economy. Our need is more and more 
production, more and more new products, more and more improvements in old 
products, and finally and most important their sale to consumers. 

It is highly unrealistic to single out special categories of goods and services 
for unfair and discriminatory taxation. Whether the goods and services se- 
lected are luxuries or necessities—and many now taxed are not luxuries by any 
defensible standard—the fact remains that all types of goods represent new 
wealth, furnish new jobs, and add to the total national income. Such taxes are 
no more than a tribute which must be paid before the goods reach the consumer, 
a tribute which cuts purchasing power by raising the retail price, which de- 
creases total consumption and which cuts the taxable income and profits all 
the way back to the point of origin of the goods and their components, to say 
nothing of the reduction in the number of jobs available. 

There is one other point that should be urged in this connection. There is a 
strong sentiment in the country for tax relief for small business. Many pro- 
grams have already been devised and you will probably have even more by next 
year. But to the small unincorporated retailer, the little druggist, the little 
jeweler, the luggage dealer and furrier, the only semblance of tax relief that 
appears possible is the repeal of the taxes on the goods he sells, and the stimula- 
tion of his business by that means. It goes still farther, since many small un- 
incorporated retailers sell goods now subject to one of the discriminatory manu- 
facturers’ taxes—radios, TV’s, phonographs, records, musical instruments, elec- 
tric, gas, and oil appliances, to name a few—the sales of which would be stimu- 
lated by the repeal of the taxes. And all small retailers bear a heavier propor- 
tional burden of the tax on the transportation of goods, since there are more 
breaks in transit as the goods come from the manufacturer to the retailer. 
These small retailers need tax relief as much, if not more, than their bigger 
competitors, but most of the usual avenues of tax relief are closed to them. 
Repeal of the discriminatory excise taxes would afford them real relief. 

Our first point, therefore, is that repeal of the discriminatory excise taxes is a 
vital step toward insuring an ever-expanding economy and would be of real 
assistance toward providing tax relief for small business. 


IF REPEAL IS IMPOSSIBLE THE PRESENT RATES SHOULD BE REDUCED 


Retailers realize that complete repeal of each and every one of the discrimina- 
tory excises may not be possible in the next session of Congress. Although they 
strongly believe that added sales and from this added production would in the 
long run tend to make up for a great deal, if not all, of the tax revenue lost 
through repeal, nevertheless, they admit that the present budget situation is a 
tight one, that there are other tax inequities that deserve favorable considera- 
tion, and that therefore complete repeal of all of the discriminatory excise taxes 
may not be possible immediately. 

In this case, they feel that serious consideration should be given to a reduction 
in existing rates. A reduction in existing rates would accomplish a part, though 
not all, of what could be expected from complete repeal. It would be a step in the 
right direction and to that extent would help our economy and give some relief 
to small business. 

Furthermore, reduction in existing rates would eliminate one of the more 
glaring discrepancies now existing in the rate structure. Electric, gas, and oil 
appliances are presently taxed at 5 percent, whereas the tax on radios, phono- 
graphs, television sets, musical instruments, and many others is still 10 percent. 
These are competing items in many cases, and there is no justification in con- 
tinuing the discrimination. 
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It should be noted here that a reduction in rates does not mean a similar 
reduction in revenue. Collections under the retail excise taxes, for example, did 
not drop to 50 percent of the former amount when the retail excise taxes were 
reduced from 20 to 10 percent. 


A REVISION OF THE STATUTORY LANGUAGE OF THE RETAIL EXCISE TAXES IS IMPERATIVE 


In the case of the four retail excise taxes, if complete repeal cannot be achieved 
at this time, a revision of the statutory language is vitally necessary. The 
taxes on jewelry, furs, and toilet preparations were enacted in 1941, and the tax 
on luggage in 1944. Over the years, these taxes have caused many administrative 
headaches, both in the Internal Revenue Service and in the retail store. There 
is a vast borderline area where the tax statutes of innumerable items is not 
clear. It is difficult for the large retailer, and virtually impossible for the small 
retailer, to determine whether he is collecting the tax in all cases where he 
should, or whether he is charging the customer a tax when no tax should apply. 

This vitally needed clarification of existing law is now before you in the 
Simpson bill, H. R. 12421. As I understand it, the bill makes very few substan- 
tive changes in existing law, but is actually based on the present language plus 
the rulings of the Internal Revenue Service. 

The enactment of this bill would go far to remove many administrative prob- 
lems which have existed ever since the taxes were enacted and would facilitate 
the collection of the tax in the store and by the Internal Revenue. 

There are two provisions of this bill, however, on which the retail industry 
is not in agreement. These provisions provide that, in the case of the jewelry 
tax and in the case of the luggage tax, any item sold for less than $5 would be 
exempt from tax. 

Many retailers, particularly those who sell this lower priced merchandise 
exclusively, strongly urge the enactment of these cutoff provisions. On the other 
hand, other retailers, selling higher price lines, oppose this cutoff provision. 

In conclusion, I should like to state that we believe that repeal of the dis- 
criminatory selective excise taxes is for the best interest of the country and 
would provide immediate relief to small business. If repeal of all of these 
taxes is impossible, serious consideration should be given to a rate reduction. 
And, unless all of these taxes are repealed, clarification and simplification of 
these taxes through the enactment of the Simpson bill is vitally necessary. 


NATIONAL ASSOCIATIONS 


American National Retail Jewelers Association 
American Retail Coal Association 

Associated Retail Bakers of America 

Association of Family Apparel Stores, Inc. 

Institute of Distribution, Inc. 

Limited Price Variety Stores Association, Inc. 

Mail Order Association of America 

National Appliance & Radio-TV Dealers Association 
National Association of Chain Drug Stores 

National Association of House to House Installment Companies, Inc. 
National Association of Music Merchants, Inc. 
National Association of Retail Clothiers & Furnishers 
National Association of Retail Grocers 

National Association of Shoe Chain Stores 

National Foundation for Consumer Credit, Inc. 
National Industrial Stores 

National Jewelers Association 

National Luggage Dealers Association 

National Retail Dry Goods Association 

National Retail Farm Equipment Association 
National Retail Furniture Association 

National Retail Hardware Association 

National Retail Tea & Coffee Merchants Association 
National Shoe Retailers Association 

National Sporting Goods Association 

National Stationery & Office Equipment Association 
Retail Paint & Wallpaper Distributors of America, Inc. 
Super Market Institute, Inc. 

Women’s Apparel Chains Association, Inc. 
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STATE ASSOCIATIONS 


Alabama Council of Retail Merchants, Inc. 
Arizona Federation of Retail Associations 
Arkansas Council of Retail Merchants, Inc. 
California Retailers Association 
Colorado Retailers Association 
Delaware Retailers’ Council 
Florida State Retailers Association 
Georgia Mercantile Association 
Idaho Retailers Association, Inc. 
Illinois Federation of Retail Associations 
Associated Retailers of Indiana, Inc. 
Associated Retailers of Iowa, Inc. 
Kentucky Merchants Association, Inc. 
Louisiana Retailers Association 
Maine Merchants Association, Ine. 
Maryland Council of Retail Merchants, Inc. 
Massachusetts Council of Retail Merchants 
Michigan Retailers Association 
Minnesota Retail Federation, Inc. 
Missouri Retailers Association 
Nebraska Federation of Retail Associations, Inc. 
Nevada Retail Merchants Association 
Retail Merchants’ Association of New Jersey 
New York State Council of Retail Merchants, Inc. 
North Carolina Merchants Association, Inc. 
Ohio State Council of Retail Merchants 
Oklahoma Retail Merchants Association 
Oregon State Retailers’ Council 
Pennsylvania Retailers’ Association, Inc. 
Rhode Island Retail Association 
Retail Merchants Association of South Dakota 
Tennessee Retail Merchants Council 
Council of Texas Retailers’ Association 
Utah Council of Retailers 
Virginia Retail Merchants Association, Inc. 
Associated Retailers of Washington 
West Virginia Retailers Association, Inc. 
Mr. Foranp. Thank you, sir. 
Mr. Srurats. Thank you. 
Mr. Foranp. The next witness is Mr. Arnold Schiffman. 
Is Mr. Schiffman here ? 
Will you give your full name and the capacity in which you appear 
for the purposes of the record, please ? 


STATEMENT OF ARNOLD A. SCHIFFMAN, CHAIRMAN, JEWELRY 
INDUSTRY TAX COMMITTEE, INC. 


Mr. Scuirrman. Mr. Chairman, gentlemen of the committee, my 
name is Arnold A. Schiffman. I am president of Schitfman’s, Inc., a 
retail jewelry store in a town of 75,000 persons, at Greensboro, N. C. 

I come before you today as chairman of the Jewelry Industry Tax 
Committee. This committee is representative of all levels of the 
jewelry industry—manufacturers, wholesalers, retailers, and the jew- 
elry labor unions. I am honored to make this presentation which 
portravs the effect of the Federal retail excise tax on all levels of 
our industry, comprised of approximately 40,000 business establish- 
ments and several hundred thousand workers. 

The jewelry industry. is an industry composed of small businesses, 
with very few exceptions. I would like to say here that there are a 
few large firms in this field but very, very few. 
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In the absence of a satisfactory and generally accepted definition 
of what constitutes a small business in retailing, may I elaborate a 
moment on this subject, the 1954 Census of Business places the average 
annual sales volume of jewelry stores at $58,000. More than 87 per- 
cent of all retail jewelry stores do an annual volume of less than 
$100,000. The average jewelry stores does less annual volume of busi- 
ness than the average grocery store, hardware store, or drug store, so 
I feel safe in saying that the jewelry industry is indeed an industry 
composed of small businesses. 

I believe you gentlemen will agree with me that an industry, though 
it is composed of small businesses, i is and can be a necessary and essen- 
tial part of our economy. The jewelry industry produces employment, 
purchasing power, opportunity, and the means of earning a living 
for its thousands of workers and business owners, which is of impor- 
tance in the national economy. 

I come before you to plead for the elimination of the Federal retail 
excise tax on jewelry. Only by this means can you safeguard and 
insure continuance of the oldest known craft—and restore to its manu- 
facturers and its storekeepers and its workers the right of free non- 
discriminatory endeavor. 

I do not believe that there is another tax in the whole Federal tax 
structure, that has the stifling effect on any other industry that the 
excise tax has on the jewelry industry. ‘The recessive effect of the 
tax is depriving the members and workers of our industry the right 
of opportunity and growth enjoyed by many others. 

The tax was originally imposed by the Revenue Act of 1941, as a 
temporary measure to help meet the demands of our great war effort. 
The jewelry industry accepted and bore this burden in a truly patri- 
otic spirit, at a time, even then when many of our competitor indus- 
tries were not taxed. The tax has been no small or inconsequential 
matter. In this postwar period of great competition it constitutes a 
substantial and easily discernible disadvantage for the products of 
our industry, inhibiting its growth, and limiting the opportunities of 
its workers and its members. 

The jewelry business is essentially a gift business. The greatest 
volume of jewelry sales are made for gift purposes. Over 20 percent 
of the volume of jewelry sales are made for amounts of less than $20. 
These sales account for 70 percent of total store traflic. 

In the gift market, products of the jewelry industry must compete 
with hundreds of products of other alleen that are not taxed, some 
within our industry and some without. The tax frequently becomes 
the yardstick of public rejection of jewelry products. It is small 
wonder that the jewelry industry has been left far behind in the recent 
dynamic growth of our economy. 

The sales-deterring effect of the tax has resulted in efforts of evasion 
as well as disrespect for the law among unscrupulous people. The 
nature of the jewelry business makes it impossible for the neve ul 
Revenue Service to equitably enforce collection of the tax. 

Gentlemen, if you were able to triple the number of men in that 
Service, the added manpower alone could not police piecegtelly 47th 
Street in New York. 

A great volume of sales are made in the black market without pay- 
ment of the excise tax. This illegal competition places additional 
competitive burdens on the legitimate and law-abiding merchant. 
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Coupled with the loss of excise revenue on illegal sales is the loss of 
revenue from the income tax on these transactions, because they are 
never reported. The scrupulous jeweler loses business to the sellers 
of products that are tax free, and to those who sell our products with- 
out tax. 

A comparison between the 1948 and 1954 census of business shows 
a startling disparity between the growth of the jewelry retail industry 
and the growth of other retail industries. In 1948 the average retail 
jeweler did an annual volume of $57,500, while in 1954 the average 
retail jeweler had increased his volume by only $500—to an annual 
volume of $58,000, an increase of less than 1 percent—at a time when 
the average retail store, in all other retail industries, showed an aver- 
age increase of over 33 percent. In 1946, jewelers were getting $1.23 
out of every hundred dollars spent in retail stores. In 1954, their 
share had fallen to 82 cents, a drop of 3314 percent. 

The plight of the jewelry industry is further graphically illustrated 
in recent figures compiled by the Jewelers Board of Trade. Financial 
embarrassments in the jewelry industry increased 53.6 percent in 1955 
over those in 1954. During 1955, 80.6 percent more jewelry concerns 
were in financial difficulties than the average for the preceding 9 years. 
These figures do not include concerns in temporary distress, arranging 
to pay 100 percent. Nor do they include concerns that were forced 
to close without creditor involvement. 

Retail jewelry store earnings, as might be expected, seriously re- 
flect this unfavorable and discriminatory situation. Figures com- 
piled by the National Jewelers Association show an operating loss for 
single units stores of 3.35 percent, for the year 1955. 

Something very pleasant to us is that the 1956 Democratic plat- 
form states, “We pledge ourselves to tax relief for all small al in- 
dependent businesses.” 

{r. Keocu. Are you purposely eliminating page 4 of your state- 
ment ? 

Mr. ScuirrMan. Possibly I turned it without knowledge of having 
turned it. Thank you. 

Mr. Karsten. On that point you should also read the Republican 
platform. They say they favor “Initiation of a sound policy of tax 
reduction which will encourage small independent businesses to 
modernize and progress.” 

Mr. Scutrrman. I have that. 

A year when our economy reached the highest level of production 
of all time. This represents a critical situation for the typical jewelry 
store, which is a small operation. The tax has inhibited growth— 
makes impossible modernization—and voids opportunity. 

When we consider the fact that, historically, the growth of the 
jewelry industry parallels the growth of our economy and that in the 
nonwar years since the tax there has been almost complete stagnation, 
the conclusion is inescapable that this discriminatory and unfair tax 
is basic to the jewelry industry’s problems and troubles. 

Our industry does not seek special favors, but asks only for the 
ae to compete in the American way, on a fair footing with the 
industries with which we must compete. I am cognizant of the many 
excise taxes in our Federal trade structure. I further realize that 
present budget requirements make it impossible to eliminate all excises 
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without finding other substantial sources of revenue. However, the 
budget surplus of the past fiscal year and the contemplated surplus 
for the present fiscal year affords opportunity for correction of a most 
unjust and discriminatory tax without effect on budget requirements. 
At this point may I also mention that the elimination of the excise tax 
on jewelry does not mean a a loss in revenue. It is our 
belief that much, of not all, of the loss of revenues occasioned by 
elimination of the tax will be made up through increased withhold- 
ing, income, and corporate taxes through business expansion. 

The consuming public wholly benefited from the 1954 reduction in 
tax rate. Total savings in excise tax will again be passed on to the 
consumer in its entirety, both as a matter of right for the consumer and 
because of competitive forces. The advantages accruing to the in- 
dustry will be through increased production and sales alone. 

Our hopes for prompt relief have been greatly encouraged by the 
recent platforms of our two great national parties, in their statements 
for relief for small business. 

The 1956 Democratic platform states: 

We pledge ourselves to tax relief for all small and independent businesses by 


fair and equitable adjustments in Federal taxation which will encourage business 
expansion. 


The 1956 Republican platform promises: 


Initiation of a sound policy of tax reductions which will encourage small 
independent businesses to modernize and progress. 

The Cabinet Committee on Small Business, in their progress report 
of August 7, 1956, cites the necessity for tax relief for small business. 

Senator John Sparkman, speaking of tax relief for small business, 
in his letter of transmittal of the report of the Advisory Committee 
on Small Business of the Democratic National Committee, states: 


This is a field that calls for prompt action. 


If these authoritative statements and promises have substance and 
veracity, tax relief for the jewelry industry cannot longer be denied. 

I am sure that they have substance and veracity, and, gentlemen, 
I would like to request the privilege of filing a supplementary state- 
ment of available statistical information. With this let me make one 
small plea, sir. 

Mr. Foranp. On that statement, that is not a bulky document ? 

Mr. Scutrrman. No, sir. 

Mr. Foranp. You may leave it with the clerk, and if we find it not 
too large, we will be able to incorporate it. 

Mr. Scuirrman. May we have a short time, possibly 2 weeks, in 
which to file? 

Mr. Foranp. Yes; I believe so. 

Mr. Scutrrman. Thank you very much. I am sure that you gen- 
tlemen appreciate the spirit of fair play that pervades the American 
public. You are a part of it. The jewelry industry is asking fair 
play and the opportunity to grow again. Thank you very much. 

Mr. Foranp. That concludes your statement? Are there any 
questions ? 

Mr. Mason. Mr. Chairman ? 

Mr. Foranp. Mr. Mason. 


85776—57——_8 
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Mr. Mason. There are some parts of your statement which I just 
cannot understand, sir. On page 3 you state: 


Financial embarrassments in the jewelry industry increased 53.6 percent in 
1955 over 1954. 


Then you say: 


During 1955, 80.6 percent more jewelry concerns were in financial difficulties 
than the average for the preceding 9 years. 

Now, as I recollect it, we gave tax relief to the jewelry industry in 
1954. We cut the tax from 20 percent to 10 percent so that now, if we 
give further relief, perhaps next year they will be in worse financial 
condition than this year, according to these statements, and that is 
the thing that I just ‘cannot square ‘with the plea that you are making 
for further tax relief. 

Mr. ScuirrMan. Mr. Mason, I have no argumentative answer except 
that the facts are there. We are in tough shape. 

Mr. Mason. There must be some other reason then for these 
financial difficulties beside the tax. 

Mr. ScuirrMan. No doubt there is. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Keoeu. Mr. Chairman ? 

Mr. Foranp. Mr. Keogh. 

Mr. Kroen. I would like to clarify, Mr. Schiffman, your reference 
to 47th Street in New York City. You did not mean, I am sure, 
to imply that all the concerns loc ated in that so-called jewelry district 
are in need of policing; did you ? 

Mr. Scuirrman. I certainly would not make such a statement, Mr. 
Keogh, because I do not have definite information on that score. 

Mr. Kroau. You interpolated some language in your prepared 
statement indicating that, if the staff were increased three times, 
that would not be enough to check on 47th Street. You did not mean 
to imply, therefore, that 47th Street has no reputable jewelers. 

Mr. ScuirrMan. Mr. Keogh, I do know that complaints have been 
placed with the Internal Revenue Department concerning transactions 
on 47th Street and policing requested, and we were informed—or 
those who did.place the question were informed—that they had no 
personnel to put in there and police it. I think that we may take 
it for granted that a great deal goes on there that needs policing and 
which is not receiving it. 

Mr. Krocn. That may be, but I certainly do not want the state- 
ment to go unchallenged that only on 47th Street does the jewelry 
industry need policing. 

Mr. Scruirraan. No, there is plenty more of it that does and 
there are reputable firms in 47th Street. 

Mr. Kroeu. So you would extend 47th Street to inelude Main 
Streets, too; would you not ? 

Mr. ScnirrMan. Yes, sir. 

Mr. Foranp. Are there any further questions ? 

If not, we thank you for your contribution. 

The committee will now stand adjourned until 10 o’clock tomor- 
row morning. 

(Whereupon, at 3:95 p. m., the committee recessed, to reconvene 
at 10 a.m., Tuesday, November 27, 1956.) 
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TUESDAY, NOVEMBER 27, 1956 


House or REPRESENTATIVES. 
SUBCOMMITTEE ON Excisp Taxes OF THE 
ComMMITTEE ON Ways AND Mzans, 
Washington, D. C. 
The subcommittee met, pursuant to recess, at 10:05 a. m., Hon. Aime 
J. Forand (chairman of the subcommittee) presiding. 
Mr. Foranp. The committee will come to order. 
The first witness this morning is Senator Magnuson. 


STATEMENT OF HON. WARREN G. MAGNUSON, A UNITED STATES 
SENATOR FROM THE STATE OF WASHINGTON 


Senator Macnuson. Mr. Chairman and members of the subcommit- 
tee, Lam very glad for this opportunity to set forth my views on a mat- 
ter which I feel falls within the scope of these hearings on Federal 
excise-tax policy. In the light of the hearings held by our committee, 
I would like to urge you to eliminate the excise tax from all-channel 
television receivers. It is my opinion that by granting such tax relief 
you can make a major contribution toward a solution for a problem 
which seriously threatens the development of a nationwide, competi- 
tive television system for our country. 

As you may know, the Senate Committee on Interstate and Foreign 
Commerce has been concerned for some time over the fact that our 
television system has not been developing in the way it should. Hear- 
ings on this matter were held in May and June 1954, and again in Jan- 
uary-July 1956. In the course of these proceedings it has been clearly 
established that the 12 VHF channels presently allocated for television 
service are inadequate to provide a nationwide competitive television 
system. It has further been established that no such system—with 
multiple service for all our people and an opportunity for numerous 
local stations serving as outlets for community expression—can be de- 
veloped without making full use of the 70 UHF channels first allocated 
to television in 1952. 

While it has thus been demonstrated that the UHF channels are a 
tremendous national asset, vital to the sound development of our com- 
munications system, it was also made clear that these channels are 
not being successfully incorporated into our national television struc- 
ture. Rather, these channels are falling into disuse—of 343 UHF 
grants made by the FCC, only about half ever went on the air and just 
91 commercial UHF stations are now operating. Many grants are 
being held in suspense, and hundreds of UHF frequen cy allocations 
have never even been applied for. 
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The explanation for this unfortunate development was also spelled 
out in our hearings. Contrary to the hopes of the FCC, the CHF 
stations going on the air beginning in 1952 were not fully competitive 
with the established VHF stations then in operation. But the most 
serious problem faced by UHF broadcasters, then as now, was that 
they were confronted by the fact that not 1 of the 17 million television 
sets then in the hands of the public was capable of receiving a UHF 
signal. This meant that each new UHF station going on the air 
started out under a serious handicap in that it eoatld not reach an 
of the receivers in the area while its F competitors could reach all 
of them. 

In attempting to overcome this initial disadvantage, UHF broad- 
casters were forced to undertake promotional campaigns to persuade 
viewers to convert their sets—or to purchase new all-channel sets— 
and to buy and erect new UHF antennas. Since this costs anywhere 
from $50 to $100, and since in the early days the resulting service was 
not always satisfactory, these efforts were often unsuccessful. In 
those areas with well established VHF service UHF stations were gen- 
erally unable to effect conversions in sufficient numbers to make them 
competitive in seeking network affiliations and advertising support for 
their operations. 

It was agreed by all who appeared before our committee that in 
any effort to strengthen UHF broadcasting the first essential step 
would have to be the stimulation of production of all-channel televi- 
sion sets, so that UHF stations will have access to the receivers in their 
coverage areas. Toward that end, our committee has met with the 
manufacturers of sets and tuners, but they felt that they were unable 
to do anything through mutual agreement because of possible antitrust 
complications. I have also consulted with the Federal Trade Commis- 
sion to see whether it has authority to regulate labeling of VHF-onl 
sets or to take some steps which would show the limitations of suc 
VHF-only sets. However, the Commission concluded that it has no 
power to act in this connection. 

One other method suggested to promote the production of all- 
channel sets was the elimination of the Federal excise tax on such sets. 
This would wipe out the present cost-and-price differential in favor of 
VHF-only sets and remove the incentive to manufacture such incom- 
plete sets, since the public would obviously buy all-channel sets ex- 
clusively if they sola be purchased as cheaply as VHF-only sets. 

It should be made clear that all-channel sets are highly desirable 
from the standpoint of the public as well as DHF bnoblet: Such 
sets will receive VHF signals just as efficiently and just as satisfac- 
torily as existing VHF-only sets, and in addition will permit reception, 
with ever-improving qualify, of UHF signals as well. This means that 
viewers in areas with existing UHF stations will be able to receive 
additional program service without costly conversion. Similarly, 
anyone moving into one of the areas now having UHF-only service— 
such at Fort Wayne, Ind., Peoria, Il., and Wilkes-Barre, Pa.—would 
immediately be able to get local television service. But most important 
of all would be the benefits to everyone incident to the opening up of 
our television service by increasing the usefulness of the 75 percent 
of our television frequencies which lie in the UHF band. Thus, if we 
can achieve 100 percent production of all-channel sets through excise- 
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tax relief, the public will receive a better product at not extra cost, 
and we can look forward to the development of the kind of a national 
television service which this country needs. Only in this way can many 
communities hope to get local service, or to have a second, third, or 
fourth program service. 

There is attached hereto as appendix A a portion of Senate Report 
No. 2769, 84th Congress, 2d session, issued by the Committee on Inter- 
state and Foreign Commerce. This was an interim report on the 
allocations phase of the committee’s television inquiry. The portion 
reproduced here, pages 12 to 14, inclusive, deals with this excise-tax 
matter and with the overall conclusions of the committee, and as to 
this phase of the matter represents the unanimous views of all the 
members of the committee. It outlines the steps previously taken by 
the committee to effect excise-tax relief for all-channel sets. 

There is also attached hereto as appendix B an exchange of corre- 
spondence between the committee and the Treasury Department. This 
was initiated by a letter signed by all 15 members of the committee 
urging the Secretary of the Treasury to support the elimination of 
the excise tax from all-channel color television sets. As is pointed 
out in the excerpt from the committee’s interim report, appendix A, 
the committee had earlier urged elimination of the excise tax from 
all-channel sets generally—and still feels that this would be the 
soundest policy because it would have the most immediate and exten- 
sive impact upon the problem. 

Therefore a number of witnesses who appeared before our com- 
mittee this year urged a more modest solution—the elimination of the 
tax on all-channel color sets. This would obviously not operate to 
stimulate production of all-channel sets as rapidly as would the com- 
plete elimination of the tax from all such sets; however, it would 
accomplish the same result in time as color sets gradually replace 
black and white receivers. In addition, this proposal has the advan- 
tage of not involving any significant immediate loss of revenue, since 
color sets are not as yet being sold in great numbers. 

I wish to make it crystal clear that it is most desirable to have the 
total elimination of excise taxes from all-channel sets generally—black 
and white as well as color. I am so deeply impressed with the urgent 
need for developing the UHF frequencies into an integral part of 
our expanding television service that we feel that the country could 
well aftord the loss of revenue which would result from such a policy. 
In the long run, in fact, it is felt that this course would produce far 
greater revenues for the Treasury than would be lost in the immediate 
future. The stimulation of UHF broadcasting will increase the num- 
ber of stations in operation, will add to the number of program serv- 
ices necessary to supply these stations, will promote employment in 
broadcasting and all related fields, and will contribute to the overall 
health of our economy by making this tremendously effective adver- 
tising medium available to all of American business, local as well as 
national. The resulting expansion in broadcasting activity and in 
business generally will produce increased revenues on a scale which 
should far exceed the amounts involved in the proposed excise tax 
relief. 

If some relief is not granted, and soon, we will not only prolong the 
mistakes already made but will repeat the mistakes by flooding the 
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public with sets which can receive only 12 of the 82 channels pres- 
ently allocated for television. I feel it would be sound policy and in 
the public interest to remove the excise tax on all-channel sets be- 
cause of the contribution which it would make to urgently needed 
solutions to our difficulties in the communications field. In doing so, 
you will be performing a valuable public service. 

I therefore strongly urge you again to take the steps necessary to 
eliminate the excise tax from all-channel television receivers. 

If you have any questions or desire any further material in connec- 
tion with this matter, I shall be happy to supply you with any informa- 
tion at my disposal. 

Thank you very much for this opportunity to express my views 
on this important problem. 

(Appendix A and appendix B follows:) 


APPENDIX A. EXcerPTS FROM THE INTERIM REPORT OF THE SENATE COMMITTEE 
ON INTERSTATE AND ForEIGN COMMERCE, SENATE Report No. 2769, 84rH Con- 
GRESS, 2p SESSION, JULY 23, 1956. 


VII. THE PROPOSAL OF CONGRESSIONAL ACTION TO PROMOTE MANUFACTURE AND SALE 
OF ALL-CHANNEL RECEIVERS THROUGH EXCISE TAX RELIEF 


The Commission has noted that it cannot completely control, and therefore 
cannot effectively promote, the manufacture and sale of all-channel television 
receivers. It therefore suggests that congressional action may be necessary 
to accomplish this, either through excise-tax relief or regulation of the inter- 
state shipment of sets. 

The committee believes that a formal announcement by the Commission that 
VHF boadcasting will be discontinued on a fixed date in the future, coupled 
with an interim requirement of simultaneous VHF-UHF broadcasting by VHF 
stations, would afford economic inducement for the manufacture of all-channel 
receivers exclusively. However, something more may be necessary. 

The committee recognizes, of course, that one of the chief contributing causes 
to the plight of UHF broadcasting is that the great majority of the television 
receivers manufactured in the past, and being manufactured now, are capable 
only of receiving VHF signals. The UHF broadcaster is therefore faced, at the 
outset, with nearly 100 percent set incompatibility, and must try to persuade 
the people in his market to convert their sets. Since this may cost up to $50, 
and in some instances has not been entirely satisfactory, the UHF station 
operator is always at a competitive disadvantage as against VHF stations in 
his market. An obvious answer is to eliminate the cost differential between all- 
channel and VHF-only sets, so that only the former will be manufactured and 
sold. 

This is one point on which there seems to have been complete agreement during 
the Potter committee hearings, and there was similar unanimity among the wit- 
nesses appearing before the committee in the course of the recent hearings. In 
like marner, there has been general agreement that the elimination of the excise 
tax on all-channel television sets would be an effective means of accomplishing 
this end. This would wipe out the existing cost and price differential between 
VHF-only and all-channel sets and would thus eliminate the incentive to manu- 
facture VHF-only sets. The public would obviously prefer, and buy, all-channel 
receivers if they could be purchased as cheaply as less complete sets. 

As a consequence of the testimony in 1954 in support of this policy, the Senate 
Finance Committee on August 2, 1954, reported H. R. 6440 with a provision 
which would allow a tax credit to accomplish this result. However, this measure 
was not acted upon prior to adjournment of the 83d Congress. Similarly on 
May 24, 1955, the present chairman of the committee wrote to the chairman 
of the Senate Finance Committee, urging action along these lines. No favorable 
action was taken, however, because the Department of the Treasury resisted 
the proposal on the ground that it would involve a serious loss of revenue. If 
the excise tax had been removed on all-channel sets when first recommended, the 
Radio-Electronics-Television Manufacturers Association has indicated that 
virtually the entire manufacture of receivers would: have been shifted to all- 
channel sets. In round numbers that would have meant that the production of 
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the last 2 years—15% million sets—would have been capable of receiving all 
channels, UHF as well as VHF. As a consequence of the failure to remove the 
excise tax, the latest estimates show that of the 37 million sets now in the hands 
of the public, only some 7 million are capable of receiving UHF signals. 

Because of this past history, a number of witnesses in the recent hearings 
proposed a more modest solution—the elimination of the tax on all-channel 
color sets. This would not, admittedly, remedy the situation as rapidly as 
would the elimination of the tax on all all-channel receivers, but it would accom- 
plish the same result in the long run as color sets gradually replace black and 
white. However, this modified proposal has the advantage that it would not 
entail serious immediate loss of revenue because color sets are not now being 
sold in great numbers. If something is not done along these lines, the mistake 
of flooding the market with sets which can receive only part of the television 
spectrum will be perpetuated. This is, therefore, the logical time to act. 

As a consequence, all 15 members of the committee signed a letter to the 
Secretary of the Treasury on March 13, 1956, urging him to support such a 
measure. After a preliminary exchange of correspondence between the Secre- 
tary’s office and the chairman of the committee, the Secretary wrote on April 
11, 1956, advising that the Treasury could not support the proposal to eliminate 
the excise tax because it would involve employment of taxes for nonrevenue 
purposes. (Copies of all the correspondence referred to above are attached 
hereto as appendix B.) 

Despite the position taken by the Secretary of the Treasury, this committee 
still feels that Congress should take the action proposed. It is most strongly 
convinced that the elimination of the excise tax from all-channel color television 
sets can make a very real contribution toward the long-range solution of the 
UHF problem. As a consequence, in exchange for a really very slight loss of 
revenue in the immediate future, a real step can be taken toward the develop- 
ment of a truly nationwide television system which will produce added revenue 
in future years through the stimulus given to television generally, in sums many 
times the present sacrifice of revenue. 

The committee still favors removal of the excise tax from all-channel sets 
generally (i. e., including black and white receivers) because this would con- 
tribute more directly and more quickly to solution of the problem than can action 
restricted to color sets. However, for the reasons set forth above, the com- 
mittee specifically urges that the House Ways and Means Committee and the 
Senate Finance Committee take prompt action to approve legislation which 
would, at the very least, eliminate the excise tax on all-channel color television 
sets, to the end that this step can be taken by the Congress at the earliest pos- 
sible moment. 

VIII. CONCLUSION 


It must be reiterated that this interim report is in every sense a partial report 
with respect to the committee’s inquiry into television during the past 6 months. 
It is not even complete with respect to the allocations phase of this inquiry, since 
only two proposals of action which can, and should, be promptly taken are offered 
here. At a later date, after further review of the record compiled in these 
hearings, the committee may have further recommendations to make regarding 
television allocation. 

Meanwhile, it is now recommended that the Federal Communications Com- 
mission move promptly to accomplish selective deintermixture on as broad a 
basis as possible, and that the Congress enact excise-tax relief with respect, at 
least, to all-channel color receivers. Inaction can only continue, and accelerate, 
the decline of UHF broadcasting, with far-reaching consequence to the future 
of the American communications system. On the other hand, action in accord- 
ance with the proposals herein—and forceful pursuit by the Commission of its 
proposal for the shift of all television to the UHF band—can mark the first real 
steps toward the elimination of one of the most serious barriers to the develop- 
ment of the kind of a television system this country should and must have. 


Ix. SUMMARY 


In this interim report, the committee has— 

(1) Generally approved the action of the Federal Communications Com- 
mission in adopting a long-range program looking toward the shift of all, ora 
major part, of television to the UHF band, and urged that the Commission 
move rapidly to the accomplishment of its stated objectives. 
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(2) Specifically approved the Commission’s interim program of selective 
deintermixture, urging that this essential preliminary step be pursued as 
broadly and rapidly as possible. 

(3) Advised that it will follow very closely the Commission’s progress 
toward achievement of both its interim and long-range proposals, and that 
it will call for periodic reports as to such progress. 

(4) Urged the Congress to eliminate the excise tax on all-channel color 
sets, at the very least. 

If these courses of action are promptly and effectively pursued, this country 
can look forward to a sound, competitive, nationwide television system. 


APPENDIX B. EXCHANGE OF CORRESPONDENCE WITH DEPARTMENT OF TREASURY 
REGARDING Excise Tax RELIEF 


UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMITTEE, 
March 13, 1956. 
Hon. GeorcE HUMPHREY, 
Secretary of the Treasury, 
Washington, D.C. 


DEAR Mr. SecrRETARY: As you no doubt know, the Senate Interstate and Foreign 
Commerce Committee has been holding hearings on television broadcasting, with 
special emphasis on the problem of preserving the ultra-high-frequency portion 
of the television spectrum. Some 1,300 of the 1,850 commercial television chan- 
nels allocated by the Federal Communications Commission lie in this portion 
of the spectrum. As a consequence, all the witnesses who have testified before 
our committee, both from the Commission and from the industry, have agreed 
that it is absolutely essential that the UHF channels be preserved if we are 
ever to develop a truly nationwide competitive system of television serving all 
our people. 

As of today, some 56 UHF stations which actually went into operation have 
left the air. Discouraged by their difficulties, 111 other holders of UHF con- 
struction permits have relinquished them prior to going on the air, and 101 other 
such permits are being held in suspense. Unless something can be done to 
improve the UHF picture, it seems entirely possible that these valuable frequen- 
cies will fall into disuse and the potential service to the people which they 
represent will be lost. One great danger is that if UHF operations do not 
receive some stimulus soon, manufacturers may have no incentive to develop 
improved transmitters and receivers for use in these frequencies. 

Many different explanations of the problem and solutions for it have been 
offered to our committee, but on one proposition all parties concerned are in agree- 
ment. All the witnesses to appear before us have indicated that one of the 
principal causes of the UHF problem lies in the fact that only some 7 million 
of the 37 million television sets in use today are capable of UHF reception. This 
places UHF stations at a distinct disadvantage in competing with VHF stations 
because they must persuade viewers to buy more expensive all-channel sets, or 
to go to the expense of converting a VHF-only set, simply to be able to reach 
the public in their areas. 

Beyond agreement as to the importance of this factor, there has been unanimity 
of feeling that the way to deal with it is through elimination of the Federal 
excise tax on all-channe] sets. You will recall that we suggested this to the 
Senate Finance Committee last year, but because of the revenue that would be 
lost and for other reasons no action was taken. However, it has been suggested 
during our current hearings that with the advent of color television we have a 
second chance to eliminate this differentiation between VHF and all-channel 
sets. It seems to our committee that if this can now be done, the disadvantage 
under which UHF stations operate can be gradually eliminated as more and more 
of the sets now in use are replaced with color sets. If, however, no affirmative 
action is now taken and VHF-only color sets begin to appear on the market, 
this grave problem will be perpetuated. It seems to us that action now is there- 
fore necessary. 

We are advised that the elimination of the excise tax on all-channel color 
sets would operate to eliminate any incentive for the manufacture of VHF-only 
color sets. Furthermore, it is our understanding that this would represent a very 
nominal loss of revenue for the immediate future, since color sets are not yet 
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being sold in quantities. It seems to us, therefore, that we are in a position to 
achieve a highly desirable result in the development of a nationwide television 
system and in the effective utilization of the spectrum at little or no cost to the 
Government. 

This is not a measure for the benefit of UHF station owners, of television 
manufacturers, or even of future purchasers of color sets, although it will assure 
them of getting sets which can receive all channels instead of anly a small per- 
centage of them. It is, rather, a simple and effective way of dealing with one 
of the root causes of a dangerous situation which threatens the future of Ameri- 
can television. The members of the Senate Interstate and Foreign Commerce 
Committee have therefore authorized me to write urging you to approve this 
proposal to eliminate the excise tax on all-channel color television sets. 

On the basis of all the information available to us, the effect of such legislation 
will be greatly to encourage the development of UHF telecasting, so that the 
public interest will be very substantially served in this vital field. 

Sincerely yours. 


[Signed by all committee members. ] 


TREASURY DEPARTMENT, 
Washington, March 28, 1956. 

Dear SENATOR MAaGNuSON: This is in reply to your letter of March 13 to Secre- 
tary Humphrey signed by you and all the other members of the Senate Committee 
on Interstate and Foreign Commerce urging tax exemption for ultra-high-fre- 
quency color television sets. As you noted, the earlier proposal to eliminate 
the tax on ordinary television sets equipped to receive the ultra-high-frequency 
channels was opposed by the Treasury Department because of the very large 
revenue loss involved. You suggest now that the immediate revenue effect of 
eliminating the tax only on color television sets would be very much less, but 
that the tax elimination would be effective in bringing about a sufficient broad- 
ening of audiences to put the UHF broadcasters on their feet. 

We have examined such relevant material on this proposal as we have thus 
far received. I discussed the subject with Secretary Humphrey at some length 
yesterday afternoon before he left on a short trip out of town. To avoid any 
further delay in answering your letter, he asked me to write to you saying that 
he was impressed with the arguments in your letter but that he is not willing to 
state a position until we have explored further all the implications of the 
proposed action. The Secretary has emphasized on many occasions that be 
believes taxation should be for revenue purposes only. Any proposal for a modi- 
fication of the existing tax structure for such reasons you propose has to be 
appraised very carefully in terms of the precedents which it would establish. 

We are concerned about new exceptions because of the possible revenue loss 
involved if other exemptions were made which might substantially reduce the 
tax base. The smaller the tax base the higher the rates have to be on the things 
that are still subject to tax in order to get any given amount of revenue. Since 
we are convinced that present tax rates are undesirable, we are anxious to get 
them down just as soon as that is possible. Any extensive increase in expendi- 
tures would involve revenue losses on a scale that would preclude the possibility 
of rate reductions on those things and incomes still subject to tax. 

Secretary Humphrey wishes me to tell you that he would write you further 
as soon as our appraisal of this subject is completed and our position determined. 

I am writing the other members of the committee who signed the letter to the 
Secretary enclosing a copy of this letter to you. 

Sincerely yours, 
DAN THROOP SMITH, 
Special Assistant to the Secretary in Charge of Tar Policy. 


UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
March 29, 1956. 
Mr. Dan TxHrRoop SMITH, 
Special Assistant to the Secretary in Charge of Tar Policy, 
Treasury Department, Washington, D. C. 

Dear Mr. SmitrH: Thank you for your letter of March 28, 1956, regarding 
the matter of tax exemption for all-channel color-television sets. I am glad 
to learn that Secretary Humphrey was impressed by the arguments set forth 
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in our committee’s letter, and can appreciate his desire to examine the implica- 
tions of the proposed action further before taking a definite position. 

I can realize that any proposal of this kind raises questions as to the prece- 
dents which may be established. However, our committee feels very strongly, 
based upon testimony taken during the last several months, that it is important 
to do something in the very near future to hold out some encouragement for 
operators of UHF television stations to the end that continued use of this 
important part of the available spectrum space will be made. 

The committee heard testimony yesterday from Joseph V. Heffernan, vice 
president of the National Broadcasting Co., with regard to this general matter. 
He pointed out that Congress had quite commonly followed a policy of relieving 
new industries and important new industrial developments free of tax in their 
initial stages. For example black-and-white television sets were not subjected 
to tax during the first 4 or 5 years of the major growth of the television indus- 
try. He suggested that color television is now in this initial stage, and that 
any tax relief of the sort proposed to promote a nationwide, competitive system 
of television would have the secondary justification of being designed to let 
the industry get on its feet. 

I appreciate your writing to me at this time to let me know of Secretary 
Humphrey’s initial reactions to our proposal. I would appreciate it very greatly 
if he would give further attention to this matter upon his return to Washington, 
and wish again to express our sincere hope that his ultimate decision will be 
favorable to this proposal made by unanimous action of our committee. 

Very truly yours, 
WARREN G. MaGnuson, Chairman. 


THe SECRETARY OF THE TREASURY, 
Washington, April 11, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear SENATOR MAanuson: This is in further reference to the letter of March 
13, signed by you and the other members of the Senate Committee on Interstate 
and Foreign Commerce, concerning special temporary tax exemption for color- 
television sets equipped to receive all channels. We have gone just as carefully 
as we know how into the consideration of the subject and we do not see how 
we can support such a move. 

In the first place, we are opposed at all times and in every way to using 
the tax law to accomplish other objectives. That can lead to most serious diffi- 
culties. It is our belief that the tax laws are for one purpose, and one purpose 
only: That is, to fairly raise and apportion among all the people in the fairest 
possible way the amount of money which we are required to spend to maintain 
our security and run the Government. 

In the second place, we do not believe that this is an appropriate time to open 
up the extremely broad subject of tax relief as a special incentive to the develop- 
ment of new products and infant industries. It may be that at some time that 
whole great field should be restudied, but during this year and at this period in 
the congressional session, it would not be desirable to raise such a tremendous 
broad issue. Any consideration of it would involve not only the selection of the 
new products and infant industries that should be favored, and adequately 
protecting older industries that are drying up, but, most important of all, 
picking out the other groups in the economy to whom the increased burden of 
taxation can be shifted to make up for the loss of tax from those who are 
favored. Full consideration of these problems would require weeks of hearings 
and an enormous amount of study to reach any fair conclusion and would be 
entirely inappropriate now. 

For these reasons I must very regretfully tell you that we cannot support 
your request. 

Very best to you. 

Sincerely, 
G. M. HuMPHREY. 


Mr. Foranp. Thank you, Senator. The next witness is our col- 
league from New York, Hon. Frank J. Becker. 
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STATEMENT OF HON. FRANK J. BECKER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


Mr. Becker. I wish to urge enactment of those provisions incor- 
porated in H. R. 12298 which relate to the exemption of ag rm edu- 
cational institutions from certain Federal excise taxes. These pro- 
visions would exempt nonprofit private schools from payment of the 
Federal manufacturers’, retailers’, transportation, and communication 
taxes levied on purchases of goods and services. The Internal Revenue 
Code already grants exemption from these taxes to public schools. 
Mr. Forand’s measure would simply amend the code to allow nonprofit 
educational institutions to enjoy the same tax treatment as that 
accorded public schools. 

I strongly recommend enactment of these provisions for the follow- 
ing reasons: 

First of all, continuance of the present policy of exempting public 
schools from payment of these excise taxes, while requiring private 
schools to pay ino constitutes discrimination against our private- 
school system. Granting this exemption to private schools is simply 
a matter of justice. The Federal Government has an interest in all 
American children—not just those attending public schools. Our 
private schools are fulfilling the prescribed standards and require- 
ments of operation capably and efficiently. In all fairness they should 
be accorded the same tax treatment as that enjoyed by State institu- 
tions. To discriminate against them by continuing to subject them 
to payment of these taxes violates our best American traditions. 

Secondly, private schools should be encouraged by tax exemption 
since they spare public treasuries considerable expense in providing 
education to large numbers of our boys and girls. In the 1953-54 
school year 4,339,163 boys and girls were enrolled in private elementary 
and secondary schools as contrasted with 30,532,166 attending public 
schools. Expenditures by these private elementary and secondary 
schools for current expenses and capital outlay in the 1955-56 school 
year amounted to $1,485 million. Were there no private schools in 
existence, the States would have had to defray this large amount spent 
last year by private schools. It has been estimated that the Federal 
Government would lose approximately $3 million in revenue each year 
should tax exemption be extended to private schools. This loss is very 
insignificant when it is compared to the amount which public treasuries 
would have to pay to provide those services now furnished by private 
institutions. 

Thirdly, every possible encouragement should be given to these insti- 
tutions which exert such a powerful influence on the moral, spiritual, 
and intellectual development of our youth. The public benefit derived 
from these institutions far outweighs the monetary loss in public 
revenues. Taxation of these schools, therefore, works against the best 
interests of the public. 

Fourthly, the funds available to private schools are very limited. 
Their limited receipts must be used to buy books, employ additional 
teachers, build a library, ete. Consequently, the services rendered by 
these institutions are reduced by the amount of manufacturers’ and 
retailers’ taxes paid on articles and services which they purchase. 
Furthermore, they are not able to look to the Federal Government for 
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aid in meeting their expenses to the same extent as are public schools, 
Finally, taxation always has the effect of discouraging private con- 
tributions since individuals are less inclined to give to these institutions 
when they know it will be confiscated in taxes. 

Fifth, privately supported education should be encouraged by tax 
exemption because some of the services provided cannot be duplicated 
by public schools. Private schools have emerged, not out of any oppo- 
sition to our public-school system, but generally because of the con- 
viction of some that religious instruction should be a part of the daily 
curriculum. These schools are thus meeting a real need in our national 
life which cannot be provided by government which adheres to the 
principle of separation of church and state. From the early beginning 
of this country, this conviction or attitude has been protected by law 
and custom. The degree to which the Federal Government imposes 
taxes on these schools impedes this very doctrine which it professes 
to follow. 

Legislation granting excise-tax exemption to nonprofit private 
schools is now overdue. I, therefore, strongly urge prompt enactment 
of this measure which will give further encouragement and assistance 
to these great American institutions. 

Mr. Foranp. If there are no questions, we thank you, Mr. Becker. 

Mr. Becker. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness on the calendar this morning is the 
Rev. Dr. Stanley Lowell. Will you come forward, please, sir. 

Will you give your full name and the capacity in which you appear 
for the record, please. 


STATEMENT OF REV. C. STANLEY LOWELL, ASSOCIATE DIRECTOR, 
PROTESTANTS AND OTHER AMERICANS UNITED FOR SEPARA- 
TION OF CHURCH AND STATE 


Dr. Lowrtt. My name is C. Stanley Lowell. I am a Methodist 
minister. I am appearing here as the associate director of the organ- 
ization known as Protestants and Other Americans United for Separa- 
tion of Church and State. 

Mr. Foranp. Do you have a prepared statement ? 

Dr. Lowett. I do, sir. 

Mr. Foranp. You may present it without interruption. 

Dr. Lowxtzt. Thank you very much, Mr. Chairman. 

I am appearing today on behalf of the organization which I just 
mentioned which is a national group of American citizens of all creeds 
who are devoted to preserving the constitutional principle of church- 
state separation, as embodied in the first amendment of our Constitu- 
tion. Although it is not a Protestant organization—I mean in the 
sense of its being organically related to the Protestant groups—it 
nevertheless was founded by influential and important Protestant 
leaders of the Nation. Its officers include the most distinguished of 
these men, including the founder of the Christian Century, perhaps 
the country’s most important undenominational weekly, a bishop of 
the Methodist Church, a former moderator of the Presbyterian Church 
of the United States of America, a former president of the Southern 
Baptist Convention, the editor of Liberty magazine, the well-known 
Adventist publication. 
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We are not lobbyists, and we do not ordinarily promote or oppose 
legislation. When legislation is proposed in Congress which seems 
to strengthen or to threaten in anyway the American policy of the 
separation of church and state, we do venture to express our opinions 
as citizens. 

Weare here today because we are apprehensive about certain sections 
of the bill which is now before this committee, H. R. 12298, which 
would exempt private sectarian schools from Federal excise taxes. 
We gladly acknowledge that many of these private schools are worthy 
institutions which make a contribution to American welfare, but we 
object to any financial measure which either directly or indirectly 
charges the ordinary anne, with the cost of the operation of a sec- 
tarian institution. We believe that any move in that direction is a 
threat to the established American policy of the separation of church 
and state. 

The bill now before you proposes to adopt a new section in the 1954 
Internal Revenue Code section 4057, which would exempt from retail 
excise taxes any article sold to “A nonprofit educational institution for 
its exclusive use,” including fuel oil. Section 4221 exempts such non- 
profit educational institutions from manufacturers’ excise taxes on 
sales. Section 137 exempts nonprofit educational institutions from 
communications and transportation excise taxes. The definition of a 
nonprofit educational institution is contained in section 4211 (4) 
and (5). 

It is not my purpose to engage in any technical discussion concerning 
excise taxes today. We are interested primarily in the moral and con- 
stitutional implications of these new exemptions. 

Do they confer a new or special favor upon sectarian institutions? 
Do they impair in any way our traditional policy of the separation 
of church and state? 

We believe that the answer to both of these questions is “Yes.” 
These new exemptions for private schools are primarily exemptions 
for Roman Catholic parochial schools, and this fact I think was made 
clear by the chairman of this committee, Mr. Forand, when he origi- 
nally discussed his hope for this legislation and these exemptions. 

It is true that the proposed concessions are worded in such a way 
that they sound nondenominational and nonsectarian. The bill would 
grant some reduction in excise taxes to non-Catholic and nonsectarian 
private schools. In fact, the concession would benefit many wealthy 
universities because it is worded in such a way as to include all private 
schools whether they are rich or poor. Originally, on page 69 of the 
subcommittee’s report of April 20 it was estimated that the cost of 
the poe exemption of private schools from excise taxes would 
be about $3 million a year, and we received a personal estimate that 
about half of that amount would go to Catholic parochial schools. 
These exemptions would include Federal taxes on telephone calls, 
gasoline, school buses, other types of transportation, and purchase. 
The exemptions would involve a considerable increase in administra- 
tive detail and would require a new flow of paper records back to 
tax headquarters from various retail vendors. 

There are two main reasons why we are apprehensive about the 
drift toward more tax exemption exemplified by this bill. In the first 
place, any exemption granted to a sectarian school controlled by a 
church is actually a concession of financial nature to a religious insti- 
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tution. As such it is clear to the spirit of the first amendment which 
prohibits any establishment of religion. We mention the Catholic 
schools particularly only because they are the largest and most im- 
portant eaahal they are conspicuously an organic part of the church 
which controls them. Of course we believe the same reasoning should 
apply to the religious schools of any other denomination. The gen- 
eral taxpayer should not be asked to support a religious institution 
representing a minority of believers. You can not subsidize a Catholic 
parochial school in any manner whatsoever without subsidizing the 
church which owns and controls it completely, since Catholic schools 
are operated as organic parts of each Catholic parish. 

The second major reason we are opposed to this type of concession 
is that it is potentially one item in a chain reaction of concessions. 
It is one part of a financial pattern designed to bring a sectarian 
school system under the financial umbrella of this generous democracy. 

A long study of the educational and financial policies of the Roman 
Catholic Church in this country shows that the concession proposed 
in this bill is regarded by Catholic leaders as but one step toward 
the ultimate financial support by the taxpayers of the school system 
itself. In fact, the announcement in the Catholic press of the proposal 
to grant this exemption was hailed by it as a significant move in that 
direction. 

The bishops of the church in their official statement last fall—I hold 
a copy of it here—claimed that the students of their schools, and 
I quote from this official document of the church: 

Have the right to benefit from those measures, grants, or aids, which are mani- 
festly designed for the health, safety, and welfare of American youths, irrespec- 
tive of the school attended— 

that is, whether it is the parochial or public. The unwary reader 
might have imagined that the financial demand made here was limited 
to welfare grants and transportation, but this would have been far 
from the truth. The church in its recognized press is actually demand- 
ing public money for school buildings, too. In April of last year one 
of the leading Catholic magazines of the country, the Catholic World, 
published an open letter to President Eisenhower, saymg that— 

If he opposes Federal aid for parochial-school construction, he will put himself 
in the position of debarring Catholic children from public-welfare benefits 
because of their religious affiliation. 

The editorial adroitly used the fact that our Supreme Court permits 
public money to be used for bus transportation for Catholic children 


to argue that similar logic should now be applied to school buildings. 
This open letter said : 


American youth, whether Catholic, Protestant, or Jewish, have a right to be 
educated in school buildings that have decent physical facilities. 


The letter ended by saying: 


I feel confident that the President will have the courage of his convictions, and 
that he will leap over the phantom “inner wall of separation” and give Catholic 
children the school buildings they deserve—even if they are Catholics. Or at 
least a remission of taxes for Catholic parents who want their children to 
possess the faith that has made America great and free. 


At the same time many Roman Catholic organizations have flooded 


Congress with demands for public money for Catholic school build- 
ings. For example, a letter was sent last year to every Member of the 
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Senate by the board of directors of the National Council of Catholic 
Women asking a series of questions which constituted a demand for 
Federal funds for Catholic-school buildings. Here is a reproduction 
of that letter in the Catholic Review, a prominent publication of that 
denomination. . 

There is no doubt that Catholics as citizens have a perfect right to 
demand public money for their schools—there is no question about 
that—despite the fact that the United States Supreme Court has 
declared such appropriations definitely are unconstitutional. But— 
and I think this is the point—when a church makes such extreme and 
unconstitutional demands, that is, as ruled up to this time, then Con- 
gress has a very special duty to scrutinize every financial step which 
points in the direction of such a pattern. The leading Jesuit maga- 
zine of this country, America, in its issue of November 10—I have 
a copy here—published a long article on this question of “aid to our 
schools,” ending with the definite suggestion that complete support of 
eee schools by taxation is not only legal under our Constitution 

ut highly desirable. The author advocated what he called “inte- 
grated educational service,” with financial support for both public 
and private schools whenever a local community desired it. He said: 

How far any community or any particular State should go in making contri- 
butions to the education of pupils in private and parochial schools seems to be 
essentially a question of practical policy to be determined at the level of the 
particular community. Indeed, with taxes going up and the demand for more 
schools becoming stronger, the utilizing of private and parochial-school facili- 
ties through some kind of expense-sharing arrangement seems inevitable for many 
towns and cities in Connecticut. 

Although the author, Richard Joyce Smith, was a lawyer, he ignored 
the decisions of the United States Supreme Court which do prohibit 
contributions to sectarian enterprise. 

Congress has heard such arguments in these Halls for a good many 
years. In the hearings before a subcommittee of the House Commit- 
tee on Labor and Public Welfare of the United States Senate in 
1947, the highest official body of American catholocism, the National 
Catholic Welfare Conference, put itself on record as favoring com- 
plete financial support of Catholic education from tax funds. During 
those hearings, Father William E. McManus, assistant director of the 
department of education of the National Catholic Welfare Confer- 
ence, submitted a statement which was printed on page 246 of the 
hearings held on April 25, 1947, and in this statement, a copy of which 
I have here in the official report of the hearings, he said—and I quote: 

The financing of schools through public taxation is the responsibility of gov- 
ernment, especially of local and State government. This responsibility entails 
an obligation to observe the forms of distributive justice in distributing tax funds 
among the schools within the community. Since government itself has nothing 
to teach, and because government receives the full return from its educational 
investment when a school produces well-trained citizens, therefore, every school 
to which parents may send their children in compliance with the compulsory 
education laws of the States is entitled to a fair share of tax funds. Local and 
State governments which refuse to support schools not under the control of the 
local school board are guilty of an injustice against other qualified schools within 
the community. 

I donot think I need to labor the point further. The present Pope, 
Pope Pius XII, has expressed the same philosophy. I have a num- 
ber of his statements here, but I want to save the committee’s time. 

Lhis is a part of the worldwide policy of the Catholic Church educa- 
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tionally. The Catholic bishops of the United States ever since 1948 
have been attempting to change the policy of church-state separation 
as laid down by the Supreme Court. In that year, in their official 
statement to the American Nation, they denounced the Court for its 
decision in the McCollum case and declared their support for a theory 
of the Constitution that I think we could fairly designate as “multiple 
establishment” or a “plural establishment” of churches in this coun- 
try, the theory being that it is perfectly constitutional for the Federal 
Government to distribute money to sectarian schools so long as the 
distribution is nondiscriminatory as between denominations. 

Here is a copy of the bishop’s 1948 statement in the National Catholic 
Welfare Almanac for 1949. 

This statement, of course, could be supplemented by many docu- 
ments. Here is one, A Supreme Court Blunder, which is a pamphlet 
released by the Catholic Information Society of New York City, by 
Richard Kinder, following the same line of reasoning that the Supreme 
Court went off the track in the McCollum and the Zorak decisions, and 
that this should be revised, that church-state separation as conceived 
and expressed in those decisions should be changed. 

There are various exhibits that I could offer, but I want to save 
the time of the committee. They are all along the same line, that a 
proper distribution of funds for parochial pat oh as well as public 
schools is proper under our laws and they wish to change the practice 
of the country in accord with this view. 

If this policy, that is, this new policy advocated by the bishops 
and many writers and authorities of the church, is to be adopted by 
the United States, we may well look like Europe very soon, where 
church and state are commingled to the disadvantage of both. 

We of the organization I represent do not regard it as at all dis- 
criminatory that public funds should be used for public education only. 
As a matter of fact, we would regard subsidies to sectarian education 
as themselves discriminatory against the majority of our people who 
do accept the policy of church-state separation. 

The glory of America is that the public-school system invites and 
helps amalgamate the children of all creeds. Jefferson and Madison 
in championing the principle of church-state separation as they did 
looked upon it as an essential ingredient in freedom and a necessary 
condition for mutual tolerance. 

The remission of excise taxes to private schools is in itself a tiny 
concession, especially for so rich a country, but it points in the wrong 
direction, we think, and might lead to serious erosion of the principle 
of church-state separation. It is for this reason that we hope the sec- 
tions of this bill granting new exemptions to private education will 
be withdrawn. 

The church subsidy involved in the amendments under discussion 
here is admittedly small, as I have said, and it is a negative subsidy 
actually. That is what it amounts to. Our opposition to it, we trust, 
is the mark of our consistency in opposition to all church subsidies 
from government—to official favors, whether they are negative or di- 
rect. The practice of tax exemption for places of worship of course 
has become strongly established, and we do not advocate change at 
that point. It is our position, however, that the base of this exemption 
should not be broadened. Tax exemption for churches should apply 
closely to the property and buildings actually used for the conduct of 
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their services and their rites, and to enterprises that are closely and 
intimately connected therewith. To widen the scope of such exemp- 
tion on the one hand, or to increase State subsidies on the other, is to 
endanger the very churches we seek to serve. 

One of the major factors inspiring every outburst of that ugly thing, 
anticlericalism, including the outbursts of recent years, has been, I 
think, resentment of the overly favorable position of the church in 
relation to the state. A church with vast, tax-free holdings in the 
midst of proverty, a church consistently favored taxwise, does become 
a ready mark for those who feel themselves less favored. The church 
in France, in Russia, in Germany, in Spain, in Britain, and in other 
lands has, at various periods, suffered a popular reaction, caused at 
least in part by the overindulgence of the state. 

I have here a reproduction from Time magazine of remarks made 
by Dr. Eugene Carson Blake, who is president of the National Coun- 
cil of Churches. This is the October 29 issue of Time magazine. In 
this statement Dr. Blake is making a point similar to mine here. He 
says, and I quote: 

“United States churches should reexamine their tax-free status,” said Dr. 
Blake, president of the National Council of Churches, “before the United States 
may find itself dominated by the wealth of the church or churches, so that at last 
no alternative but revolution and expropriation will be before the people. One 
of the reasons for what popular support remains for the Communist governments 
is the people’s satisfaction that at least one good thing has been accomplished: 
The wealth and political domination of the church has been broken.” 

That is the end of the quotation from Dr. Blake. 

We are convinced that all our churches—and, of course, that goes 
for our own, definitely—all churches would do well to rely for their 
financing on the principle of voluntarism; that is, the voluntary gifts 
of their adherents. 

Therefore, let no church attempt, either negatively through tax 
exemption or positively through public subsidy, to draw support from 
a tax structure which must rest on compulsory collections from citizens 
of all faiths and of no faith. The principle of voluntarism will avoid 
the difficulties and dangers that inhere in compulsion. A church is 
never so strong and alive as when it is supported by its own devotees 
who love it and are willing to sacrifice for it. 

Mr. Foranp. Does that conclude your statement ? 

Dr. Loweti. That concludes my statement. 

Mr. Forano. Mr. Eberharter. 

Mr. Esernarrer. I was interested in the last paragraph of your 
statement, Dr. Lowell. Aren’t we in effect subsidizing church activi- 
ties when we allow a credit on personal income tax for contributions? 

Dr. Lowrtn. Yes; I suppose that is true in a sense. 

Mr. Eseruarter. In a sense? 

Dr. Lowetn. That they are included along with all other charitable 
enterprises as possible exemptions. I notice there has been some 
inovement, too, to exempt amounts paid to tuition in private education 
as an income-tax exemption, which I think shows the danger of ‘he 
thing that I am speaking of, that certain basic concessions one might 
be inclined to make in the interest of vital religious faith, which we all 
believe in, but if a trend is set up it can proceed too far, I think. 

Mr. Eprrnarrer. You answered my question when you said in a 
sense it is a subsidy to those institutions which conduct schools and, 
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for instance, to the universities which are sectarian. It will allow 
credit on personal income tax for contributions to them, and it is in a 
sense a subsidy to those institutions. 

Dr. Lowe. By indirection it could be in the case of churches that 
do operate educational enterprises. 

Mr. Eseruarrer. Thank you very much. 

Mr. Mason. Mr, Chairman. 

Mr. Foranp. Mr. Mason. 

Mr. Mason. In order to equalize educational opportunities in the 
Nation as between poor States and wealthy States, poor communities 
and wealthy communities, the argument is that the Federal Govern- 
ment should aid by giving support to Federal aid to public schools. 
You believe in that; do you? 

Dr. Lowretu. Yes; I do. 

Mr. Mason. Then if we are to equalize educational opportunities 
as between poor States and wealthy States, poor communities and 
wealthy communities, in their public schools, why should we not 
equalize educational opportunities as between parochial schools and 
public schools by giving aid to the parochial schools ? 

Dr. Lowe. Because, sir, we have a principle of church-State sepa- 
ration, which means that we avoid the commingling of governmental 
function and church function. 

Mr. Mason. Yes; and the Constitution left to the States the cup 
port and the regulation of their public schools. According to the 
Constitution, the Federal Government should not even help the public 
schools. 

Dr. Lowett. I think, sir, if you study the State constitutions you 
will find that they are even more explicit than the first amendment 
of the Federal Constitution in their forbidding of the expenditure of 
public funds for sectarian activity. 

Mr. Mason. Oh, yes; I agree with that. I have studied the State 
constitutions in a good many States on that point. 

Dr. Lowe. I am sure of that. 

Mr. Mason. But my point is, that it is just as bad to violate the 
Constitution when you give Federal aid to public schools. 

Dr. Lowetu. We do not quite see it that way. 

Mr. Mason. Isee. That is all, Mr. Chairman. 

Mr. Foranp. If there are no further questions, we thank you, Dr. 
Lowell, for your contribution. 

The next witness is Mr. Ralph B. Dewey. Mr. Dewey, will you 
come forward, please, and give your name and the capacity in which 
you appear, for the purpose of the record ? 


STATEMENT OF RALPH B. DEWEY, VICE PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION, SAN FRANCISCO, CALIF. 


Mr. Dewey. Thank you, Mr. Chairman. 

My name is Ralph B. Dewey, vice president of the Pacific American 
Steamship Association, with headquarters in San Francisco, Calif. 

Mr. Foranp. Have youa prepared statement ? 

Mr. Dewey. I havea prepared statement. 

Mr. Foranp. You may present it without interruption. 

Mr. Dewey. I have identified myself, Mr. Chairman, and I will 
proceed with the statement. 
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Our organization consists of the majority of American-flag ship 
operators on the Pacific coast. At least seven of our principal member 
companies collect substantial taxes on cargo and passengers, and 
it is in regard to these taxes we address ourselves in these proceedings. 

I appreciate very much the opportunity of being heard out of the 
usual order of witnesses on this matter, and am given to understand 
that for the sake of continuity my testimony will appear in the printed 
record at the place where these other witnesses appear. 

These other witnesses will present a general analysis of the present 
status of the 3 percent tax on cargo and the 10 percent tax on passen- 
gers and the reasons for urging their repeal. The principal spokes- 
man in this regard will be Mr. Donald Ward, speaking on behalf of 
the National Conference for Repeal of Taxes on Transportation, and 
our organization subscribes to the material to be presented December 
4th and the position taken by that organization. 

Summarily, the position of the transportation industry, which will 
be developed at that time, is as follows: 

1. Transportation taxes were enacted as a wartime-revenue measure 
and the emergency conditions surrounding their enactment have long 
since ended. 

2. Transportation taxes are based on a fixed percentage of the 
freight and passenger charges and as a result of a number of postwar 
rate increases, the taxes have consistently increased. 

3. In the case of the 3 percent tax on freight, a discrimination arises 
between the long-haul and the short-haul shippers, and hence between 
consumers at the end of the long haul as compared with consumers 
at the end of ashort haul. 

4, Transportation taxes are levied at each stage of production from 
raw materials to retail and, therefore the price to the consumer reflects 
a compounded influence resulting from the tax. 

5. The cost of bookkeeping and accounting of taxes collected rep- 
resents a considerable burden on transportation carriers and reflect 
themselves in reduced corporate taxable revenues. 

The above, we think, are reasons enough for repeal of both the 
passenger and the freight tax. 

We would add, however, some aspects of this problem which are 
unique to water carriers and which further demonstrate the need for 
relief from these taxes. 

Taking the passenger tax first, there are two situations I would 
like to try to point out to the committee. 

First, there exists in certain competitive passenger services an out- 
right discrimination against American-flag carriers in favor of for- 
eign-flag vessels; for example, a United States vessel carrying pas- 
sengers between New York and the Orient, which touches at the United 
States west coast en route, is required to collect from its passengers a 
tax on the New York-west coast segment of the voyage, whereas a 
foreign-flag vessel on the identical itinerary is not so required. 

The above situation arises from a technicality in section 4264 of 
the Internal Revenue Code which requires collection of tax on pas- 
sengers wherever the vessels is privileged both to load and discharge 
at intermediate United States ports. By law, United States-flag ves- 
sels are the only ones privileged to load and discharge passengers at. 
intermediate United States ports, while foreign-flag vessels are not 
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so privileged. Thus, even though a passenger on a United States- 
flag vessel in the above example has no desire, in fact, no intention to 
debark at the intermediate west coast port, he must, simply because 
the United States-flag vessel itself calls there and is privileged to both 
load and discharge passengers, pay the tax. 

The tax cost in this example to a family of four using a United States 
ship compared with a forei n-flag vessel is in excess of $200 and ob- 
viously affects the choice of carriers. It is evident in this example 
that the domestic transportation tax places a discrimination against 
United States-flag carriers in favor of their foreign-flag competitors. 

The second example of the passenger tax that we would like to call 
to the attention of this committee is as follows: 

There is another feature of the present passenger tax which borders 
on the ridiculous. Here again, an example illustrates the point. Pas- 
sengers traveling between the continental United States and the Ha- 
waiian Islands must pay a tax on that infinitesimally small portion of 
the total voyage represented by the distance between the ship’s berth 
in a United States harbor and the continental limits of the United 
States, the 3-mile mark, at the beginning of the voyage and a similar 
tax on the small portion of the voyage represented by the distance from 
the 3-mile limit in Hawaii to the ship’s berth at the terminus in 
Honolulu. 

Passengers to Alaska are similarly burdened. According to the 
Internal Revenue Service this is necessary because of the requirement 
in the law that provides the tax to the territories must apply to the 
portion within the continental United States and “continental United 
States” is interpreted to mean everything up to the 3-mile mark. In 


practice, the tax is different for each port of departure, although the 
fare is identical, because of different mileages from the ship’s berth 
in the harbor to the 3-mile mark. 

I could interpolate there in my testimony and say, for instance, a 
passenger debarking from Portland who travels 90 miles down the 
Columbia River would pay a considerably larger tax percentagewise 
than would the passenger debarking from Los —- where the dis- 

t 


tance to the 3-mile mark is only 6 or 7 miles, a 
identical. 

This tax has a large nuisance factor. It is not a large financial 
burden. In fact, it is so small—for example, 16 cents on the average 
1-way fare to Hawaii of $270—as to indicate that it costs more for the 
company to collect and for the Internal Revenue Service to record 
than the revenues warrant. The same tax features, of course, apply on 
the return voyage from the Hawaiian Islands. 

I think it can be demonstrated, if the committee is interested, by 
showing a schedule of these minuscule taxes that are collected. The 
companies have been forced to set up a whole schedule of taxes ranging 
from 6 cents to 48 cents per passenger, depending upon the accom- 
modations that he books with the company. Again I repeat it is 
a nuisance factor beyond comprehension to explain this to passengers. 

Mr. Foranp. Have you a copy of that? 

Mr. Dewey. I have. 

Mr. Foranp. If you will leave it with the clerk, without objection 
it will be incorporated in the record. 

The eho referred to follows :) 


hough the fare is 
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SS. “President Cleveland,’ SS. “President Wilson” transportation tag table, 
San Francisco to Honolulu and Honolulu to San Francisco 
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1 Ratio of taxable mileage to total mileage: 16.58+2,411=0.00688. “Tax, 10 percent; tax factor, 0.0688 
percent. Tax calculation: Berth in cabin 205, San Francisco to Honolulu—fare, $145. 16.58+2,411<$145X 
10 percent = tax $0.10, or using tax factor, $145X0.0688 percent=tax, $0.10. 

2 Ratio of taxable mileage to total mileage: 33.16+4,822=0.00688. Tax, 10 percent; tax factor, 0.0688 per- 
cent. Tax calculation: Berth in cabin 205, San Francisco to Honolulu, round trip—$145X 2 less 10 per- 
oop nieve, Sth 33.16+-4,822X $261 X 10percent = tax $0.18, or using tax factor, $2610.0688 percent = tax, $9.18. 

4in room, 


Note.—Explanation—San Francisco to Honolulu or Honolulu to San Francisco: 
Miles 
1. Ferry Building, San Francisco to Aloha Tower, Honolulu_-_._.__-. dette 2, 411 
2. Ferry fruiting, San Francisco to 3-mile limit..........___- ao iF ‘12. % 
3. Aloha Tower, Honolulu to 3-mile limit_. : va iia tt led Al 4.32 


4. Taxable miles_._.._...._-- sete dead J 16. 58 


Mr. Dewey. Thank you, sir. 

The second phase of transportation taxes that I would like to dis- 
cuss is that applying to freight. The first, for example, the 3-percent 
tax on freight in intercoastal service, through the Panama Canal to 
both coasts of the United States, as well as to Hawaii and Alaska, 
causes a disproportionate burden upon the consumers at the terminus 
of these trade routes. There is no gainsaying that the consumers 
in Hawaii and Alaska are paying a larger increment of transporta- 
tion tax in the commodities they buy than any other American citi- 
zens, because they may pay taxes not only on the ocean freight but on 
the continental United States portion. We would suggest and urge 
that at the very least this committee should do for the Territorial 
consumer would be to remove the 3-percent cargo tax to Hawaii and 
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Alaska on the same grounds and to the same degree that the 10- 
percent tax on persons was removed in the last Congress. 

Again I might interpolate, Mr. Chairman, that in the last Con- 
gress the 10-percent tax on passengers to Hawaii was removed with 
the exception of this tiny portion from the ship’s berth to the 3-mile 
mark which the law apparently required according to the Internal 
Revenue Service. 

We would suggest for the same reasons that at least that much of 
the tax on cargo should be removed or that consideration be given to it. 

The second situation in the freight tax occurs as follows: A present 
regional discrimination exists between producers and suppliers in the 
Pacific Northwest States in favor of their competitors across the 
border in Canada, which discrimination flows from the 3-percent 
freight tax. 

For example, suppliers on the United States side of the border using 
the ports of Portland and Seattle pay a 3-percent freight tax on ocean 
shipments to Hawaii, Alaska, and the east coast of the United States, 
all of which is domestic transportation, whereas suppliers on the 
Canadian side, who also have shipping services to these United States 
markets, pay no such tax. Thus, within the span of a few short land 
miles, United States suppliers are at a price disadvantage in bidding 
on business in at least these three destinations. Forest products and 
fertilizer are some of the large volume commodities involved, but 
other commodities are equally at a disadvantage. In all commod- 
ities, however, the 3-percent tax can make the difference between mak- 
ing or losing a sale for the United States producer. 

The above problem extends not only to Canadian competition, but 
to other foreign competition. For example, certain Pacific islands, 
as well as Japan, compete with United States fertilizer producers in 
the Hawaiian market. The 3 percent from the United States to 
Hawaii can make the difference in the United States supplier losing 
the sale to one of these foreign suppliers who pays no such tax. 
Other examples are legion. 

To conclude, Mr. Chairman, a repeal of the transportation tax on 
passengers and freight would remove the above-described inequities, 
discriminations, and costly nuisances which now bear heavily upon 
the users of ocean vessels, as well as vessel operators themselves, in 
the domestic services. The amount of taxes collected in these ocean 
services is not of such proportion as to warrant their continuation as 
a source of revenue. 

We hope and trust that the committee will take cognizance of these 
unique problems in the water-carrier industry and see fit to bring about 
a repeal of these taxes by the Congress next year. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Dewry. Yes, 

Mr. Foranp. Are there any questions? 

Mr. Kerocu. I have no question but I would like to make the ob- 
servation that I recall during my service on the Committee on 
Merchant Marine and Fisheries the numerous appearances of Mr. 
Dewey before that committee, and I commend him now, as then, for 
the capacity and ability with which he applies himself to his task. 

Mr. Dewey. Thank you. 

Mr. Mason. May I add, Mr. Chairman, that I am in full agree- 
ment with taking off the transportation tax. 
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Mr. Foranp. If there are no further questions, we thank you. 

Mr. Dewey. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness is Mr. Charles Orem. Mr. Orem, 
will you give your full name and the capacity in which you appear for 
the purpose of the record. 


STATEMENTS OF CHARLES R. OREM, JR., AND DONALD GLEASON, 
IN BEHALF OF SUBCOMMITTEE ON EXCISE TAX ADMINISTRA- 
TION, NATIONAL ASSOCIATION OF MANUFACTURERS 


Mr. Orem. My name is Charles R. Orem, Jr. I am manager of the 
tax department of Sylvania Electric Products, Inc., of New York 
City. I am appearing on behalf of the National Association of 
Manufacturers, for which association I serve in the capacity of chair- 
man of its subcommittee on excise tax administration. 

At this point I would also like to introduce Mr. Donald Gleason, 
general tax executive of the Corn Products Refining Co., who is a 
member of our committee, and is here today to answer any questions 
on stamp taxes. 

We appreciate the opportunity to present our views on H. R. 12298, 
which we consider overall a praiseworthy effort to solve the technical 
difficulties in the Federal excise tax law. There is much in this bill 
that is commendable and constructive. 

Last year we made an oral statement before this committee and 
submitted supplemental material with our comments and recom- 
mendations for overcoming many of the troublesome problems in 
the administration of manufacturers’ excise taxes. Today, I would 
like to comment briefly on those provisions of H. R. 12298 having 
general application to manufacturers and also call to your attention 
some of the recommendations contained in our previous testimony 
which are not embodied in this bill. Mr. Charles R. Sligh, Jr., chair- 
man of the NAM’s executive committee, will appear before you later 
in these hearings to present the association’s view on matters of broad 
excise-tax policy. 

The first section of the bill to which I would like to direct my 
comments is section 111. This section provides that the tax shall not 
apply to certain automotive parts and accessories which are sold 
for ultimate use or used as a repair or replacment part for farm 
equipment. Exemptions of this type create difficult administrative 
and compliance problems, particularly where intermediate purchasers 
are involved. As presently drafted, this section is not clear as to how 
sales for resale for such intended use are to be handled. Also it is 
not clear as to whether the exemption applies where sales are made 
through more than one intermediate purchaser and whether or not 
the manufacturer is required to make such sales on an exempt basis 
under all circumstances. If in addition to the refund provision 
contained in the present law is deemed necessary or desirable to pro- 
vide for exemption, we suggest that the conditions and limitations 
embodied in the general exemption section should be made appli- 
cable to this section. 

Section 112 which would change the point of tax liability on tires 
and tubes introduces a concept of tax incidence novel to our manu- 
facturer’s excise-tax system. It is our understanding that this sec- 
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tion represents an attempt to remove what has been termed a com- 
petitive discrimination against the independent tire dealers. This 
alleged discrimination arises because tire manufacturers who main- 
tain their own retail outlets are not liable for tax until a sale is made 
to the consumer whereas an independent dealer must pay tax on his 
stock at the time he makes his purchases. The association feels that 
this proposed cure is much worse than the sickness. 

In removing discrimination in one area, it introduces discrimina- 
tion in even wider areas. We are opposed in principle to the idea that 
a sales tax liability may be incurred prior to any sale or use of a tax- 
able article. The logical extension of this illogical concept would 
result in the incidence of all excise-tax liability at the time taxable 
articles were removed from the premises on which they were manu- 
factured. We are opposed to advocating any step in that direction. 

One of the most difficult. problems in the entire area of manuiac- 
turer’s excise is the one relating to constructive sales price. Under 
the present law, a serious inequity exists since there is not adequate 
authority for equalizing tax liability where the same product is sold 
by manufacturers at different levels of distribution. We realize that 
the full solution to the determination of a uniform base involves 
varied and complex problems. The partial solution which is em- 
bodied in section 116 of the bill is certainly an important step in the 
right direction and does eliminate a large portion of the existing 
inequity. 

Parenthetically, I would like to emphasize that we feel it does 
eliminate a large portion of this inequity. 

However, continued efforts should be directed toward finding a 
workable method which would permit the tax in all cases to be based 
upon the lower of the price actually charged or the price charged at 
ne first level of distribution commonly employed in the particular 
industry. 

As presently drafted, section 116 (b) (2) does not cover sales to 
related retailers. We believe that it is desirable to have the automatic 
provisions of section (b) (2) apply to such sales and suggest that this 
could be accomplished by eliminating subsection (D) of section (B) 
(2) and changing lines 20 and 21 to read as follows: 

(i) The price at which such articles is sold provided such sale is at arm’s 
length. 

Section 119 of the bill would add to the code a new method of com- 
puting excise tax liability on truck-trailers, trucks, and semitrailers 
which are leased. We have previously recommended and now re- 
affirm the principle of limiting the tax on leased articles to the amount 
that would have been due had the article been sold. The principle of 
limiting the tax should not only be extended to articles covered under 
the present code and in the bill, but to all atricles subject to tax 
including the type of article which is never sold by the manufacturer. 
In the instance where the article is never sold it should not be an unduly 
difficult administrative problem to ascertain the fair market price 
upon which to base the tax computation. 

The exemption system proposed in section 121 achieves the desirable 
objectives of greatly reducing the paperwork which presently attends 
the granting of exemptions. This section, as it stands, is not an un- 
mixed blessing, however. By extending the right of exemption to 
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indirect sales for such purposes as (1) use as supplies for vessels and 
aircraft, (2) use by a State or local government and (3) use by a 
nonprofit educational institution, the section compounds what was an 
already troublesome situation for manufacturers. When this associa- 
tion recommended the extension of uniform exemption provisions to 
indirect sales, it was with the proviso that any vendee who would 
avail himself of the benefits of the exemption would assume the 
liability for the tax in the event the article was not subsequently sold 
for such intended use. The main objection to this transfer of liability 
has been that it would greatly increase the number of taxpayers and 
thus the hdiniékatentive burden: In view of the difficult compliance 
problems which would be created for the manufacturer, we recom- 
mend that unless tax liability is shifted to the registered purchaser 
the privilege of purchasing tax-free should not be extended. In fact, 
it should be restricted to those cases in which the sale is made by the 
manufacturer direct to the exempt user. 

In the alternative, if the exemption privilege is extended to addi- 
tional indirect sales, we believe that it should be somehow made clear, 
whether by statute or regulation, that the manufacturer is not re- 
quired by law to make a tax-free sale. In other words, the manu- 
facturer should have the unrestricted right to refuse exemption in 
any case where he does not have such proof as is required by the 
regulations to establish the final exempt nature of the sale. 

Part IV of title I of the bill relates to proposed changes in the 
documentary stamp tax provisions of chapter 34. We are in com- 
plete agreement with the shift of the tax base from par value to 
actual value on stock issues and transfers and the proposed rate 
adjustment to offset in part the increased collections which the shift 
in base would otherwise produce. 

We feel, however, that certain transactions subject to tax under 
the present provisions and also subject to tax under the proposed 
bill should be made tax exempt. Two important considerations argue 
for such exemption, one theoretical and the other practical, and the 
considerations themselves pretty well define the limits to which the 
exemption should extend. 

The Internal Revenue Code in subchapter C exempts from income 
and capital gains tax certain exchanges involving property, stock, 
and securities in corporate organizations and reorganizations. The 
basic reason for such exemptions is that mere changes in form rather 
than substance effected for economies and simplicity should not be 
prevented by income tax considerations. This reasoning applies 
equally to the imposition of stamp taxes on the attendant security 
issues and transfers. In this connection it is to be noted that under 
the present code and proposed bill the stamp tax does not apply to 
deeds in connection with real estate transferred in tax-free reorgani- 
zations for the tax is limited to conveyances of realty sold. 

The shift of the stamp tax base on stock issues and transfers from 
par value to actual value will require value determinations in trans- 
actions where none is now required since such transactions are free 
of income or capital gains taxes. To require valuations for the 
limited purpose of stamp taxes will result in arbitrary determina- 
tions and the tax to be collected is not worth the time and expense 
to arrive at such values or to settle the inevitable disagreements which 
will arise. 
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The theoretical considerations above would direct that in respect 
of organizations and reorganizations that are partially tax free, the 
exemption from stamp tax should be related only to the parts of the 
transactions which are tax free. The practical considerations, how- 
ever, direct otherwise, for in partially taxable transactions valuations 
of property and/or stock have to made in order to determine 
whether or not there is a gain to be taxed. 

Accordingly, it is recommended that all issues and exchanges of 
stock in connection with transactions which are wholly income or 
capital gains tax free solely because they fall on reorganizations 
(including recapitalizations) as defined in section 368 (a) (1), or 
fall within the purview of section 351 or 355, should be free of 
stamp taxes. 

Thus, for example, when shareholders of a merged corporation ex- 
change their stock in the merged corporation for stock in the surviving 
corporation without recognition of gain or loss, no stamp tax would 
apply to either the stock issue or exchange. When the transfer of 
the merged corporation’s assets to the surviving corporation is not a 
taxable transaction, no stamp taxes would obtain. Further, the issu- 
ance of shares by the surviving corporation in exchange for the assets 
of the merged corporation would be free of stamp taxes, and the trans- 
fer of stocks and bonds constituting part of the assets of the merged 
corporation to the surviving corporation would also be stamp-tax free. 

In divisive reorganizations, spin-offs or splitups (sec. 355) which 
are entirely free of tax, no stock issue or transfer tax should obtain. 
In those transactions involving boot, since the receipt of boot requires 
valuation of all elements to measure whether there is any gain to tax, 
all issues and transfers in connection therewith, should be subject to 
tax. 

In the other types of reorganizations, the same rule should apply. 

Section 163 of the bill proposes to revise and amend code section 
6416 relating to credits and refunds of certain excise taxes. In gen- 
eral, we feel that these changes are helpful and should resolve many 
of the administrative and compliance problems. However, notwith- 
standing the changes proposed the code would still continue the so- 
called proof-of-burden test and the unnecessarily complicated condi- 
tions precedent to the allowances of a credit or refund. This associa- 
tion has always opposed and continues to oppose this proof-of-burden 
provision. We are sure that by this time your committee is familiar 
with the arguments advanced by many of the witnesses at the prior 
hearings against this unwarranted restriction on the taxpayer’s right 
to recover an overpaid tax. 

The section, as amended, provides that a second manufacturer who 
uses a tax-paid article for further manufacture shall be deemed to be 
the party who has overpaid the tax. This arrangement works well 
where the second manufacturer regularly files tax returns; by the 
simple expedient of taking a credit on a subsequent return he can avail 
himself of his credit. Where, however, the second manufacturer does 
not file manufacturers’ excise-tax returns, he has no way of recovering 
his tax except by filing a claim for refund. This is particularly true 
of the manufacturer who buys taxpaid articles of the type which are 
covered by Public Law 367, 84th Congress, and later incorporates 
these components into nontaxable end articles. We submit that the 
filing of a claim for refund in this particular kind of case is a need- 
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lessly burdensome way to recover the overpaid tax and could be elimi- 
nated by providing the second manufacturer with the option to recover 
his tax directly or through the original manufacturer-taxpayer. ‘Luis 
option method would also eliminate an annoying problem which is 
prevalent under the present administration and presumably would 
continue under the section as amended. If, under the amended pro- 
cedure, the purchaser did not indicate at the time of purchase that the 
article was being purchased for further manufacture, the vendor- 
manufacturer would include tax in the price charged. 

In many cases the absence of such indication is simply an over- 
sight on the part of the purchaser. Subsequently, the purchaser 
refuses to pay tax and submits the evidence that the article was pur- 
chased for an exempt purpose and was, in fact, used for further 
manufacture. As a matter of customer relationship, it is most dif- 
ficult to collect the tax after the customer has submitted the evi- 
dence of exempt use. his type of problem could be avoided simply 
by permitting the original manufacturer to claim the credit. 

May we now direct your attention to certain matters not covered 
by H. R. 12298 which we feel are of sufficient importance to merit 
consideration. In our previous testimony before your subcommit- 
tee, we dwelt at some length on a topic which we consider to be an 
important defect in our excise system; that is, the taxation of ac- 
cessories, depending upon whether the accessories are, or are not, 
sold on or in connection with a taxable article. Here again, we en- 
counter a provision of excise-tax law which tends to influence the 
sale and distribution of manufactured products. To avoid the tax 
it is common practice to use multiple purchase orders and arrange 
separate shipments of the taxable article and accessory. Obviously, 
this results in difficult administrative problems. 

Whatever justification there may have been for this approach to 
the taxability of accessories when these excises were first enacted, 
years of experience have produced a clear idea of which access- 
sories are worth taxing and which are not. Consequently, we can see 
no reason for continuing this impractical method of taxing acces- 
sories and recommend that in each case where the taxability of acces- 
sories is now predicated on “the sale on or in connection with” rule, 
the statute be amended to provide for a specific listing of the taxable 
accessories. We believe that this change will result in a negligible 
loss of revenue and may, in fact, produce a net increase in revenues. 

We would like to refer again to the problem of providing all tax- 
payers with adequate information as to rulings and policies of the 
Internal Revenue Service. Even with the improvement over the 
past year in the number of rulings being published there is still 
much to be accomplished. The increase in the publication of rulings 
is not the final answer to this problem. There is need for publication 
of all private rulings except those involving questions specifically 
covered by rulings, ee or court decisions previously published. 
If this is impractical, we would suggest that the Service return to 
its former practice of at least keeping all local enforcement per- 
sonnel appraised of all private rulings issue at the national office 
level. Such a practice would provide for a more uniform adminis- 
tration of the excise-tax law throughout the country. 

One subject which illustrates the problem still existing has to do 
with the issuance of a ruling on cooperative advertising allowances. 
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‘The report of this subcommittee dated April 20, 1956, indicates the 
magnitude of this problem and notes that the Internal Revenue Service 
will issue a ruling along the lines indicated in this report. To date 
no such ruling has been issued and now appears questionable as to 
whether one will be forthcoming in the foreseeable future. This 
situation serves to forcibly point up the need for prompt rulings, and 
the fact that if such a ruling has been issued in timely fashion much of 
the confusion of this problem, which is still rampant, would have 
been obviated. 

It is the belief of our association that the most pressing need in 
this entire field of administrative and compliance problems is for 
revised regulations and published rulings. The publishing of cur- 
rent rulings does not overcome the troublesome problem with respect 
to prior private rulings. Accordingly, we again recommend that the 
prior private rulings, particularly those outlining policy, be incor- 
porated into the revised regulations. 

The proposed legislation does not provide for the extension of the 
principle established under Public Law 367, 84th Congress. As you 
will recall, this law provided for the exemption of certain components 
used in further manufacture of nontaxable end products. This 
principle, we believe, should be made one of general application so as 
to avoid completely the indirect taxation of end articles which Con- 
gress does not see fit to tax directly. 

Our final comment pertains to the establishment of appellate pro- 
cedures in the excise tax field. Your report of April 20, 1956, advances 
the proposal that an appeal board be established within the Revenue 


Service to review adverse excise tax determinations. We should like 


to qualify this proposal by suggesting that such a board be established 
on an autonomous basis and the issuance of its rulings and determina- 
tions be made a matter of public information. This association con- 
tinues to advocate that the United States Tax Court be granted juris- 
diction to redetermine excise tax deficiencies, or overassessments, prior 
to payment. This would, at least, give taxpayers the same rights that 
now prevail in the income tax law. To accomplish this, we believe 
that a special excise tax panel be established within the structure of 
the court to expedite the handling of excise tax cases. 

Mr. Chairman, that completes my statement and I want to thank 
you again for the opportunity to appear. 

Mr. Foranp. Are there any questions? 

Mr. Keogh? 

Mr. Kerocu. Mr. Orem, do I understand that you are generally in 
agreement with the suggestion of the subcommittee with respect to 
the theory of the fixing of a fairly definite base for the computation 
of manufacturers excises ? 

Mr. Orem. We certainly are, sir. As you notice, I have termed that 
section an automatic provision. We have regarded it as an automatic 
provision whereby, if a manufacturer qualifies under that section, 
he would automatically be able to determine his price without having 
to go to the Internal Revenue Service to obtain it. 

Mr. Kroen. You would extend the recommendation of the sub- 
committee to include sales to controlled outlets where there is no 
evidence that those sales are not at arm’s length ? 

Mr. Orem. I don’t think that is exactly what we mean. What we 
mean here is really more of a technical realinement of the code. The 
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way it is now worded sales to related retailers would not come under 
what we term here the automatic provisions, but by simply readjusting 
this we would then come to the situation where a manufacturer who 
sold to a related retailer could use the automatic provisions, provided 
he had substantial sales to independent wholesalers, but he could not 
use the price at which such article actually sold. That is what we 
are saying. 

Mr. Kroau. Taking the language you suggest on page 3, would that 
not have the effect of shifting the burden to the Government of 
proving that the sales were not at arm’s length / 

Mr. Orem. No, sir; I don’t think so, because 

Mr. Kroen. I am not arguing with you. I just want to get your 
position. 

Mr. Orem. Our opinion is that it does not bring in the question of 
whether it is or is not at arm’s length. It is assumed that it is not 
at arm’s length because it does qualify as a related company under 
the provisions of the code. 

Mr. Kroeu. Then does that not impose upon the Internal Revenue 
Service the obligation of establishing that that sale was not at arm’s 
length? 

Mr. Orem. No; I don’t think so. In a situation where all the evi- 
dence clearly shows it.is not at arm’s length it is not necessary for the 
taxpayer to go to the Commissioner and ask for a determination of 
a fair price. He can simply use the price at which he sells to inde- 
pendent wholesalers. 

Mr. Krocu. That is in accord with the recommendation of the 
subcommittee in its preliminary report, is it not ? 

Mr. Orem. I don’t recall whether you covered that particular case 
of sales to related retailers. 

Mr. Kroeu. We provided that the base for the computation of the 
manufacturers excise would be the price at which the manufacturer 


= provided he has a sufficient number of sales to independent 
outiets. 


Mr. Orem. That is correct, sir. 

Mr. Kroeu. It would seem to me to be covered. You indicated that 
you are opposed in principle to the idea that a sales tax liability may 

insurred prior to any sale or use of a taxable article. You have 
no objection, do you, to the imposition of the manufacturer’s excise tax 
where that manufacturer sells to an independent wholesaler ? 

Mr. Orem. Where actually it is a sale to an independent wholesaler. 

Mr. Kroen. And therefore the tax is properly collectible. 

Mr. Orem. That is correct. That is the present practice. 

Mr. Krocu. But if a manufacturer in the same industry has its own 
and completely controlled retail outlet you feel that the sale then takes 
place when that retail outlet sells the ultimate consumer ? 

Mr. Orem. Yes. I think that is correct. 

Mr. Krocu. And the manufacturer’s tax liability applies then ? 

Mr. Orem. That is correct, sir. That is my feeling. 

Mr. Kroau. So you are in controversy with the subcommittee’s 
recommendation attempting to impose the manufacturers’ tax at 
time or at a point where the product leaves the manufacturers’ plants 
and goes to the controlled retail outlets ? 

Mr. Orem. If there has not been a sale, that is correct. If there has 
been a sale then there is no question. 
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Mr. Krocn. In fact, you are opposed to the suggested recommenda- 
tion of the subcommittee which was intended to equalize the competi- 
tive position of an independent retailer and an independent wholesaler 
on the one hand, and the completely controlled retail outlet of the 
manufacturer on the other hand, aren’t you? 

Mr. Orem. Yes. We understand what was intended by the sub- 
committee report. We are merely suggesting that this is another 
selection within a selective process to tax one type of manufacturer at 
the time he moves the manufactured article from his premises as 
distinguished from other manufacturers who pay their tax only when 
they make the sale. 

Mr. Kroon. I am curious, Mr. Orem, about this. On page 6 you use 
the word “boot.” Just what does that mean ? 

Mr. Orem. This deals with stamp tax and I would like to ask Mr. 
Gleason to comment on that. 

Mr. Grerason. In these corporate reorganiztions, suppose you 
owned some stock in corporation A and it is merged into corporation B 
and under the terms of the plan you get stock back in corporation B 
plus cash. You pay a tax on the cash if indeed in the transaction 
overall you have had a gain. That is what I mean by “boot.” It is 
tax lingo. 

Mr. Kroon. Were you present yesterday, Mr. Orem? 

Mr. Orem. Yes; I was. 

Mr. Kroeu. Did you hear the colloquy which went on with respect 
to the rulings and the publication of the rulings ? 

Mr. Orem. Yes; we did. 

Mr. Kroon. And the suggestion of my friend, Representative 
Karsten, from Missouri, of the creation of that separate panel ? 

Mr. Orem. Yes; I heard that. 

Mr. Krocu. Are you in general agreement with the position of the 
subcommittee in those regards ? 

Mr. Orem. We are, sir. I would like to emphasize again the point 
I made here, that the national office should furnish at least the local 
offices of the Internal Revenue Service a copy of these private rulings. 
Whether or not by their own internal setup they do not feel it is 
necessary to publish a ruling it should at least go to these local offices 
because we have found that the taxpayers will come by one of these 
unpublished rulings in a district where the local office has no knowledge 
whatsoever of it. Obviously they cannot comply with such a ruling 
because they have no knowledge of it. So we think at least that would 
be greatly helpful if the Service did follow this prior procedure. 

Mr. Krocu. I may seem to ramble a bit, but I do not intend to. I 
would like to refer to your comments with respect to the shift of the 
base of the documentary stamp tax from the par value to the actual 
market value and ask you to elaborate on the statement you made 
with respect to those transactions where the value of the stock is 
difficult to determine, and illustrate that for me. 

Mr. Gurason. Perhaps there isn’t too much difficulty in these re- 
organization questions which involve listed securities. However, there 
are countless transactions which do not involve listed securities. 

Mr. Kroau. That would be generally in the closely held corpora- 
tions ? 

Mr. Gurason. Yes, sir. 
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For example, man A owns this building, and for one reason or 
another he wishes to contribute it to a corporation and set it up in 
corporate form. That is one example. His tax basis in the building, 
we will say, is $100, but its fair-market value at the time of the transfer 
might be, goodness knows what. That has to be determined. 

Mr. Keocu. Will you not concede that the bulk of security transac- 
tions are on listed securities ? 

Mr. Gieason. I am not sure that that obtains in respect of the 
issue tax, sir. I just don’t know. Certainly it does with the ordinary 
transfers. 

Mr. Keoau. If you object to the suggestion of the subcommittee 
with respect to transfers, we will say, and you recommend that fur- 
ther consideration be given to that proposed change, are you not, in 
effect, letting the tail wag the dog? 

Mr. Gueason. I don’t think so, sir. I am sorry I haven’t statistics 
on this and I am not sure whether the committee staff has or not, but 
the vast 

Mr. Kroau. I do not mean to take you by surprise, so if you want 
to submit the statistics later I am sure the chairman will permit you 
todo that. 

Mr. Gurason. I am not even sure that they are determinable, sir. 

Mr. Krocu. Then I would rather not have you refer to nonexisting 
statistics. 

Mr. Gieason. I stand corrected. 

Mr. Krocu. That is all, Mr. Chairman. 

Mr. Foranp. Are there any further questions ! 


If not, we thank you for your appearance and the contribution you 
have made to the committee. 

The next witness is Mr. Leonard Calhoun. Will Mr. Calhoun 
come forward? For the purpose of the record will you give your name 
and the capacity in which you appear ? 


STATEMENT OF LEONARD J. CALHOUN, IN BEHALF OF AVON 
PRODUCTS, INC., AND FULLER BRUSH CO. 


Mr. Catnoun. Mr. Chairman, my name is Leonard J. Calhoun, 
and I am appearing on behalf of Avon Products, Inc., whose principal 
place of business is at 30 Rockefeller Plaza, New York, and whose 
manufacturing plants are at Suffern, N. Y., Chicago, and Pasadena, 
Calif. 

In addition, to expedite the serving of the company’s millions of 
customers, branch offices with warehouses and shipping facilities are 
maintained in Atlanta, Kansas City, and Newark, Del. For more than 
70 years Avon has sold its products direct to the consumer through 
independent sales representatives who take orders on a door-to-door 
basis. Since the imposition of the retail excise tax on cosmetics in 1941, 
Avon has made returns and paid the excise tax on their sales under an 
arrangement with the Internal Revenue Service. 

The reason for my appearance is the danger that H. R. 12298 offers 
to the continuance of this arrangement. I shall briefly describe this 
arrangement and explain why we feel that its continuance would be in 
the public interest and in Avon’s interest, and why an appropriate 
amendment to section 161 of H. R. 12298 is needed to avoid jeopardiz- 
ing continuance of the arrangement. 
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The substantial excise taxes which are involved is indicated by the 
fact that Avon is paying currently at a rate of some $12 million per 
ear. There can be no question as to the full payment being made as it 
is computed on the basis of the retail price in Avon’s widely distributed 
catalogs. These taxes are being collected with a minimum of adminis- 
trative effort by, and expense to, the Revenue Service. 

Furthermore, Avon maintains adequate detailed records. facilitat- 
ing computation and verification of the tax and there has been no 
controversy as to the returns or payments between Avon and Internal 
Revenue Service during the decade and a half the excise tax has been 
in effect. 

An alternative to the present procedure would be to require returns 
and collect excise taxes from each Avon door-to-door representative. 
This alternative is most unappealing. There are over 80,000 of these 
representatives who are for the most part women with little or no 
background in preparing excise-tax returns or maintaining supporting 
records. 

The turnover in representatives is substantial and the average annual 
excise-tax liability per representative is less than $100. For many 
thousands who have worked only a short period, it would be merely a 
fraction of that amount. Thus it seems manifest that both the revenue 
loss and administrative expenses of the Government under this alter- 
native procedure would be very substantial. Avon itself would be 
adversely affected. It doubtless would lose representatives if the bur- 
den of this tax procedure were imposed on them. Also, Avon could 
meet requests for assisting the Service in locating delinquents and 
verifying returns only with very substantial expense. 

Avon’s position is and has always been that it is the retailer and is 
subject to the retail excise tax on its door-to-door sales of cosmetics, that 
the independent representatives take orders and submit them to the 
Avon Co. and that Avon, as retailer, sells the goods so ordered to the 
customer ordering them. Accordingly, when the retail excise tax was 
imposed in 1941, Avon commenced making returns and paying the tax. 

When this position was questioned Avon, in order to avoid an unnec- 
essary controversy, filed an agreement and waiver, a copy of which, 
together with the Bureau’s letter of acceptance, are attached to this 
statement and marked “Exhibits A and B.” 

Thus the practice and procedure of Avon’s filing the returns and 
paying the taxes as retailer has continued since the imposition of the 
retail excise tax, and any technical questions as to the status of Avon 
as retailer have been made moot and left unresolved in view of the 
arrangement I have described, which fully protects the Government. 

It is understood that recently some question has been raised as to 
the authority of the Internal Revenue Service for entering into ar- 
rangements such as have existed over the years with Avon, and that 
Internal Revenue Service and Treasury are looking to Congress for 
clarifying legislation. 

Thus section 161 of H. R. 12298, which contains provisions respect- 
ing payment of retail tax by suppliers and shippers, is of great signifi- 
cance. It has provisions for su opliers and shippers making returns 
on a power-of-attorney basis, which might be construed as affording 
the sole basis of the direct selling company’s making returns on door- 
to-door sales if the independent order taker rather than the company 
is ruled to be the retailer. 
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Thus Avon is deeply concerned. For if H. R. 12298 were adopted 
without appropriate amendment to section 161, and were construed 
to require that direct selling companies meet conditions and assume 
responsibilities set forth in this section, if they desire to continue to 
make returns and pay excise taxes on door-to-door sales, it is highly 
doubtful if Avon could meet these conditions. 

The present language of this section would appear to require: 

1. Obtaining from individual representatives and making indi- 
vidual returns on a power-of-attorney basis. In view of Avon’s situ- 
ation, this would involve obtaining over 80,000 powers of attorney 
initially and many thousands of additional powers of attorney each 
year, and making individual returns sustained by individual records 
maintained for these many thousands of representatives. 

2. Checking many thousands of individual returns and records by 
Internal Revenue Service. 

3. Assumption by Avon of responsibility for including in the indi- 
vidual’s return and paying taxes on the sale of any taxed items pro- 
cured by her from other companies regardless of the fact that Avon 
had no connection with or knowledge of such transactions. 

Furthermore, Avon would not want to be placed in a position of 
attempting to escape such liability for taxes on sales of other products 
by imposing contractual prohibitions restraining its independent rep- 
resentatives from engaging in trade with other distributors. 

None of these conditions and requirements exist under the present 
arrangement with Avon nor has there been any experience to date that 
would justify their now being imposed as a condition for Avon to con- 


tinue oo the excise tax returns and payments. 


Because of its inability to meet the power-of-attorney requirements 
and responsibilities outlined above, Avon is anxious to have the pres- 
ent arrangement continued. 

Continuance of the present arrangement will mean that the revenues 
will remain amply protected, administrative expenses will be kept at 
“« minimum, and excise taxes on Avon retail sales kept at a maximum. 
Accordingly, such continuance is in the public interest. 

This continuance can, and we believe should be, insured by adding 
appropriate provisions to H. R. 12298 clearly authorizing the Com- 
missioner to administer the retail excise tax laws under arrangements 
such as presently exist with Avon and other direct selling companies 
with similar situations. 

Accordingly, we earnestly request the inclusion of this authority 
in the pending bill. 

Mr. Chairman, with your permission I would like to have exhibits 
A and B attached to the statement entered into the record. 

Mr. Foranp. Without objection. 

(The information referred to follows :) 


ExuHisit A. WAIVER or RigHT TO CLAIM REFUND or RETAILERS’ Excise TAXES 


This consent and agreement made this 8th day of April, 1942, by Avon 
Products, Inc., a New York corporation, having its principal office and place 
of business at 30 Rockefeller Plaza, New York, N. Y., hereinafter referred to as 
“Avon,” Witnesseth : 

Whereas Avon is a direct selling company engaged in the distribution and 
sale of toilet preparations through the medium of its independent contractor 
representatives and has, beginning October 1, 1941, filed returns and paid the 
tax imposed by section 2402 of the Internal Revenue Code as added by section 
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552 of the Revenue Act of 1941 upon its sales of toilet preparations computed 
upon the bona fide retail list prices thereof as established by it; and 

Whereas it is the contention of Avon that Avon and not its independent con- 
tractor representatives is the retailer liable for the tax imposed by section 2402 
of the code, for the reason that Avon sells directly to the consumer and not to 
its independent contractor representatives for resale thereafter ; and 

Whereas the Commissioner of Internal Revenue contends that Avon’s inde- 
pendent contractor representatives are making sales at retail otherwise than 
from an established place of business, and that such representatives incur 
liability for the tax imposed by said section 2402 of the code; and 

Whereas Avon desires and believes that it should be recognized by the 
Commissioner of Internal Revenue as the retailer subject to the tax imposed 
by said section 2402 of the code, thereby relieving its independent contractor 
representatives of the necessity of filing returns and paying the tax with 
respect to sales of Avon’s articles; 

Now, therefore, in consideration of the foregoing and in further consideration 
of being permitted to pay in its own name the tax liability (including applicable 
penalties) which the Commissioner contends is incurred by the said inde- 
pendent contractor representatives under section 2402 of the Internal Revenue 
Code upon the sales at retail of Avon’s toilet preparations computed upon the 
bona fide retail list prices established by Avon for its independent contractor rep- 
resentatives, Avon hereby assumes and agrees to pay such liability and waives all 
right to contest an assessment of, or to claim a refund or credit of, any such tax 
assessed against or paid by Avon with respect to such retail sales of such articles 
on ‘and after October 1, 1941, on the sole ground that Avon is not the retailer 
liable for the payment of such tax. Avon further agrees that this waiver shall 
remain in full force and effect until the expiration of a period of 4 years from 
the date of the last sale made (by an independent contractor representative) 
with respect to which the tax liability is assumed by Avon. However, this 
waiver is without prejudice to the rights of Avon hereafter in accordance with 
the statutes in such cases made and provided, to contest on any other ground 
the correctness of any assessment wh ich may be made against Avon with respect 
to such retail transactions, or to file claim and maintain suit for the recovery 
of any taxes paid pursuant to such assessment. 


[CORPORATE SEAL] (Signed) Avon Propucts, INc., 
[SEAL] By Joun H. MICHENER, Treasurer. 


Exursit B. Copy or TREASURY LETTER 


TREASURY DEPARTMENT, 
Washington. 
Breep, Anpott & MorGan, 
15 Broad Street, New York, N. ¥. 
(Attention: Mr. Paul L. Peyton.) 


GENTLEMEN: Reference is made to the waiver of right to claim refund of 
retailers’ excise taxes submitted by you on the occasion of the conference held 
before this office on April 9, 1942. 

The waiver in question was submitted in connection with the request of Avon 
Products, Ine., for permission to assume the liability of its independent contract 
representatives and pay the tax due by such representatives in connection with 
their retail sales of toilet preparations. 

The waiver is in the form which is acceptable to this office and since all of 
the other conditions prescribed by the Bureau in such cases have been com- 
plied with, you are advised that Avon Products, Inc., is hereby authorized to 
assume the liability of its independent contractor representatives, effective on 
and after October 1, 1941. 

In this connection you are advised that such assumption of liability is ap- 
plicable only in the case of independent contract representatives who purchase 
direct from Avon Products, Inc., and sell at retail otherwise than from an 
established place of business on the basis of bona fide retail prices established 
and furnished by the company to the representatives by means of printed price 
lists or other acceptable method. 

Respectfully, 


[s] D. 8S. Briss, Deputy Commissioner. 
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Mr. Catnoun. Also, pursuant to the committee’s suggestion that so 
far as possible statements be consolidated, I have a statement from 
the Fuller Brush Co., who are up against the same general problem 
as Avon Products. 


Mr. Foranp. Before you go into the Fuller Brush matter, Mr. 
Eberharter has a question. 

Mr. Epsernartrer. Do you know whether the Treasury has similar 
arrangements with any other company aside from Avon? 

Mr. CatHoun. Oh, yes, sir. 

Mr. Expernarrer. They do have? 

Mr. Catnoun. Yes, sir. I am representing one of those other com- 
panies; namely, Fuller Brush. 

Mr. Enernarrer. I see. 


Mr. Catnoun. I understand, too, that there are other direct-selling 
companies that have similar arrangements. I do not think that the 
word has gotten out among them as to the possibilities of those arrange- 
ments being in jeopardy, but both of the companies I represent, ap- 


preciating the situation, asked me to present a statement to the 
committee. 


Mr. Esvernartrer. Thank you. 

Mr. Mason. Mr. Chairman ? 

Mr. Foranp. Mr. Mason. 

Mr. Mason. You are really just asking that in H. R. 12298 we place 
language which authorizes the Treasury to do what it has been doing 
for 15 years because of the fact that it is the sensible arrangement for 
industries that have 80,000 or 90,000 sales agents all over the country ? 

Mr. Catuown. That is correct, sir. 

Mr. Mason. It seems to me, Mr. Chairman, that is a sensible 
arrangement. 

Mr. Catnoun. With the permission of the committee I shall now 
summarize the situation of the Fuller Brush Co. In addition to the 
manufacture and sale of brushes, the Fuller Brush Co. has for the 
last decade likewise engaged in the sale of cosmetics and, accordingly, 
is concerned with the excise tax on cosmetics. 

The Fuller dealer, the Fuller brush man, sells the Fuller line, includ- 
ing cosmetics, to the ultimate consumer. The retail excise tax on 
cosmetics applies to these cosmetic sales. 

I might at this point mention that Avon, we believe, is the retailer. 
Fuller Brush, though, it seems to be reasonably clear, is not the 
retailer. The dealer who makes the sale is the retailer. In the interest 
of saving time I shall not go into these differences. 

The practical tax problem, however, is the same for both. The 
remedy has been the same, and Fuller Brush and Avon each the same 
general tax arrangement, which I have described. Thus Fuller Brush 
Co. has assumed the responsibilities of reporting and paying the retail 
excise taxes on all Fuller cosmetics sold by Fuller dealers. In the 
last 3 years alone, 1953, 1954, and 1955, the excise-tax payments made 
by Fuller aggregated $4,971,524.55. 

Continuance of this arrangement may be in jeopardy unless H. R. 
12298 is amended appropriately. 

I shall deseribe briefly the practical situation which led to the 
adoption and continuance of the present arrangement with Fuller 
Brush Co. I shall point out why we believe that appropriately amend- 
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ing section 161 of H. R. 12298 to authorize continuance of these present 
arrangements would serve the public interest. 

Fuller Brush Co. recognized on entering the cosmetic business that 
the Internal Revenue Service would face difficult problems if in ad- 
ministering the taxes it required excise-tax reporting and payment by 
each of the thousands of individual Fuller dealers, and that there 
might be likewise a very substantial revenue Joss. The company also 
recognized that the unaccustomed burden of making returns and 
paying retail excise taxes would be discouraging to its dealers. Also 
that the company itself doubtless would be asked to cooperate with 
the Service by providing data with respect to individual dealers, and 
this would involve substantial difficulties and expense to the company. 

As indicative of the size and special nature of the problem, it might 
be pointed out that besides the solid core of long service Fuller dealers, 
there is a considerable annual turnover in these dealers, as some retain 
dealerships for only brief periods and then go into other work. The 
number who do so is apparent from the turnover statistics of Fuller 
brush dealers. 

The turnover for 1954, for example, was 343 percent in maintaining 
an average number of dealers somewhat in excess of 6,000. While 
turnover was somewhat reduced in 1955, it was still 292 percent. 

So you have the problem of many people with very short periods 
as dealers and very tiny amounts of taxes due. Accordingly Internal 
Revenue would have a tremendous administrative problem if it 
collected directly from these thousands of individuals. In many 
cases the amount of tax due when the person has been assessed would 
be less than the cost of the assessment. 

The administrative problems and expense of obtaining excise tax 
returns and payments from these Fuller dealers have been avoided, 
as Fuller has assumed the full responsibility of reporting and paying 
the retail excise tax on all cosmetics distributed by Fuller dealers 
throughout the country. 

The tax is paid on the basis of the suggested retail price in the 
Fuller catalog, which is left with the prospective customer prior 
to sales visits under the Fuller dealer sales procedure. The tax is 
paid by Fuller Brush Co. on all cosmetics shipped to their dealers, 
and such shipments are audited with a minimum of effort and ex- 
pense. Thus the Federal Government is certain of receiving its full 
tax with little administrative effort and expense. 

As a matter of fact, it receives somewhat more than the tax tecl- 
nically due, as there is some breakage and loss by dealers on items, 
and some sales at less than catalog prices on which full taxes neverthe- 
less are paid under the arrangement. Fuller Brush Co. believes that 
this arrangement, besides being of manifest substantial advantage 
to the Government, likewise is desirable from the company’s view- 
point, for considerations that are previously mentioned, and should be 
continued. 

It is understood that some question has arisen in the Internal Reve- 
nue Service and the Treasury as to the authority for collecting excise 
taxes under arrangements such as that made with Fuller Brush Co., 
and that a clarification through legislation is hoped for. 

The need for clarifying legislation is emphasized by the inclusion 
in the pending bill of section 161, which in providing for a specific 
method of reporting excise taxes under a power-of-attorney arrange- 
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ment might be construed as making such tax reporting and payment 
an exclusive alternative to reporting and tax payment by individual 
salesmen in situations such as Fuller’s. , 

Section 161 as now written may be construed to require Fuller, 
if it elects, to continue to make reports and pay taxes on cosmetic 
sales by the Fuller dealers: 

First, to obtain powers of attorney from each of the thousands of 
its present dealers, and also from each of the many thousands of new 
dealers who are contracted with annually, including the great bulk 
of these who continue their dealership for only short periods and 
have a small aggregate of cosmetic sales, entailing only small totals 
of excise taxes; 

Second, to prepare and file individual returns for each of these 
thousands of dealers and to secure, keep, and compile on an individual 
basis all the data required to support these returns; 

Third, to assume responsibility for the accuracy and completeness 
of these thousands of individual returns, including responsibility for 
the accuracy and completeness of reports and the tax payment on any 
and all items subject to excise taxes which Fuller dealers may pro- 
cure from other companies. 

Initially working out the existing and long-established arrange- 
ments for Fuller Brush Co. to assume responsibility for the retail 
excise tax on its dealers’ sales of its products, it was not considered 
either practical or needed in pete the Federal excise revenues 
to impose the requirements just outlined. Subsequent experience 
under these arrangements affords no reason for now imposing these 
requirements as a condition Fuller must meet if it is to continue 


such tax reporting and payment responsibility. 

No consideration was given initially as to whether Fuller could 
afford to make arrangements involving commitments and expenditures 
such as section 161 as now written would impose, and this question has 
not been fully Serer but there is a grave question as to whether 


it would be possible for this company to continue tax reporting and tax 
payments on dealer sales if required to meet these requirements as a 
condition of doing so. 

As it is possible that the provisions of section 161 may have been 
framed to meet tax situations unrelated to that of Fuller Brush 
Co. and other direct selling companies with similar situations, no 
recommendation is made as to the deletion or modification of the 
specific language of this section. But it is earnestly recommended 
that language be added making clear that arrangements such as exist 
with Fuller Brush Co. are, and will continue to be, fully recognized 
and sanctioned. 

Mr. Foranp. Does that complete your statement ? 

Mr. Catuoun. Yes, sir. 

Mr. Foranp. Any questions ¢ 

Mr. Mason. Do you have suggested language to put into the bill 
that would cover these cases ¢ 

Mr. Catnoun. We have not prepared such language as yet. The 
appropriateness of the language, if limited to direct selling com- 
panies with these dealers, such as you handled the problem of minia- 
ture samples, would not be at all difficult to daw. Not knowing other 
situations, I would be somewhat concerned if I attempted to suggest 
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any specific language any broader than the direct selling company 
simply because of my lack of knowledge as to whether there are other 
roblems and other arrangements outside the direct selling field, but 
would appreciate the opportunity of working with your staff in 


connection with any kind of language, and if they request it I would 
be glad to submit it. 


Mr. Foranp. Any further questions? 

If not, we thank you for your contribution. 

Mr. Cauuoun. Mr. Chairman, I would like to ask in conclusion, 
there are one or two technical matters that concern Avon in con- 
nection with an exemption in the pending Simpson bill. 

Before the conclusion of these hearings, with the committee’s per- 


mission, we shall file a statement with respect to that particular 
matter. 


Mr. Foranp. Without objection, you may do so. 
(The information referred to follows :) 


SUPPLEMENTAL STATEMENT OF AVON Propvucts, INc. 


This statement of Avon Products, Inc. is a supplement to the testimony of its 
representative on November 27, 1957, before the Excise Tax Subcommittee of 
the Committee on Ways and Means. At that time Avon was granted permis- 
sion to file subsequently a statement for inclusion in the printed record, in lieu 
of including its particular subject-matter in Avon’s oral testimony. 

This supplemental statement is concerned with needed clarification of a new 
section 4033 which section 4 of H. R. 12421 proposes to add to the Internal 
Revenue Code. The proposed new section would exempt from the retail excise 
tax on luggage “any article sold at retail for $5 or more.” Ayon is concerned 
with insuring the appropriate application of this provision to bags and cases 
containing cosmetics and toiletries, particularly where the combination is sold 
for a single retail price, and urges that this provision be adopted with appro- 
priate clarifying language, for reasons set out below. 

Avon’s primary business is the manufacture and sale of cosmetics and toiletries. 
A very high percentage of Avon’s retail excise taxes, which are currently at 
the rate of $12 million per year, are paid with respect to its sales of cosmetics 
and toiletries, though a substantial amount is paid with respect to bags and cases 
containing cosmetics and toiletries. Avon sells bags and cases only in this 
combination. It does so because the technique of the combination sale at a 
single price is a highly important method of promoting the sales of its cosmetics 
and toiletries. Separate sales of the bag or case and the cosmetics and toiletries 
contained therein would completely destroy the promotional value of the bags 
and cases in increasing its cosmetic and toiletry sales. 

As the committee is doubtless aware, there have been a series of rulings 
that, with respect to combination sales involving articles subject, and articles 
not subject, to the retail excise tax there shall be an apportionment of the retail 
price—based on the respective retail prices of the articles where there are such 
established prices, otherwise based on the respective costs of the articles to the 
taxpayer. 

In situations where the combination sale of the cosmetics and toiletries and 
the bag or case is not more than $5, presumably the usual apportionment rule 
would be followed if the proposed new section 4033 becomes law, as it would 
hardly be construed to exempt otherwise taxable contents because contained 
in a bag or case exempt under the proposed section. 

We feel that in applying the proposed section 4033 the usual apportionment 
rule should likewise be followed where the sale of a bag or case and its con- 
tents is for a combination price in excess of $5, and thus that the $5 exemption 
provision should be applied to the apportioned retial price of the bag as thus 
established. 

Clarification of the proposed exemption to insure that this apportionment rule 
be followed is important to Avon. For example, the company sells a men’s 
overnight traveling case containing shaving articles at a total retail price of 
$5.95. Of that amount, only $2.83 can reasonably be attributed to the cost of 
the case, and the balance is attributable to its contents. If the $5 referred to 
in proposed section 4033 is applied to the combined selling price of the case and 
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its contents, the company would be required to pay a tax under section 4031 of 
the code both on the part of the selling price properly attributable to the bag 
and the remaining portion attributable to the merchandise. On the other hand, if 
the same bag were to be sold by itself, without its contents, it would be exempt 
from tax under section 4033 as its price would be under $5. We feel that taxing 
the sale of the bag or case where it is sold in combination with other items, but 
exempting the same bag or case from tax when it is sold by itself, would be 
inequitable and would tend to discourage taxpayers from utilizing the profitable 
and legitimate merchandising technique of combination sales. 

While, conceivably, a taxpayer might sell a bag or case and its contents 
separately in order to come within a tax exemption, it would not seem to be 
sound tax policy to enact a provision which might be construed as requiring 
such artificial action as a condition of tax relief. As has been previously 
indicated, this action by Avon could completely destroy its promotional sales 
program. 

In light of the above, we respectfully request the subcommittee to clarify 
the proposed section 4033 by adding thereto a provision similar to that set forth 
below : 

“For purposes of this section the retail price of any such article sold in 
combination with other merchandise, whether or not such merchandise is 
contained in such article, shall be determined by apportioning the overall 
retail price between such article and such other merchandise. If such article 
and such other articles have established retail prices, the price of each shall 
be its established retail price, otherwise such apportionment shall be based on 
the respective costs of such article and such other merchandise to the taxpayer.” 


Mr. Foranp. The next witness is Andrew Leredu, president, Inter- 
national Jewelry Workers Union. 

Mr. Leredu, will you give your name and the capacity in which you 
appear for purposes of the record. 


STATEMENT OF ANDREW LEREDU, PRESIDENT, AMALGAMATED 
JEWELRY, DIAMOND, AND WATCHCASE WORKERS UNION, LOCAL 
NO. 1, INWU, AFL-CIO 


Mr. Lerepu. I am Andrew Leredu, president. of the International 
Jewelry Workers Union, Local No. 1, AFL-CIO. 

The precious-metal jewelry industry has existed as a craft in the 
United States since Revolutionary times. In spite of the progress 
made in methods of production througb the years, the jewelry trade 
today still requires and employs highly skilled craftsmen. 

These workers are today confronted with decreased earnings re- 
sulting from the imposition upon the jewelry industry of burdensome 
and discriminatory Federal taxation. The continuation of the present 
Federal excise tax on jewelry items threatens the security and well- 
being of the jewelry workers. 

We submit herewith the following facts and figures to substantiate 
our contention. These figures are taken from a report issued by the 
Bureau of the Census and indicate an overall continually decreasing 
number of workers and shops in the jewelry industry. 


Number of employeesem- | Number of shops in jewelry 
ployed in jewelry shops | industry 


| c 
| 197 | 1954 | Percent} 1947 | 1954 | Percent 


Precious jewelry. ._._. ends 25,566 | 23, 455 | ~9| aa! 1,397 
Jewelry findings.................-.- |; 6,056) 5,371 —11 182 234 
Silverware and platedware.._____. .---| 21,848 | 77,345 —21 235 | 207 
Watches and clocks................... 34,600 | 25, 700 | —26 | 194 | 145 
WURDE, occas cisecu: | 5, 600 3, 800 | —32 82 | 64 

| | i 
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The situation in the silverware and plated ware is mainly due 
to a new process of casting where many small shops have opened up. 

There was a total of production employees in 1947 of 93,670, and 
in 1954 of 75,671, or a drop of 19 percent. 

The jewelry industry is further handicapped by the excise tax by 
competition from other industries in the gift field such as glassware, 
china, wood, plastic, linen, et cetera, whose products are not subject 
to taxation. 

Since 40 percent of all production in the jewelry trade is sold as 
gifts, it can easily be seen that the tax on jewelry is discriminatory 
in nature and results in pricing many of its items out of the market 
if the manufacturer wishes to get a fair return on his product. 

Survey made and published by U. S. News August 1956 revealed 
that since 1950 the workers in 17 leading industries received the 
following in wage increases: 

Three industries granted from 41 to 52 percent in increases. 

Nine industries granted from 31 to 40 percent in increases. 

Five industries granted from 24 to 30 percent in increases. 

In the same period, the average wages of workers in the jewelry 
industry were increased from $2.14 to $2.58 per hour, amounting to 
only 20.6 percent. Our basic minimum rates are substantially lower 
than those in most other skilled trades. 

In 1935-40 our minimum wage was $1 per hour. As of February 
1, 1957, the minimum will become $2.05 per hour. This represents 
an increase of slightly more than 100 percent in a 20-year period. 
This is much less than the increase in the cost of living during this 
period and well below advances made by other industries. 

I wish to point out that when the minimum wage was established 
in 1948 at 40 cents an hour, today it is $1 an hour, or an increase of 
150 percent. 

The low wage standards in the jewelry trade act as a deterrent 
which keeps new workers from entering the industry. There is no 
incentive for a young man to enter a skilled trade requiring years 
of apprenticeship which, when completed, offers him a rate of pay 
below those of less demanding crafts. This situation is depriving 
our industry of necessary replacements for those who for reasons 
of age or other good and sufficient reasons are continually dropping 
out of the industry. 

During periods of national emergency, as in World War II or 
during the Korean war, jewelry craftsmen were able to immediately 
adapt their skills to the production of many vitally needed items 
such as surgical instruments, compasses, bombsights and a host of 
other precision items requiring the specialized training which only 
the jewelry craftsman uses in his everyday work. A drop in the 
number of such workers which is taking place today could seriously 
affect the security interests of the nation in a time of need. 

If the jewelry industry is to be placed on an equal footing with its 
competitors so that it can continue to operate profitably and pay its 
workers wages commensurate with their skills and needs, the present 
excise tax on jewelry items must be completely abolished. 

On behalf of all the workers in our industry, I appeal to this com- 
mittee for favorable consideration and action on our request for the 
removal of this unjustified and onerous tax. 
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As a director of the Jewelry Industry Tax Committee, I also want 
to place our union on record as being in full accord with the state- 
ment contained in the memorandum submitted to vour committee 
yesterday by Mr. Arnold Schiffman, chairman of the Jewelry Industry 
Tax Committee. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Lerepvu. Yes. 

Mr. Foranp. Are there any questions ? 

If not, we would like to thank you for your'contribution. 

Mr. Lerepvu. I would like to make a small addition, Mr. Chairman. 

Mr. Foranp. Go ahead. 

Mr. Lerepv. The statistics of the Veterans’ Bureau show that since 
1945, 80,000 veterans were trained in different branches of the jewelry 
industry. These figures are misleading. . 

I wish to point out that, first, the overwhelming majority of these 
veterans were trained in schools after World War II and very few of 
them entered the industry as journeymen. The others were trained 
on the job. Less than 20 percent are today working in the industry 
because they were not making enough earnings and had to look for 
another means of earning a livelihood, so that that figure of 80,000 
is misleading because no more than 15 percent today, the younger 
elements, are coming into our industry. 

Mr. Foranp. We thank you for your contribution. 

Mr. Lerepv. Thank you, gentlemen. 

Mr. Foranp. The next witness is Mr. Jack Citronbaum. 

Mr. Citronbaum, will you give us your name and the capacity in 
which you appear for the record ? 


STATEMENT OF JACK CITRONBAUM, EXECUTIVE VICE PRESIDENT, 
LUGGAGE & LEATHER GOODS MANUFACTURERS OF AMERICA, 
INC. 


Mr. Crrronsaum. Thank you, Mr. Chairman. 

I am Jack Citronbaum, executive vice president of the Luggage & 
Leather Goods Manufacturers of America, Inc., a national trade asso- 
ciation representing the manufacturers of luggage and leather goods, 
with principal offices in New York City. 

Mr. Chairman, with your permission and in the interests of saving 
time, instead of submitting this entire memorandum which will be 
made a part of the record with your permission, I would just like to 
summarize the principal points that I have made. 

Mr. Foranp. You may proceed, sir, and without objection your full 
statement will appear in the record. 

(The statement referred to follows :) 


MEMORANDUM RE Excise Tax oN LUGGAGE AND Persona LEATHER 
Goops 


Submitted by Luggage and Leather Goods Manufacturers of America, Inc., 
Jack Citronbaum, Executive Vice President 


This memorandum is submitted by the a and Leather 
Goods Manufacturers of America, Inc., the official trade association 
representing the manufacturers of luggage and personal leather goods. 
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The purpose of this memorandum is to present facts and data relat- 
ing to the excise tax now levied on luggage and personal leather goods. 
It is the contention of the association that these facts require an imme- 
diate repeal of the excise tax which now burdens the entire luggage 
and personal leather goods industry. 

In addition to this memorandum, oral testimony will be submitted 
to this body for the purpose of adding to the material herein contained. 


POINT I 


By virtue of section 1651 of the Revenue Act of 1943, as amended 
by the Excise Tax Reduction Act of 1954, there is now levied a 10- 
percent excise tax, at the retail level, on all purchases of luggage and 
personal leather goods. To define personal leather goods, they con- 
sist of billfolds, key cases, coin purses, dressing cases, card cases, writ- 
ing sets, and other leather novelties. 


POINT II. THE EXCISE TAX ON LUGGAGE AND LEATHER GOODS WAS 
STRICTLY A WAR-CONSERVATION MEASURE 


At the very outset, it might be well to dispel any thought that 
the excise tax on luggage and leather goods exists because they are 
luxuries. That myth should be dispelled immediately. Who are the 
users of luggage and leather goods? They are the traveling public. 
These fall into two classifications: The essential traveler, whether he 
be businessman, Congressman, doctor, engineer, or of any other pro- 


fession; and all of the rest of us who may take all too short vacation 
periods. Today, in addition to those of us who took vacations before 
the war, there are perhaps 40 million workers of the country who enjoy 
annual vacation periods with pay. 

No excise tax is collected on the suit a man wears on his back, nor 
on his underclothing or shoes, yet there is an excise tax on the bag in 
which he must carry his clothing and the very wallet in which he 
carries his all-too-little vacation money. 

Luggage and leather goods are not luxuries, nor were they so con- 
sidered by the Congress when it enacted the Henderson Security Act, 
in which luggage and leather goods were included. 

An examination of that act points clearly and unmistakingly to 
the fact that the excise tax on luggage and leather goods was a war- 
time measure, enacted not for revenue purposes but to conserve 
strategically needed materials. 

The mind of Congress on this all-important point is clear when 
section 3406 of the Revenue Act of 1941 is read. Under that section, 
we find luggage and leather goods classed with such items as elec- 
trical appliances, photographic apparatus, electric signs, business and 
store machines, rubber articles, washing machines, and optical equip- 
ment. With no more than just a reading of these articles, it is evi- 
dent that these articles, under this manufacturers’ excise tax (sec. 552), 
are articles whose component parts consisted of vital war materials. 
Luggage and leather goods were in this category. The reason is 
obvious. 

The components of luggage and leather goods are leather, wood, 
brass, steel, rayon and cotton linings—all materials which were so 
badly needed during the war. It is beyond the shadow of a doubt 
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to say that Congress placed an ‘excise tax on luggage and leather 
goods to curb their sale not because they were luxuries but because 
the components constituted such vital war materials. Who can say 
that leather, wood, brass, steel, rayon, and cotton did not play a vital 
part in winning the war? 

The proof of this fact becomes even more apparent when the very 
next section of the Revenue Act of 1941 is read. That section (sec. 
553) imposes a retailers’ excise tax on what? Jewelry, furs, toilet 
preparations—purely and uncontroversially luxury items. If lug- 
gage and leather goods were in the luxury class, surely Congress would 
have placed them in section 553 rather than in section 552. 

The very first sentence of H. R. 5417, the Revenue Act of 1941, 
points to and —— forth most clearly the point we raise. The first 
sentence says, “A bill to provide revenue, and for other purposes.” 

Luggage and leather goods were not taxed for revenue. ‘They were 
taxed for “other purposes,” these “other purposes” being the conserva- 
tion of vital raw materials. 

World War II has been over for 11 years; yet the burden of the 
excise tax, enacted for war purposes only, is still retarding the prog- 
ress of our country. It was never the intention to tax luggage and 
leather goods for revenue purposes. It is contrary to every tenet of 
fair play to continue the tax beyond its original purpose. The lug- 
gage and leather goods industry accepted the imposition of the tax 
as its sacrifice in the war effort. It should not still be paying the price 
of such sacrifice 11 years after the successful conclusion of the event 
for which the sacrifice was made. To continue to pay is an irreparable 
harm which is being foisted on an industry which is small and perhaps 
unable to match its energies against those who are large and who are 
able to withstand and defeat any plans to share the burden of Govern- 
ment finance. 


POINT III. THE EXCISE TAX ON LUGGAGE AND PERSONAL LEATHER 
GOODS IS DISCRIMINATORY 


Pursuing further the point outlined heretofore, it becomes quite 
evident that the retention of an excise tax on luggage and personal 
leather goods, having been divorced from its original purpose, is now 
being used for the purpose of raising revenue. 

What justification is there for this tax? When considered in the 
light of the many hundreds of items which are not taxable, the answer 
is Obvious. There is no justification for the imposition of an excise 
tax on luggage and personal leather goods. 

When a tax is put on some businesses and not on others, those busi- 
nesses which are taxed are burdened with a special penalty. Can any- 
one deny that this is discrimination by the Government? A business 
which is punishd by a special tax just cannot complete on fair and 
equal terms for the consumer’s dollar. Luggage and leather goods 
are competing with hundreds of other gift items which are completely 
free of excise tax. How can such unfair competition be justified by 
the Government which, through its very laws, is constantly on the 
alert to prevent unfair competition amongst businesses? Is there 
such a thing as degrees of unfair competition merely because the Gov- 
ernment sanctions, yes, legislates unfair competition on the one hand 
and then attempts to outlaw unfair competition on the other? Unfair 
competition by taxation is truly a vicious deed. It is all the more 
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repugnant because of its sanction by law. It is definitely contrary to 
- = flow of business which is one of the bulwarks of our economic 
om. 

Not only is the excise tax on luggage and leather goods discrimina- 
tory per se, but it is even discriminatory among the products of our 
industry. The lack of any reason for this discrimination is revealed 
sharply in some of the contradictions which result from these taxes. 
Just to mention a few examples: A briefcase made of leather or imita- 
tion leather is taxable. A briefcase made of fabric other than leather 
or limitation leather is not taxable. An overnight case to carry wear- 
ing apparel is taxable, but a liquor flask case to carry bottles of liquor 
is not taxable. A leather cigarette case is not taxable, but a billfold to 
carry money is taxable. A cover case for matches, pipes, and playing 
cards is not taxable, but a card case to hold necessary business cards is 
taxable. Where is the logic? Where is the justice? 

Not only does the excise tax on luggage and leather goods discrimi- 
nate amongst products but it is also discriminatory amongst people. 
The excise tax on luggage and leather goods is unfair to millions of 
people who have to live on small pensions or on small fixed incomes. 
Travel and recreation have become a part of our normal standard of 
living. Labor contracts covering millions of employees contain for 
the most part vacation clauses of varying lengths. What good is it to 
give an employee the time for a vacation and then tax away from him 
the ability to utilize that time? Low-income groups are directly af- 
fected by the excise tax on luggage and leather goods, as it deprives 
many of them of their pleasures and of their recreation. 

The injustice of the tax is further emphasized by the fact that they 


are in no way related to the income of either the seller or the buyer. 
Tt hits hardest those least able to bear it. A wallet, a suitcase, a brief- 
case—each an ordinary, everyday item contributing to the standard of 
living for which America is hailed—are subject toatax. A tax which 
from practical usage is nothing short of a sales tax from which there 
is no escaping the obvious—that such a tax falls most heavily upon 
lower income groups. 


POINT IV. THE EXCISE TAX ON LUGGAGE AND PERSONAL LEATHER GOODS IS 
CAUSING IRREPARABLE LOSS TO THE INDUSTRY 


Unlike other consumer goods industries, the luggage and leather- 
goods industries have failed in the continued march forward, despite 
the most favorable factors. The reason is directly attributable to the 
tax. 

An analysis of Department of Commerce dollar volume sales figures 
for the category “Luggage,” since the cessation of hostilities, clearly 
shows the continued existence of sharp valleys and only slightly rising 
peaks, a condition not symbolic of other consumer-goods industries. 
The figures are as follows: 


Personnel consumption expenditures for luggage 
{In millions] 
ee es etecraiaeeaaie 183 
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The figures clearly indicate that the industry had filled consumer 
needs after the war, and in 1949 was beginning to feel the effects of 
competition for the consumer dollar with a sharp decline from a high 
of $194 million in retail sales in 1947 to a sharp drop of $169 million 
in 1949. The gradual rise in 1950 and 1951 can be attributed to the 
Korean conflict which had its effect on all retail sales. Most industries 
showed sharp increases in 1950 and 1951, the luggage industry’s rise 
was detzeiadky modest as the figures indicate. 

Did the industry flourish and make large steps forward during the 
existing “cold-war period”? The answer is obvious and is made even 
more outstanding by the figures heretofore quoted. The only reason 
that can be attributed to the modest increase in sales volume is the 
high employment enjoyed by the people and their desire to utilize their 
leisure time in travel and their steady earnings in gifts, plus a cam- 
paign of promotion selling on the part of the industry. 

Even in this regard the contrast in the gains made in the travel 
field when compared with activities in the luggage field, are short of 
fantastic. From 1946 to 1954, steamship travel increased 788 percent ; 
airlines travel increased 164 percent; automobile travel increased 72 
percent ; consumer income increased 59 percent ; department-store sales 
increased 39 percent; yet luggage and leather-goods sales decreased 
5 percent. In the light of these comparisons surely every effort must 
be made to assist rather than hamper our industry. Repeal of the 
excise tax will have a most telling effect upon our forward progress. 

On this point it might be well to point out that manufacturers in 
our industry are compelled by competition from within and without, 
because of the tax, to lessen and lessen their avenue of profit. A manu- 
facturer confronted with an immediate deterrent of a 10-percent excise 
tax on his product, even at the expense of a safe margin of profit he 
must build a product which can compete for the consumer dollar at 
the retail-price level. Regardless of the net result, resistance to pur- 
chase becomes apparent immediately when that retail-price level is 
exceeded. 

The result of this is constant pressure on the manufacturer to keep 
pecking away at every turn on his margin of profit. If this condition 
continues much longer, there will soon be no profit with the accom- 
panying disastrous results. There is no question but that the 10-per- 
cent excise tax is the direct cause of this condition. Its repeal is an 
absolute essential for the continued survival of the luggage and 
leather-goods industry. 

Since 1947 more than 130 manufacturers of luggage and leather 
goods have discontinued operations. Many were compelled to do so 
by action of their creditors either through bankruptcy or assignments 
for the benefit of creditors, others found their enterprises no longer 
profitable and could not continue operations. Still others proceeded 
with orderly liquidations sustaining individual financial losses. 

The Bureau of the Census, in its report on the luggage industry. 
based on its 1954 Census of Manufactures, shows that in 1947 there 
were 591 luggage establishments and in 1954 there were 497. Since 
these census figures were reported an additional 20 manufacturers 
have left the field. In 1947, this same report shows a total of 16,000 
employees in this industry. In 1954 this figure was reduced to 15,900. 


A sure indication of the downward trend being experienced by the 
industry. 





142 EXCISE TAXES 


Not only have manufacturers been affected, but many retail stores 
have found it impossible to operate profitably and have liquidated 
their businesses either voluntarily or by compulsion. 

It is safe to say that neither manufacturer nor retailer would vyol- 
untarily give up a profitable venture. While certain business fatali- 
ties are normal each year, the history of the luggage and leather goods 
industry prior to excise tax has been among those not seriously affected 
by failures. With the growth of the industry since the war and with 
the imposition of the excise tax has come a period of precarious 
business life. 

This situation is even more exaggerated when it is considered that 
traditionally the net profit in the luggage and leather goods business 
has been extremely low. Statistics produced during the past have 
indicated that such net profit does not exceed 2 percent. Truly a 
minimum for safe business operation. The slightest swing of the 
pendulum toward a slump in business immediately wipes out this 
small margin of profit. 

The excise tax has made the life of a luggage and leather goods busi- 
ness even more precarious. It must be eliminated to permit an indus- 
try to conduct itself without the constant fear of an added strain— 
the tax—adding to the normal peaks and valleys of business. No 
industry can stand such strain for long. 


POINT V. THE REPEAL OF THE EXCISE TAX ON LUGGAGE AND LEATHER GOODS 
WILL RESULT IN A SMALL LOSS, IF ANY, TO THE GOVERN MENT 


The repeal of the excise tax on the category “luggage” which in- 


cludes all luggage items, all leather goods items such as billfolds, 
wallets, key cases, coin purses, dressing cases, and ladies handbags, 
would cause a gross loss, based on the average collection during the 
past few years, of about $50 million. When considered in the overall 
budgetary picture, such a loss, even on a “gross” basis, is indeed a 
smal] price to pay for the continuance and health of an industry whose 
products are vital to our standard of living and our overall economy. 
But the gross loss will by no means be the net loss. Consideration 
must be given to these offsets. Repeal of the excise tax will have the 
following general effects upon the revenue source. These effects are 
outlined in a report submitted to the House Ways and Means Com- 
mittee in 1950 by the National Committee for Repeal of Wartime 
Excise Taxes, and prepared by the Commodity Marketing Corp., and 
are as convincing now as they were in 1950. The general offsets to 
gross revenue loss are attributed to— 
(a) Increased corporate and individual business income-tax 
liability due to expanded net profits as a result of repeal; 
(6) Increased corporate income-tax liability due to additional 
dividends received by taxable individuals; 
(c) Increased individual income-tax liability due to increased 
wages and salaries; 
(d) Increased employment-tax liability due to increased wages 
and salaries. 
While no specific estimate is available at this time as to the amount 
of such offsets, and at best such figures must of necessity be estimates, 
nevertheless it is safe to assume that the net loss to the Government 





EXCISE TAXES 143 


from repeal of the 10-percent excise tax on luggage and leather goods 
would be relatively small, if any. 

Substance to this argument can be found in the enlarged outlet for 
the sale of our products which would follow repeal. Travel and 
relaxation have become a part of our national economy and our high 
standard of living. With our products given a competitive chance, 
our industry can take advantage of its potential and increase its 
volume commensurate with the natural and economic reasons which 
exist for such expansion. 


POINT VI. THE EXCISE TAX ON LUGGAGE AND PERSONAL LEATHER GOODS 
DETERS REPLACEMENT 


The greatest deterrent to expansion in the luggage and leather- 
good industry is the limited rate of replacement resulting from con- 
sumer reluctance to replace an item of luggage and leather goods 
because of the excise tax. An attitude of “making the old piece do” 
is prevalent as soon as the tax is added to the prospective sale. Re- 
tailers all over the country can attest to such an adverse consumer 
reaction. The psychological effect of the tax is to immediately shy 
away from the purchase because of the tax. 


POINT VII. THE ACTION STARTED BY CONGRESS IN 1950 AND 1954 SHOULD 
BE COMPLETED IN FULL 


In the essential and vital facts pointed out herein, repeal of the 
excise tax on luggage and leather goods, as levied under section 1651 


of the Internal Revenue Code, is urged because— 

1. The excise tax on luggage and personal leather goods was 
not levied originally to raise revenue but to conserve ‘vital w 
materials, 

2. Luggage and personal leather goods are not luxuries. 

3. The excise tax on luggage and personal leather goods is dis- 
eriminatory. 

4. The excise tax on luggage and personal leather goods is a 
rn deterrent to their sale. 

The excise tax on luggage and personal leather goods has led 
to ‘unemployment and a denial to our industry of its natural and 
inherent possibilities of growth. 

6. The repeal of the excise tax on luggage and leather goods 
will not result in great loss to the Government. 
These factors must have had their effect upon the Congress in 1950 
when some relief for our industry was recommended by this committee 
and approved by the Congress. Unfortunately, the Koean conflict 
engaged our country in an action against flagrant aggression and, 
as a result, no relief was then possible. 

Our industry’ s plight must again have made itself known and in 
1954 this committee and the Congress and the President of the United 
States approved a reduction in excise tax from 20 percent to 10 percent. 

The essential points for this relief both in 1950 and in 1954 are 
even more evident now. The excise tax is proving to be even more 
of a competitive burden. There has been no halt to the shrinkage of 
manufacturer firms in our industry. The tax is no less discriminatory 
now than it was then. Employment in our industry has decreased, 
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not increased. The conclusion must be that the years which have 
passed since 1950 make it even more essential that repeal of section 
1651 in all its subdivisions be the recommendation of this committee. 
Every product listed in section 1651 has some similar drawbacks to 
their sale. The luggage and leather-goods industry, as an industry, 
has common seule common avenues of distribution, common 
cooperative endeavors and should be considered in every way just as 
they were originally considered by the Congress when the original! 
excise-tax law was embodied in the Revenue Act as section 1651. What 
is true of one product therein listed is true of all. The disadvantages, 
the deterrents, the hardships foistered upon our industry by the 
excise tax are common to all the products covered by section 1651. 
The advantages of repeal should be reaped by all to balance the 
detriments suffered by all. 

We ask this committee to right a wrong which for too long has 
stifled the progress of an industry. We ask that this wrong be cor- 
rected in its total aspects. There are no degrees of wrong. When 
corrected there can be no halfway measures. To reestablish equities 
and to continue faith in laws and their objectives, this deterrent to the 
luggage and leather goods industry must be erased in toto. Repeal 
of section 1651 is the only just way to remedy an intolerable condition. 
The Congress of the United States thought so in 1950; it again made 
some correction in 1954; it is essential that full relief come now. A 
few more years of excise tax and our industry may be dwarfed to the 
point of near extinction as an industry able to maintain its inde- 
pendence. 

It is most respectfully submitted that the excise tax on luggage and 
personal leather goods be repealed in its entirety. 

STaTe OF New YORK, 
City of New York, County of New York, 8s: 
Before me, a notary public in and for said county, appeared Jack Citronbaum, 


who, being duly sworn, deposes and says that he is the executive vice president 
of the Luggage and Leather Goods Manufacturers of America, Inc.; that the 


’ 


facts stated in the memorandum herein submitted by the Luggage and Leather 
Goods Manufacturers of America, Ine., and presenting statistics and facts 
relative to the effect of the excise tax on luggage and personal leather goods 
of his own knowledge is true; and that as to those matters stated to be upon 
information and belief, he believes them to be true. 
JACK CITRONBAUM. 
Subscribed and sworn to before me this 20th day of November 1956. 
WILLIAM SCHNEIDER, 
Notary Public, State of New York. 

Mr. Crrronpaum. First I would like to express our approciation 
to you for permitting us this present opportunity on behalf of the 
small industry, the luggage and leather goods industry, to present 
pertinent facts in connection with the excise tax. 

We appear here to urge repeal of the excise tax on luggage and 
leather goods. Our reasons are stated in our summary as follows: 

‘he excise tax « age anc sonal leather goods was not levie 

The excise tax on luggage and personal leather goods t | l 
originally to raise revenue but to conserve vital war materials, and it 
was incorporated into the act at that time, and that tax was to be 
repealed 6 months after cessation of hostilities. 

Our second point is that luggage and small leather goods are not 
Juxuries, 
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The excise tax on luggage and small leather goods is discriminatory. 

The excise tax on Trane and small leather goods is a definite 
deterrent to their sale. 

The excise tax on luggage and small leather goods has led to unem- 
ployment and a denial to our industry of its natural and inherent 
possibilities of growth. 

The repeal of the excise tax on luggage and leather goods will not 
result in great loss to the Government. 

Mr. Keoex. Do you have the figure on what that loss would amount 
to? 

Mr. Crrronpaum. Yes. 

As of fiscal 1956, it represents less than 9 percent of the total excess 
tax collection, and for our industry represents about $25 million. 

These points that I have just made were made before and must have 
had their effect on Congress in 1950 when some relief for our industry 
was recommended and approved by the Congress. Unfortunately, the 
Korean conflict degeged our country in an action against flagrant 
aggression, and as a result, no relief was then possible. 

Our industry’s plight must again have made itself known and in 
1954 this committee and the Congress and the President of the United 
States approved a reduction in excise tax from 20 to 10 percent. 

The essential points for this relief both in 1950 and in 1954 are 
even more evident now. The excise tax is proving to be even more of 
a competitive burden. There has been no halt to the shrinkage of 
manufacturer firms in our industry. The tax is no less discriminator 
now than it was then. Employment in our industry has decreased, 
not increased. 

The conclusion must be that the years which have passed since 1950 
make it even more essential that repeal of section 1651 in all its 
subdivisions be the recommendation of this committee. 

Every product listed in section 1651 has some similar drawbacks to 
their sale. 

The luggage and leather goods industry, as an industry, has com- 
mon problems, common avenues of distribution, common cooperative 
endeavors, and should be considered in every one just as they were 
originally considered by the Congress when the original excise-tax law 
was embodied in the Revenue Act as section 1651. 

What is true of one product therein listed is true of all. The dis- 
advantages, the deterrents, the hardships foisted upon our industry by 
the excise tax are common to all the products covered by section 1651. 
The advantages of repeal should be reaped by all to balance the detri- 
ments suffered by all. 

We ask this committee to right a wrong which for too long has 
stifled the progress of an industry. We ack that this wrong be cor- 
rected in its total aspects. There are no degrees of wrong. When 
corrected there can be no halfway measures. 

To reestablish equities and to continue faith in laws and their ob- 
jectives, this deterrent to the luggage and leather goods industry must 
be erased in toto. Repeal of section 1651 is the only just way to 
remedy an intolerable condition. 

The Congress of the United States thought so in 1950; it again 
made some correction in 1954; it is essential that full relief come now. 
A few more years of excise tax and our industry may be dwarfed to 
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the point of near extinction as an industry able to maintain its inde- 
pendence. 

For these reasons, it is most respectfully submitted that the excise 
tax on luggage and small leather goods be repealed in its entirety. 
That is my statement. 

Mr. Foranp. Any questions? 

Mr. Keocu. I would like to ask Mr. Citronbaum; do you speak for 
handbags? 

Mr. Crrronpaum. No, sir; I do not. I am sure Mr. Burke, one of 
the witnesses who will be here Thursday, will speak on that. I speak 
for luggage and things such as key cases, billfolds, et cetera, which are 
listed in 1651. 

Mr. Foranp. Mr. Eberharter? 

Mr. Exsernarter. A new type of luggage which is not made from 
leather, is that taxed ? 

Mr. Crrronspaum. Yes, sir. 

Mr. Esvernarter. Like Masonite and these aluminum bags, and so 
forth. 

Mr. Crrronpaum. Yes, sir. 

Mr. Esernarter. They are also taxed 10 percent. 

Mr. Crrronpaum. Yes, sir. 

Mr. Exsernarrer. Thank you. 

Mr. Foranp. If there are no more questions, we thank you for the 
information you have given. 

Mr. Crrronsaum. Thank you, gentlemen. 

Mr. Foranp. The next witness is Mr. Joseph Steinberg. 

Give your name and the capacity in which you appear for purposes 
of the record. 


STATEMENT OF JOSEPH STEINBERG, ATTORNEY, NEW YORK, N. Y. 


Mr. Srernperc. Mr. Chairman, my name is Joseph Steinberg, and 
1 am an attorney admitted to practice in the State of New York. I 
appear on behalf of no group or association. I think it would be of 
some benefit to the committee to know a little bit of my background. 

For a period of 28 years I was employed in the Internal Revenue 
Department. I entered the Internal Revenue Service in the year 1917 
as a civil-service employee when excise taxes went into effect. I re- 
mained in the Service unit until July of 1945, and with the exception of 
perhaps 3 or 4 years, when I was Chief of the Audit Section of Income 
Taxes, I devoted myself exclusively to excise taxes. 

For the last 12 years of my service I was chief of miscellaneous taxes 
in New York, which included all excise taxes. 

I noted with a great deal of interest what Mr. Orem, chairman of 
the subcommittee on excise-tax administration of the National Asso- 
ciation of Manufacturers, had to say about the change in procedure 
with regard to entering assessments of excise taxes. This was the 
last paragraph of his prepared statement. 

I had not been in touch with any of the witnesses so I had no indi- 

cation of what they were going to discuss, but I still think that 
esaaiied should be placed on the item I am particularly interested in. 

At the present time, in entering an assessment of excise taxes after 
a revenue agent has conducted an investigation, a taxpayer is afforded 
an opportunity of filing a claim for abatement and appearing before 
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the Appellate Division of the Internal Revenue Bureau, but that is 
only done after an assessment has already been entered. Once an 
assessment is entered, the district director of internal revenue pro- 
ceeds with steps to effect collection, and unless the taxpayer is able to 
furnish a bond of at least twice the amount of the assessment, the 
district director will enforce collection, or take steps to enforce 
collection. 

Now, in the case of taxpayers with substantial holdings—that is, 
large capital—this may not be very injurious. But to the man who 
has a limited capital, this may have the direct result of putting him 
out of business, and I am quite certain it has done it in many instances. 

There are questions of fact as well as of law involved in excise 
taxes, just as there are in income taxes, and there is no reason that 
I know of why an excise taxpayer should not similarly be afforded 
the opportunity of his day in court prior to the entering of an 
assessment. 

In cases involving income taxes, if we do not agree with the revenue 
agent, we may file a protest, we may go to the Appellate Division, 
and after that we have the opportunity of going to the Tax Court, 
and not until the Tax Court has decided that the tax is properly due 
is there an assessment entered against the taxpayer. 

It is very obvious that what is happening in the case of excise taxes 
is very unjust. I urge that these cases be referred the same as the 
income taxes to the Tax Court. If it is necessary, as Mr. Orem sug- 
gested, that a special arm be set up in the Tax Court, I believe that 
would be very advisable, too, but by all means something should be done 
to give the taxpayer an opportunity to go to court and establish that 
he owes the tax before he may be forced out of business. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Strernperc. Yes; that concludes my statement. 

Mr. Foranp. Any questions? 

Mr. Krocu. Mr. Steinberg, are you familiar with the re-creation 
of the special squads of excisable directors’ offices? 

Mr. Srernserc. Yes. They were in effect when I was in the 
Department. 

Mr. Krocu. And were temporarily dispersed during the period 
of the reorganization of the then Bureau was in effect ? 

Mr. STernsperc. Yes. 

Mr. Kroeu. To the present when they have been re-created ? 

Mr. Srerneerc. I am totally in accord with what is done now. 

Mr. Koen. You are anticipating my next question. 

Mr. Srernperc. Yes. 

Mr. Krocu. I want your opinion as an expert on the basis of your 
experience. 

Would you say that the most effective way to administer the auditing 
of excise tax returns is through these squads of specialists ? 

Mr. Srernserc. Yes; by all means. May I explain this? 

Even within these squads, there are specialists within specialists. 
A man may be a specialist on manufacturers and yet not be a specialist 
on retailers. He may be a specialist on admissions and club dies and 
he may not be a specialist on manufacturers. 

Dispersing it, as was done for a short time, was absolutely the wrong 
thing to do because the average income-tax agent knows nothing about 
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excise taxes and relying upon him to try to enforce it would mean, 
undoubtedly, loss of revenue. 

Mr. Keoeu. I am told, as a matter of fact, that during the period 
of that dispersal, the excise-tax agents proved themselves more pro- 
ficient in auditing income-tax returns than the reverse. 

Mr. Sretnserc. You mean, if I understand you correctly, you mean 
that the income-tax agents learned more about auditing income taxes 
or learned more about excise tax ? é 

Mr. Krocu. I am simply saying to you that I have been told, during 
the period when these excise-tax agents were assigned to the package 
audit, that they learned the auditing of income-tax returns more 
quickly than the average income-tax agent learned how to audit excise- 
tax returns. 

Mr. Sretnserc. Unquestionably so. The special squads are unques- 
tionably all selected and excellent men. They are highly qualified. 
They are men who have been in the Department for years and years, 
and I think they are thoroughly familiar with what they are doing. 
I think they could more readily work on income taxes and do a better 
job than the average income-tax man can do on excise tax. 

Mr. Krocu. Thank you very much. 

Mr. Srernserc. Thank you, gentlemen. 

(Mr. Steinberg’s prepared statement follows :) 


STATEMENT OF JOSEPH STEINBERG 


It is Respect Saw recommended that a change be instituted with 
regard to the procedure in entering assessments of excise taxes. (I 


specifically unens estate and gift taxes, and narcotic taxes. ) 

It is noted that no changes have been recommended with respect to 
the rights of taxpayers to appeal beyond the Bureau of Internal Reve- 
nue. In my opinion, this “senteo has led to many injustices. 


Questions of fact as well as of law are involved in proposed assess- 
ments of excise taxes, just as they are involved in proposed assess- 
ments of income taxes. Instead of filing a protest, the procedure 
followed in cases of income taxes, the excise-tax payer is privileged to 
file a claim of abatement. In both instances, the matters are referred 
to the Appellate Division of the Bureau, and up to this point the pro- 
cedure is almost identical. However, after a decision is reached by the 
Bureau representative in Appellate, a drastic change in procedure 
takes place. 

In the case of proposed assessment of income taxes, if the taxpayer is 
not in agreement, he is afforded the opportunity of a Tax Court trial, 
and no assessments are entered prior to the decision of the Tax Court. 
In the case of the excise taxes, the decision of the Bureau representative 
in Appellate is final, and the assessment is entered immediately. The 
only recourse of the excise-tax payer is to make payment and then file a 
claim for refund. If the claim is denied, suit to recover may then be 
brought in the district court. 

It should be noted that the filing of a claim for abatement does not 
stay collection proceedings unless a bond is furnished equal to twice 
the amount of the assessment. Inability to furnish the bond or make 
payment of the assessment leads to distraint proceedings, and in many 
cases it is putting the taxpayer out of business. Attention is directed 
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to the fact that this action is instituted without any appeal beyond the 
Bureau of Internal Revenue. 

As an example of the irreparable damage that may occur under the 
present procedure, I should like to cite the following example: An 
excise-tax assessment was entered against a corporation in an amount 

reater than the capital of the corporation. The corporation was 
Rquidated and the officer of the corporation turned over to the district 
director of internal revenue the full amount realized as a liquidating 
dividend. Subsequently, the district director attempted to collect the 
unpaid portion of the corporate assessment from the former officer, and 
recommended that a personal assessment be made. 

For many years I was chief of the miscellaneous tax division (which 
includes excise taxes) in the upper New York district, and it is my 
opinion that this assessment is arbitrary and erroneous. However, 
under present procedure, no action can be taken to prevent the assess- 
ment. Only by instituting a procedure similar to that followed in 
proposed assessments of income taxes will such situations be remedied. 

Mr. Foranp. If there are no further questions, we thank you for your 
contribution. 

The committee will stand adjourned until 2 o’clock. 

(Whereupon, at 12 o’clock noon, the subcommittee recessed, to recon- 
vene at 2 p. m. of the same day.) 


AFTER RECESS 


(The hearing was resumed at 2 p. m., Hon. Aime J. Forand, chair- 
man of the subcommittee, presiding. ) 

Mr. Foranp. The subcommittee will come to order. 

The first witness this afternoon is Paul J. Hemschoot. Mr. Hem- 
schoot, will you come forward ? 

Will you give your full name and the capacity in which you appear 
for the record, please ? 


STATEMENT OF PAUL J. HEMSCHOOT, REPRESENTING 13 MANU- 
FACTURERS OF LIGHT BULBS AND TUBES, AND SECRETARY OF 
TUNG-SOL ELECTRIC, INC., NEWARK, N. J. 


Mr. Hemscuoor. Mr. Chairman, my name is Paul J. Hemschoot. I 
am secretary of Tung-Sol Electric, Inc., of Newark, N. J. I am 
appearing before you today as a representative of the lighting industry 
of which my company is a part. 

I speak today for 13 domestic manufacturers of light bulbs or tubes, 
which together produce in excess of 95 percent of the electric lamp 
bulbs and tubes produced in the United States. The list of companies 
which have joined in this statement is attached as an exhibit to the 
written copies of this statement. To our knowledge this is the first 
time our industry has joined together to make a concerted presentation 
of its views on excise taxes. 

The excise tax on electric light bulbs and tubes was first imposed 
in 1941 at an ad valorem rate of 5 percent. As this was a period 
of national emergency no objection was raised by the industry which 
proceeded to absorb the tax without raising prices. The Revenue Act 
of 1943 increased the tax on electric light bulbs to 20 percent by the 
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imposition of a war-tax rate. Despite the fact that this was the only 
ad valorem manufacturers’ excise tax then subjected to such an in- 
crease, the industry again raised no objection in view of the wartime 
revenue needs of our Government. Incidentally, the industry then 
found itself bound by its previous voluntary absorption of the basic 
5 percent tax as the pricing authorities would permit us to pass on 
only the increase in the tax. 

This situation prevailed during the entire remaining life of war- 
time price controls. The war-tax rates were due to expire auto- 
matically at the end of the national emergency. However, in 1947 
Congress nullified the automatic expiration of the war tax and 
continued the tax on electric light bulbs and tubes at the war-tax 
rate of 20 percent. 

Thereafter, until the rate was reduced to 10 percent in 1954, elec- 
tric light bulbs and tubes were taxed at 20 percent, a rate that was 
applied to only one other product under an ad valorem manufac- 
turers’ excise tax, viz, cameras. 

While the excise Tax Reduction Act of 1954 reduced the rate to 
10 percent, this is still the maximum ad valorem manufacturers’ ex- 
cise tax imposed upon any product except only firearms, which are 
taxed at 11 percent. 

What, then, is an electric light bulb that makes it an appropriate 
vehicle not only for excise taxation, but excise taxation at maximum 
rates‘ Is it a luxury? Is it an undesirable product, the production 
of which should be discouraged? Or is the total amount of Federal 
excise tax raised by the tax on this product so large that the revenue 
needs of the Government require its continuance ? 

Gentlemen, the answer to all of these questions is an emphatic 
“No.” First of all, not only is an electric light bulb a necessity, 
it is an integral part of 1 of the 3 basic necessities of life. The first 
use of electricity in the home is for lighting. The sockets and light 
fixtures for lamp bulbs or tubes are built into the home. Thus, unlike 
the appliances which are usually purchased separately and plugged 
into convenience outlets, electric light is a basic part of the house 
itself. Food is not subjected to Federal excise taxes, nor is clothing 
(excepting only certain luxury items such as fur coats). Similarly, 
shelter, as such, is not a fit subject for excise taxation. But, in this 
instance, an integral part of shelter, viz, the electric light bulbs used 
to light our homes, is taxed and taxed at maximum rates. 

Are electric light bulbs then undesirable? Obviously, the answer 
again is “No.” Electric light bulbs and tubes, as the only practical 
means of illumination for homes, for industry, for offices, for hos- 
pitals, and for public places, are a most desirable necessity. 

There remains, then, only the possibility that the revenue raised by 
this tax has become so important as to require the continuance of an 
otherwise undesirable tax. The Federal excise tax on electric light 
bulbs and tubes for the fiscal year ended June 30, 1956, raised approxi- 
mately $23 million of revenue; which is only ;4; of 1 percent of total 
Federal excise taxes, and only a microscopic part of the total revenues 
of our Federal Government. 

There seems to be, then, gentlemen, no valid reason to continue this 
unfair and burdensome tax on a product which is an essential basic 
necessity. 
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In 1951 Congress saw fit to repeal the former excise tax on electrical 
energy and furthermore took this action during the Korean emergency 
when other taxes were being raised, because, as stated in both the House 
and Senate reports : 

The tax is believed to be one of the most burdensome of the excise taxes with 

respect to the lower income groups since amounts paid by consumers for elec- 
trical energy tend to vary relatively little with variations in income. 
We submit that this reasoning applies also to the tax on electric light 
bulbs and tubes and, further, that removing the tax on electrical energy 
while leaving the tax on electric light bulbs is like removing a tax on 
water but retaining an equally burdensome impost on faucets. 

Therefore, we of the lighting industry urge that you seriously con- 
sider the repeal of the tax on electric light bulbs and tubes. The repeal 
should, of course, be accompanied by a floor stock refund provision 
which we recommend should follow closely the provision used in the 
1954 Excise Tax Reduction Act. 

The repeal of this tax would not only benefit the use of electric 
light bulbs, it would also benefit the smaller companies in our industry. 
All of the large companies manufacture other products subject to 
Federal excise taxes, but many of the small companies would be imme- 
diately relieved of a burdensome administrative load. 

This committee in its hearings both last year and again this year 
has become thoroughly familiar with the problems and burdens, aside 
from the tax itself, imposed upon industry by Federal excise taxes. 
You know that the field is a highly technical one and one in which there 
are hundreds and perhaps thousands of private rulings. It requires 
a specialist to keep abreast of this field and even specialists are fre- 
quently not aware of the private rulings which may have been obtained 
by a competitor. There is no better example of this than the item of 
allowances for cooperative advertising. Most small companies, yes, 
and many substantial companies, were not aware that expenditures for 
cooperative advertising were deductible from sales price for excise-tax 
purposes until your committee publicized this fact during its hearings 
last year. Those companies, were, therefore, unknowingly overpaying 
their excise taxes. 

As you are also aware, Federal excise-tax law and regulations are 
full of other snares for the nonexpert. 

Then, too, there is always the question of determining the taxability 
of nontaxability of specific types of lamp bulbs. Section 4131 of the 
1954 Internal Revenue Code imposing the tax on electric light bulbs, 
contains no statutory definition of a light bulb. However, the In- 
ternal Revenue Service issued a definition in section 316.180 of regu- 
lation 46, which defines an electric light bulb or tube as— 
any device designed for the diffiusion of artificial light for illuminative or 
decorative purposes through the use of electricity. 

Even this seemingly clear definition is open to various interpretations. 

For example, under this definition the tax has been extended to bulbs 
used in projection equipment, which many feel goes beyond the intent 
of Congress. ‘Thus, manufacturers of specialty lamp bulbs, includ- 
ing many of the smaller companies in our industry, are faced with 
the problem of seeking rulings on new types or risking a retroactive 
assessment if they erroneously classify a lamp bulb as nontaxable. 
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Most small companies today cannot afford the services of a Federal 
excise-tax expert nor is it likely that expert advice can be obtained 
from their public accountants or their regular counsel which is their 
source of help on other taxes. They are, therefore, in constant 
jeopardy of either being noncompetitive or of being subjected to a 
substantial deficiency assessment. 

We realize that this is a general problem which is giving your com- 
mittee much concern and that it cannot be alleviated merely by the 
repeal of the tax on electric light bulbs and tubes. But we point out 
that there are 15 or 20 small companies in our industry that would 
be immediately removed from such a hazardous position by the repeal 
of this tax, which repeal is completely justified on other grounds. 

May I now turn your attention to a specific technical consideration ? 
Public Law 367, which was passed by Congress in 1955, extended the 
exemption from Federal excise tax of products sold for further manu- 
facture so that sales of automotive accessories, radio and television 
parts, refrigeraticn components, and camera lenses now qualify for 
that exemption even if the end product into which they are to be 
incorporated is itself nontaxable. Our product, electric light bulbs 
and tubes, even though they are extensively used in other products, 
was not included within the scope of Public Law 367. Thus, we have 
been subjected to another technicality which we must carefully admin- 
ister in order to avoid deficiencies. For example, our industry manu- 
factures pilot lamp bulbs which are used by radio and television manu- 
facturers as dial lamps and pilot lights. ‘These may be sold tax free 
to a radio and television manufacturer only if they are to be used in 
the manufacture of a taxable article, that is, an ee rere 
radio or television set. These same electronics manufacturers can buy 
all of their other taxable components tax free for use in any of their 
end products. 

Thus, their purchasing departments may issue one type of exemption 
certificate for most of their components but we must insist on another 
type of exemption certificate certifying that our product is to be used 
onlv in a taxable end article. 

This has resulted in much confusion and no little annoyance of our 
good customers. The same situation prevails on lamp bulbs that 
are sold, for example, to the refrigeration industry or the appliance 
industry or the business machine industry, where electric light bulbs 
may be sold tax free for use in the manufacture of a similar-end article 
which is not taxable. 

Of course, if you repeal the tax on electric light bulbs you can im- 
mediately remove this inequity. But, in the absence of repeal, it 
would be only equitable to include electric light bulbs and tubes in the 
list of products which may be sold tax free for use in the manufacture 
of any other article, without regard to the taxability of the end 
article. 

I turn now to the provisions of H. R. 12298 and with your per- 
mission I would like to begin my comments by expressing the appre- 
ciation of our industry for the fine job that this committee has done 
in preparing that bill. It goes a long way towards simplifying and 
clarifying this confused and technical field of Federal excise taxes. 
It is an excellent beginning. However, with your permission, we 
would like to make », few suggestions which we feel would make this 
bill eve hetter 
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First, may I turn your attention to section 121 dealing with the uni- 
form system of exemptions. We believe that you of the committee 
and we of the ee have the same objectives here, viz, establish- 
ing the simplest possible system for tax free sales while protecting the 
Government against evasion. 

We suggest the following improvements: 

1. ictus within this section all exemptions from manufacturers’ 
Federal excise taxes. For example, the exemptions provided by 
sections 4063, 4083, and 4093 of the Internal Revenue Code should be 
incorporated in this section so as to have one uniform procedure 
applicable to all exemptions and have this uniform procedure in a 
single section of the Internal Revenue Code. 

2. No exemption from Federal excise taxes at time of sale should 
be permitted in the case of sales for resale. Claims for exemption as 
a result of resale for a tax-exempt purpose can best be handled through 
the credits and refund provisions included in the bill. 

3. Direct sales by a manufacturer to a State or a municipality 
which are a result of an official purchase order and which are billed 
directly to the governmental body, should be recognized as tax exempt 
on their face without any requirement for exemption certificates or 
registration. 

4. All parties, other than units of government, entitled to and 
wishing to purchase tax free should always be required to be registered. 
Thus, we recommend that proposed section 4222 (b) (2) permitting 
the Secretary to relieve exporters of registration requirements be 
deleted. Casual exporters may recover any tax paid under the credits 
and refund provisions. 

5. The right to tax exemption on a direct sale for further manu- 
facture, for export, for use as supplies for vessels or aircraft, or for 
the exclusive use of a nonprofit educational institution should be 
established permanently once the purchaser supplies the selling manu- 
facturer with certified evidence that he is registered. All sales to 
that purchaser thereafter should be presumed to be tax exempt unless 
the purchaser specifically requests that the tax be billed on a specified 
order or class of orders. 

6. The furnishing of certified evidence of registration by a pur- 
chaser, and the acceptance of such evidence in good faith by the manu- 
facturer, should shift to the purchaser liability for any excise tax 
which may thereafter attach. All registered purchasers should be 
directly accountable to the Internal Revenue Service for their tax- 
free purchases and no followup should be required of the selling 
manufacturer. This shifting of the responsibility to the purchaser 
is a fair condition to impose on him for the péivilags of purchasing 
tax free. After all, he is the only one who can know for certain 
whether or not he is properly entitled to exemption. 

7. To protect the Goveniitnedit publication of revoked or suspended 
registrations in the Internal Revenue Bulletin or other official pub- 
lication, should be provided, to put selling manufacturers on notice 
of such revocations or suspensions. 

We believe that the resulting system would result in a minimum 
burden on selling manufacturers and yet adequately protect the Gov- 
ernment which will have full control of registrations. Under the 
bill the Internal Revenue Service may set the terms and conditions 
for registration in the first place, it may revoke or suspend in the 
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event of abuse and it will have and should preserve a list of all 
registrants providing a ready-made list for checking and enforcement. 

Turning now to section 163 of H. R. 12298 covering refunds and 
credits, we wish to make only on suggestion. This section continues 
the provision of the present Internal Revenue Code under which the 
right to claim a credit or refund of a tax charged on a sale for further 
manufacture is limited to the purchasing—or second—manufacturer. 

We see no reason for this limitation, which has been a source of 
constant annoyance, leaving the selling manufacturer with the 
dilemma of antagonizing his customer or ignoring the provision. 
Most purchasing manufacturers will, as a matter of course, refuse 
to pay a tax included on an invoice when they are purchasing for 
further manufacture even though they have not complied with the 
regulation requiring that the exemption certificate be in the hands 
of the selling manufacturer at the time of sale or shipment. 

In such cases we are frequently dealing, not with the tax depart- 
ment of the purchasing manufacturer, but with his purchasing 
department or his accounting department, who are not familiar with 
the technicalities of the code, but are responsible for not overpaying 
for their purchases. When they encounter a charge for tax they 
then issue the exemption certificate and request credit. 

Under the present law, which is continued in the bill, we may not 
give the customer such a credit and claim it on our own return. 
Therefore, we must ask the customer to pay the tax and claim it from 
the Government. Then, too, since Public Law 367 some purchasing 
manufacturers are entitled to purchase tax free even though they 
do not manufacture a taxable end item and therefore file no excise 
tax returns. They, of course, cannot take a credit but must file a 
claim for refund. 

While the proposed provisions for tax-free sales contained in section 
121 of the bill will go a long way toward relieving this problem we 
will still have some claims for credit or refund from nonregistered 
purchasers, 

We therefore, suggest that this provision be amended to permit 
either the selling manufacturer or the second manufacturer to obtain 
a credit or refund in such case. If the selling manufacturer claims 
the credit or refund he should be required to show that he actually paid 
the tax and that he will, or has already, passed the credit or refund on 
to his manufacturing customer. If the purchasing manufacturer 
claims the refund or credit he should be required to certify that he 
has not claimed or received it through the seller. 

In closing, may I express my thanks and the thanks of all of the 
members of our industry for this opportunity to appear before you 
and for the fine job that you have done thus far in bringing light and 
simplification into the complicated field of Federal excise tax. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Hemscuoor. Yes, sir. 

Mr. Foranp. You have a list of the corporations that you represent 
here at the end of your brief. Do you want that exhibit made a part 
of the record ¢ 

Mr. Hemscuoor. Yes, I would appreciate it if it were. 

Mr. Foranp. Without objection, it will be made a part of the record. 

(Information referred to follows :) 
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PARTICIPATING COMPANIES 


Amplex Corp. Herzog Miniature Lamp Works, Inc. 
Are-Ray Electric Corp. Interlectric Corp. 

Bigelow Manufacturing Corp. Radiant Lamp Corp. 

Champion Lamp Works, Division of Solar Electric Corp. 

Consolidated Electric Lamp Co. Sylvania Electric Products, Inc. 
Chicago Miniature Lamp Works Tung-Sol Electric, Inc. 

General Electric Co. Westinghouse Electric Corp. 

Mr. Kroeu. I have one short statement, Mr. Chairman. Mr. Hem- 
schoot, turning to page 8 of your prepared statement, your third sug- 
gestion, I am told, is in the pending bill. I do not call for a comment 
immediately, but I am just calling that to your attention. 

Mr. Hemscnoor. You may be right, Mr. Keogh. It is not clearly 
stated in the bill. There is some room for misinterpretation. 

Mr. Keroen. It is not that I may be right. My informant may be 
right. 

Mr. Foranp. If there are no further questions, we thank you for 
your contributions. 

Is Janet Myers in the room? 

Will you come forward, please ? 

Will you give your name and the capacity in which you appear for 
the purposes of the record ¢ 


STATEMENT OF MISS JANET MYERS, REPRESENTING COSMETIC 
CAREER WOMEN, AND DIRECTOR OF PUBLICITY OF BOURJOIS, 
INC., NEW YORK, N. Y. 


Miss Myers. My name is Janet Myers, and I work for Bourjois, Inc., 
35 West 34th Street, New York City. 

Mr. Foranp. You may proceed with your statement. 

Miss Myers. Gentleman, it is an honor to be here today as a repre- 
sentative of Cosmetic Career Women, an organization of over 150 
women who hold executive positions in the toilet-goods industry. 

The company with which I am employed, Bourjois, Inc., manu- 
factures a full line of perfumes, cosmetics, and toilet preparations 
in the medium-priced field and enjoys distribution throughout 
America. In my job as director of publicity, demonstrator train- 
ing and education and product development, I naturally have a 
great interest in the hearings today. 

But disregarding this factor for a moment, as a woman—and a 
user of cosmetics myself—I like to think I am better qualified than 
a man to speak for virtually all the women of America who use 
toilet preparations and who pay the present tax on cosmetics. 

But first, I should like to thank the committee for this opportunity 
to appear before you to express both the view of my group and of 
women everywhere on the present toilet-goods tax as well as com- 
mend all the congressional representatives who, in 1954, were in- 
strumental in cutting the tax on toilet goods from 20 to 10 percent. 

During the years of both World War II and the Korean con- 
flict, a tax on many of the daily essentials of living was no doubt 
necessary in order to increase the revenue. 

In any event, women understood such a tax and paid it gladly, 
without protest, even though many of the items taxed were the 
necessities of their everyday grooming. 
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At the same time, and always in the back of our minds, were the 
considerations that the taxes on the daily necessities of living were 
said by the Congress to be emergency and temporary measures which 
had no place in the normal tax structure sada would be removed at 
the earliest possible moment. Since in the United States this is 
a time of peace and prosperity, it does not seem fair that we should 
continue to pay a so-called temporary and emergency tax on good- 
grooming products that in no way, shape, or form fall into the cate- 
gory of “luxuries.” 

osmetics and toilet preparations have long since passed the lux- 
ury stage; they have become daily necessities of the entire feminine 
population, a fact that our Government and foreign governments as 
well, clearly recognized even during the war years. 

Believe me, we are not trying to claim that lipstick is an essential 
for men or in any way as important to his appearance as a razor 
blade. However, lipstick is certainly just as important to a woman 
as shaving is to a man; it is the one product that does more to im- 
prove her physical appearance and her morale than any other single 
item on the market today. 

You know better than I that at the present time there are over 
21 million women in this country who are gainfully employed. 
These women had to look well groomed in order to obtain their 
jobs and they must continue to be well groomed in order to keep 
their jobs and progress to better ones. 

American women, whether they work at a job or being a homemaker, 
have long been described as the best groomed and most attractive 
in the world. As women, we are extremely proud of this fact and 
the reputation we have made for ourselves, for it is an important one. 
So important, in fact, that such mediums as television, magazines, 
newspapers, and movies are continually telling us, in their editorial 
presentations, “Your Appearance Counts,” urging us to take full ad- 
vantage of the good grooming products on the market today and 
explaining all the reasons we should try to be more attractive wives 
and mothers. 

Women resent this tax on their essential beauty products not only 
because of the financial burden which it places upon their budgets but 
because this tax unjustly discriminates between men and women. 
In effect, it asserts something which is untrue; namely, that the neces- 
sities of our good grooming, such as lipstick and face powder, are 
luxuries while men, who after all, could wear beards, find their good 
grooming aids untaxed. 

While our grooming products in most cases differ from those of 
men, these daily essentials are just as vital and important to us as 
their counterpart preparations are to men. Gentlemen, the time has 
passed when good grooming aids for women can be considered luxuries 
and, therefore, we should be taxed for them. And the time has cer- 
tainly come when we feel completely justified in asking you to repeal 
the emergency levy to which we did not object, but from which we 
should now be freed. 

Mr. Foranp. Does that conclude your statement? 

Miss Myers. Yes, sir. 

Mr. Foranp. Are there any questions? 

Mr. Mason. Mr. Chairman, originally, of course, all of these excise 
taxes were taxes on luxuries, but in the last 10 or 15 years we have 





EXCISE TAXES 157 


gotten so desperate for money that we have been taxing necessities. 
One of the necessities from a woman’s standpoint, of course, is lip- 
stick. But the gentleman just preceding you was grumbling about a 
tax on electric light bulbs. They are as much of a necessity as lip- 
stick is to a woman in general use. 

So, you cannot complain that we are taxing luxuries when they are 
not luxuries, because we are taxing necessities all over the landscape. 
So you will have to place it on a little different basis in order to con- 
vince us that a tax should be removed entirely and just place it on 
excise taxes not to be imposed on other than luxuries. 

That is the whole sum and substance of your whole paper, and so 
far as I am concerned, it does not go down very well. 

Miss Myers. I beg your pardon, Mr. Mason. But the sum and 
substance of it is not that. It is merely the fact that in this case I 
think women are being slightly discriminated against versus men. In 
other words, if you consider lipstick and face powder a necessity, and 
therefore we are taxed for them, why are we being taxed for them and 
men are not being taxed for things which are just as necessary to 
them ? 

Mr. Mason. So far as I know, men are taxed probably as heavily as 
women are, although it is on different things. 

Mr. Foranp. Are there any other questions? 

Mr. Karsten. Miss Myers, I wonder if you could tell us how many 
women use cosmetics ? 

Miss Myers. According to the latest surveys which I am familiar 
with, which are generally speaking, your magazine surveys that are 
conducted by groups like Good Housekeeping and so on, which spread 
across the section of the country and are considered fairly accurate, 
at least 95 percent. 

Mr. Karsten. How many millions would that be? 

Miss Myers. I have no idea, sir, because they are always broken 
down into the different categories, into lipstick, creams, and powders. 

Mr. Karsten. Now that we have that out of the way, how much 
does the average woman spend on cosmetics over a year’s time? Would 
you have any information along that line? 

Miss Myers. It depends on what you consider the “average woman.” 
The last survey that I am familiar with which was taken about 4 years 
ago, the average woman, I believe, with an income of less than $3,000 
a year was spending at least $3 a month minimum. This is not on 
hair products such as permanent waves and so on, but this is just 
< toilet preparations, which are in the category I am talking about 
rere. 

Mr. JENKINS. Mr. Chairman, I just want to say that I think this 
young lady has made a very fair and concise statement. These thous 
ands of women that she represents over the country can feel that they 
were well represented today. 

Miss Myers. Thank you, Mr. Jenkins. 

Mr. Foranp. If there are no further questions, we thank you for 
your contributions. 

Miss Myers. Thank you. 

Mr. Foranb. The next witness is Mr. Northam Warren, Jr. 
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STATEMENT OF NORTHAM WARREN, JR., REPRESENTING THE 
TOILET GOODS ASSOCIATION AND NORTHAM WARREN CORP., 
STAMFORD, CONN. 


Mr. Foranp. Please give your name and the capacity in which you 
appear for the record ? 

Mr. Warren. I am Northam Warren, Jr., of the Northam Warren 
Corp., of Stamford, Conn. I am appearing today on behalf of the 
Toilet Goods Association. The Toilet Goods Association is an asso- 
ciation representing the manufacturers of products affected by the 
excise tax on toilet preparations, and its members actually manu- 
facture approximately 90 percent, by volume, of toilet preparations 
sold in America. 

The retail tax on toilet preparations was reduced from war tax 
rate of 20 to 10 percent effective April 1, 1954. That reduction not 
only has been beneficial to the toilet preparations industry but to all 
consumers of the industry’s products. The dollars which were for- 
merly siphoned off by way of the extremely heavy sales tax, but now 
left in the hands of the average American consumer, means more 
spendable income to such consumers. 

Money left in the hands of the average American is used most 
effectively for the purchase of consumer goods, benefiting not only 
the consumer but all industry. We believe that the wisdom of Con- 
gress in reducing the retail taxes has been proved by the subsequent 
results. We hope that further reduction will be made to bring the 
tax burden on toilet preparations more in line with excises on other 
products. 

So long, however, as the wisdom of Congress dictates that any tax 
is to be imposed on toilet preparations, of great importance to this 
industry and the purchasers of such products is the point of collection 
of the tax. 

Marketing conditions in different industries vary widely. We can- 
not speak from experience with respect to the marketing of other 
products; however, experience in our industry has proven that a tax 
at any level of distribution in this industry other than at the retail level 
creates insoluble problems for both the industry and the Treasury. 

A cosmetic may be made up of one or dozens of different components, 
which themselves may or may not be cosmetics. For example, a man- 
ufacturer of cake makeup may buy a plastic or metal compact case 
which is not basically a cosmetic item but becomes a carrier for the 
cosmetic item when cake makeup is introduced. A manufacturer may 
buy components of its product from other manufacturers, such com- 
ponents also being cosmetics. 

As an example, some lipstick manufacturers buy their lipstick mass 
directly from manufacturers who produce lipstick mass for one or 
more cosmetic brands. Some manufacturers produce private brands 
for sale to other manufacturers or distributors who market the prod- 
uct under their own names. Some brands are produced by a manu- 
facturer which sells to a sales company, which may be either a sub- 
sidiary or a company otherwise owned by the same interests which own 
the manufacturing company. 

Some cosmetic companies produce in bulk and sell to other com- 
panies which fabricate and/or package the product for a third com- 
pany. Some companies produce, compound, package, and sell at 
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retail by way of one completely integrated company. The varied 
company structures and marketing practices in this industry are such 
as to make it impracticable as well as inequitable to = an excise 
tax at any level other than at the retail sale of the product. Tax in- 
equalities are inevitable if imposed on a manufacturer’s level. 

A tax on toilet preparations was first imposed by the Revenue Act 
of 1932, section 603 (47 Stat. 169, 261), which tax was a manufacturers’ 
excise tax. The following decade witnessed extensive administrative 
problems and litigation, as well as inequitable and discriminatory re- 
sults among toilet preparations producers. 

The extreme difficulty of administration of an excise tax at the 
manufacturers’ level in this industry is illustrated by reference to 
General Counsel Memoranda 11522 (C. B. June 1933, p. 387) and 
General Counsel Memoranda 16223 (C. B. June 1936, p. 380). The 
position of the Bureau of Internal Revenue as expressed by the above- 
cited General Counsel memoranda was twice reversed with respect to 
the question as to “Who is the manufacturer?” for purposes of the 
excise tax. 

Where trade practices vary with respect to the services performed 
in the manufacturing process and questions of control of fabrication 
and formula, of bulk purchases, of furnishing of containers, and of 
brand names and trademarks, it is little wonder that in General 
Counsel Memoranda 16223 it was stated : 

Upon careful consideration of the various factors involved in this class of 
cases, this office is of the opinion that no general rule can be formulated which 
will be controlling under all circumstances. In the final analysis, the decision 
must necessarily rest upon the particular facts in each case. 

The question with respect to “Who is the manufacturer?” was also 
extensively litigated. (See, for example, Superior Products Company 
v. Thomas, 32 F. Supp. 360 (1938); Williams v. Harrison, 110 F. 2d 
989 (1940) ). Questions with respect to the base on which the tax was 
imposed were also particularly troublesome with respect to toilet 
preparations both for the industry and the Treasury Department. 

As an example, different results were obtained where expenses and 
commissions paid by the cosmetic producer to a demonstrator in a 
retail store were included in the sales price and where the retail 
store paid the demonstrator and later was reimbursed by the manu- 
facturer. (Compare S. T. 678, C. B. June 1933, p. 415.) 

Other problems arose where manufacturers sold at retail or through 
independent contractors to the retail trade: difficulties arose in deter- 
mining a constructive fair manufacturing price as the question of 
sales expense and commissions entered into the price. (Compare 
Luzier’s Inc. v. Nee, 106 F. 2d; Aver Co. v. United States, 38 F. 2d 
284.) 

Sales bet ween related companies also raised difficult questions for the 
adminstrative agency and the industry, and resulted in considerable 
litigation. There were cases where parent companies sold to their 
subsidiaries creating problems of determining the base for de‘er- 
mining the tax. (For example, Bourjois, Inc. v. McGowan, 85 F. 2d 
510.) 

There were other cases where subsidiary sales corporations pur- 
chased from subsidiary manufacturing companies and where the coni- 
mon parent companies own the trademark under which the products 
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were sold. (For example, Concentrate Mfg. Corp. v. Higgins, 90 F. 
2d 439. 

Case arose with respect to determining the base for the tax where 
sales were made by a manufacturing company in bulk to a number of 
related packaging companies and trade-name value had to be consid- 
ered. (For example, /nceto, Inc. v. Higgins, 21 F. Supp. 418.) 

Problems also arose where there were related manufacturing com- 
panies and sales companies regarding the advertising and selling ex- 
penses incurred by the sales companies. (For example, Compana Corp. 
v. Harrison, 114 F. 2d 400, and Compana Corp. v. Harrison, 135 F. 2d 
334. 

t F. W. Fitch Oo. v. United States (323 U. S. 583), the Supreme 
Court, in considering a question of the price base on which the manu- 
facturer’s excise tax was imposed on toilet preparations, stated (323 


U.S. 587) : 


But where, as here, a flat tax is placed on the wholesale selling prices and 
no statutory provisions are made for relief from the resulting natural tax in- 
equalities, courts are powerless to supply it themselves by imputing to Congress 
an unexpressed intent to achieve tax uniformity among manufacturers selling at 
wholesale. 

Congress has subsequently realized the excise tax on the wholesale selling 
price created tax inequalities among manufacturers. In section 552 of the Rev- 
enue Act of September 20, 1941 (55 Stat. 687, 718, ch. 412; 26 U. S. C. A., Internal 
Revenue Acts 1948, Supp. 105), Congress substituted a retail excise tax for the 
mnaufacturer’s excise tax on toilet preparations. The reasons assigned for the 
change were that under the earlier law “evasion is substantial and inequitable 
competitive situations are created (H. Rept. 1040, 77th Cong., Ist sess., p. 33).” 


The Treasury Department study entitled “Federal Retail Excise 
Taxes” summarized the relative desirability of retail and manu- 
facturer’s tax in respect of toilet preparations as follows (October 6, 
1947, Press Service No. S. 482): 


From 1932 to 1941 the tax on toilet preparations was levied at the manu- 
facturer’s level, but since the Revenue Act of 1941 it has been imposed on a 
retail basis. Principally because of the compliance burden the retail tax imposes 
on drugstores, it has been suggested that the tax again be levied at the manu- 
facturers’ level. The manufacturers’ tax was changed to a retail tax in 1941 
because of the serious inequities and administrative difficulties involved. Very 
substantial differences in tax resulted from the differences in organizational 
forms and merchandising practices of different firms in the industry. 

Manufacturers that produced a preparation, and packaged it themselves, had 
to pay tax on the full value of the packaged product. On the other hand, toilet 
preparations sold in bulk form to other firms for packaging were taxable only 
on the value of the preparations. Under these conditions, packaging and the 
merchandising costs, which in many cases represented a high proportion of the 
value of the product, escaped the tax. 

The Government also encountered numerous problems in determining the 
basis on which the tax was to be paid, and extensive litigation developed. 
Although the retail form of tax involves a much larger number of taxpayers and 
imposes a substantial compliance burden, particularly on small retailers, the 
administrative problems under the retail tax are on the whole much less serious, 
and the uniform retail basis is more equitable in its application to producers 
and sellers with varying forms of business organization. 


While the retail merchant does have a duty to collect the tax on 
the retail sale, most of the problems encountered appear to be in 
the definitions of taxable items, which problems would be no less 
and possibly greater at a manufacturer’s level since toilet preparations 


are not truly identifiable for tax purposes until made ready for 
ultimate sale. 
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The burden of collection and reporting a retail tax is less onerous 
to retailers than an excise tax imposed at the manufacturer’s level, 
which tax necessarily becomes incorporated in retailer’s cost of goods. 
Since the tax content is as much a cost to the retailer as the merchan- 
dise itself, all costs related to inventory are increased to the retailer. 

Where the tax is included in the retailer’s costs, such retailer must 
apply a markup on sales on the tax-enlarged cost, resulting in pyra- 
miding of the final price to the consumer. 

The revenue realized by the Government would, of course, be 
much less, assuming the same rate of tax, at the lower price base of 
the snivadactunate line! than at the retail side. 

In view of the above-described considerations and the effect on the 
consuming public, the revenues, and the industry, including producers 
and retail merchants, it is urged that so long as any tax be imposed 
on toilet preparations such tax remain on the retail side. 

I would like also to refer to H. R. 12298. Section 161 of H. R. 
12298, amending section 6011 of the Internal Revenue Code of 1954, 
as presently drafted, could be interpreted so as to defeat the adminis- 
trative facility of collection under procedures now effective by agree- 
ments between the Internal Revenue Service and direct sellers of 
toilet preparations through door-to-door salesmen at retail. It is 
obvious that where a distributor of toilet preparations sells through 
a great many door-to-door salesmen, and there is one company in our 
industry that has more than 80,000 door-to-door salesmen, a single 
return reporting all of the sales of that distributor’s products and 
tax thereon by such distributor not only eliminates auditing of many 
returns and facilities administration but also gives greater assurance 


to complete collection of the tax. 

It is also apparent that no supplier or manufacturer would under- 
take the responsibility of making a return for a retailer in which such 
supplier is responsible for reporting the sales of Bow of other 

1 


suppliers of such retailer and for the payment of the tax thereon. 

It is, therefore, recommended that the language of section 6011 of 
H. R. 12298 be revised so as to truly accomplish its purpose of facili- 
tating administration and collection of the tax by providing specific 
authority, for agreements between the Secretary and distributors, 
with respect to making of returns and payment of tax. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Warren. It does, sir. 

Mr. Foranp. Are there any questions? 

Mr. Hertone. In connection with the suggestion you make that 
specific authority be written into H. R. 12298 for agreements between 
the Secretary and the distributors with respect to making returns, do 
you have any concrete suggestions for wording of such changes in that 
section that might be helpful to the committee staff? Have you gone 
into it that far? 

Mr. Warren. I have not personally gone into it that far. I do 
know that such agreements are existing today with several of the 
larger companies, in our industry. But I am not prepared to recom- 
mend a definite writing. 

Mr. Hertone. I wonder if you would take it up with your organiza- 
tion, and let our staff have such recommendations as you may have in 
that connection ? 

Mr. Warren. I certainly will. 

85776—57——12 
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Mr. Foranp. We thank you for your contributions. 

The next witness is Mr. John H. Pratt. Is Mr. Pratt here? Willi 
you give your name and the capacity in which you appear for the rec- 
ord, please ? 


STATEMENT OF JOHN H. PRATT, COUNSEL FOR THE AIR CONDI- 
TIONING AND REFRIGERATION INSTITUTE, WASHINGTON, D. C. 


Mr. Pratrr. Mr. Chairman and members of the committee, my name 
is John H. Pratt. Iam a lawyer with offices in the American Security 
Building, Washington, D. C., and I appear here as counsel for the Air . 
Conditioning and Refrigeration Institute. This organization is a 
trade association representing more than 170 manufacturers in the air 
conditioning and heavy refrigeration machinery industry. These 
manufacturers are located in all sections of the country and range from 
those who make component parts to those which manufacture large 
unitary equipment. 

When I testified before this subcommittee slightly over a year ago, 
the main burden of my testimony dealt with the elimination of the tax 
imposed by section 4111 on designated component parts of household 
refrigerators and freezers. We pointed out that the component parts 
are normally taxed as part of the end product and that the great bulk 
of the parts under discussion are sold tax free under exemption cer- 
tificates. 

It was then and still is our position that this tax was not only in- 
equitable, but, more particularly, the collection of this tax involves an 
uneconomical expenditure of time, effort, and money by the Govern- 
ment and by the taxpayer. In short, the tax on components has 
resulted in far more administrative cost to the Internal Revenue Serv- 
ice and to the industry than the revenue which has resulted. 

Apparently, the subcommittee felt as we did because section 11% 
of H. R. 12298 introduced by Mr. Forand during the closing days of 
the last Congress provides for the elimination of the tax on refrigerator 
components “by appropriate amendment of section 4111 and by repeal 
of section 4112 of the Internal Revenue Code of 1954. Upon the 
hopeful assumption that the subcommittee, as presently constituted, 
is of the same opinion that this tax is not wise, I will devote no more 
of my remarks today to this subject. 

The same observation can be made respecting our proposal to elimi- 
nate the present double taxation of used parts traded in for rebuilt 
parts, about which I also testified last year. If the tax on components 
is eliminated, there is, of course, no problem concerning the taxation 
of used parts traded in for rebuilt parts. The need for special legis- 
lation to remedy another serious inequity will, therefore, be obviated 
through elimin: ation of the tax on refrigerator components. 

My principal purpose in appearing before the committee tod: ay 
has to do with the present 10 percent tax on self-contained air condi- 
tioners imposed by section 4111 of the 1954 code. The expanded scope 
of these hearings makes a discussion of this subject before this sub- 
committee an appropriate one for the first time. It is our conviction 
that the present 10 percent tax on self-contained air-conditioning units 
is discriminatory and unfair. 

(1) Self-contained air-conditioning units are the only household 
appliances taxed at 10 percent. All others are now taxed at 5 percent. 
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We submit that it is highly discriminatory to tax 1 piece of household- 
type equipment at 100 percent more than other equipment of the same 
household type. 

That the self-contained air-conditioning units taxable under sec- 
tion 4111 are household appliances is not difficult to demonstrate. 
First, a glance at the subchapter heading—subchapter b of chapter 32, 
dealing with manufacturers’ excise taxes—shows that it concerns house- 
hold-type equipment. Second, the self-contained air-conditioning 
units which are taxed are not all of such units but only those units 
which are of the household type. 

These are the smaller types of self-contained air-conditioning units. 
Finally, the Treasury Department, in its monthly report of excise 
taxes, groups self-contained air conditioners in the same category 
with other household appliances such as mechanical refrigerators and 
quick-freeze units and the Department of Commerce, in its census 
returns, follows the same policy. 

When the Excise Tax Reduction Act of 1954 was passed, all other 
household appliances received a tax reduction from 10 to 5 percent. 
Among the long list of appliances upon which the tax was reduced 
are the following: 

Refrigerators and quick-freeze units, electric fans and air circulators; electric, 
gas, or oil-water heaters ; flatirons; electric air heaters (not including furnaces) ; 
immersion heaters; electric blankets, sheets, and spreads; electric, gas or oil 
appliances of the type used for cooking, warming, or keeping warm food or 
beverages; electric mixers, whippers, and juicers; exhaust blowers; electric or 
gas clothes driers; electric door chimes; electric dehumidifiers; electric dish- 
washers ; electric floor polishers and waxers; electric food choppers and grind- 
ers; electric hedge trimmers; electric ice cream freezers; electric mangles; 
electric motion or still picture projectors; electric pants pressers; electric 
garbage disposal units; power lawn mowers. 

The very recital of this long list of household appliances on which 
the tax has been reduced makes it difficult to describe the treatment of 
self-contained air-conditioning units as being anything but discrimi- 
natory. In our opinion, there is no sound basis for this discrimina- 
tion. We submit that to continue it is both unfair and unjust. 

(2) The 10 percent tax on self-contained air-conditioning units, in 
addition to being discriminatory, has produced results which are 
unusual as well as strange. What sound reason can there be for 
(distinguishing between dehumidifiers taxed at 5 percent and self- 
contained air-conditioning units which are taxed at twice this figure 

Yet, this is precisely what the present law requires. Furthermore, 
section 4111 of the 1954 Code—section 3405 of the 1939 Code—which 
covers component parts such as compressors, condensers, condensing 
units, and so forth, suitable for use as parts of household-type refrig- 
erators and quick-freeze units, also covers a number of competent 
parts of self-contained air-conditioning units. 

Assuming that the 1954 reduction in excise taxes was a sound step, 
and we think it was, it seems strange indeed that certain parts of 
self-contained air-conditioning units should receive a reduction in tax 
of from 10 percent to 5 percent at the same time that self-contained 
air-conditioning units themselves continue to be taxed at the old 10 
percent rate. 

_(3) The elimination of this inequity will be a great benefit to the 
uir-conditioning industry. This is because it will permit this indus- 
try to compete on terms of equality for its share of the consumer’s 
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dollar spent on household appliances. As matters now stand, the 
members of this new industry must pay 100 percent more tax per 
dollar of sales than manufacturers of other household appliances. 

Furthermore, the relief from this discrimination will have little 
if any effect on our fiscal and budgetary problems. 

On the basis of present production, the amount of the tax reduction 
will be approximately $5 million. Since a reduction of the tax to 5 
percent will mean a lower price to the consumer, it is reasonable to 
expect a greater demand on the part of the buying public. This in 
turn will lead to increased production and a larger volume of items 
to which any tax willapply. In addition, the normal expected expan- 
sion of the industry itself alone will broaden the tax base. 

The Treasury will, therefore, recoup at least part of the money rep- 
resented by the reduction in tax. This estimated figure of $5 million 
as being the amount of the reduction is, therefore, in all probability on 
the high side. 

To conclude, the present excise tax law—section 4111 of the 1954 
Code—singles out for discriminatory treatment the 1 remaining 
household appliance, for example, the self-contained air-conditioning 
unit, which is still taxed at 10 percent. Taxes on all other household 
appliances have been reduced to 5 percent. We are asking for no 
favors; we seek merely to be given equal treatment. We submit that, 
for the reasons advanced, our case is a just and meritorious one and 
that we are entitled to this relief. 

Mr. Foranp. Does that conclude your statement, Mr. Pratt ? 

Mr. Prarr. Yes, sir. 

Mr. Foranp. Are there any questions? 

Mr. Keoeu. I would like to ask Mr. Pratt if he can tell the subcom- 


mittee what Pee of the production of the air conditioners are 


the household type, the one on which the tax is imposed ? 

Mr. Prarr. at percentage of the total amount? I do not have 
those figures, Mr. Keogh. 

Mr. Keoen. If it is not too much trouble, I would be interested in 
seeing what percentage of the production of air conditioners is of the 
type upon which the tax is levied. 

Mr. Prarr. That is of the entire industry, you mean? 

Mr. Krocn. Yes. 

Mr. Pratt. Yes, sir, I will be glad to supply that. 

Mr. Keocu. Does the tax on refrigerators, for example, apply to 
all types of refrigerators? 

Mr. Pratt. No, sir; it applies only on refrigerators, I think, that 
are 14 feet and under. 

Mr. Kroon. Is that 14 cubic feet and limited to the household ? 

Mr. Pratr. That is right. 

Mr. Foranp. Are there any further questions? 

Mr. Karsten. You talk about this home-type unit. Does that in- 
clude the units that are sometimes used in large apartment houses, 
through the wall rather than through the windows? 

Mr. Pratt. That depends on the size, sir. The Bureau of Internal 
Revenue has stated that in accordance with the legislative intent, the 
tax applies to household-type equipment and for that reason has drawn 
the line of demarcation at less than 1 horsepower. Everything under 
that being household, and everything over that being commercial. 
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Mr. Karsten. Suppose it is installed in a large hotel rather than a 
central unit so they can close off half of the hotel ? 

Mr. Pratt. If those units are under the 1 horsepower, they are 
taxable, even though the ultimate use is a commercial one, and the 
same applies to office buildings. 

Mr. Keoeu. Has your institute given any consideration to the 
possible reduction of the tax on household units and broadening the 
base to apply the tax on all types? 

Mr. Prarr. I think in a general way, we may have, Mr. Keogh. 
The fact of the matter as I understand it, it is the intent of Congress 
to tax household-type units. Now, it is perfectly conceivable that 
broadening the base would result in of course greater coverage and 
there might be an offset in the event of a reduction in the rate. But as 
a specific proposal, that has not come up yet. 

Mr. Kroeu. I do not know whether the intent is to tax household 
articles. I think the intent of the Congress is to get the revenue to 
run the Government. At least that is part of it, I would say. 

Mr. Pratt. I think that is undoubtedly part of it. 

Mr. Hertone. In connection with taxation of units that are less 
than 1 horsepower, I wonder if there has been any trend toward the 
larger units in homes by reason of the fact that they are not taxed? 

Mr. Prartr. I do not know what the reason is, Mr. Herlong, but I 
think in the last 2 or 3 years there probably has been a trend toward 
larger types of equipment, and I am thinking particularly of one type 
that came out, I think, the latter part of this summer which is called 
a 12 ampere 1 horsepower unit, which in terms of B. t. u.’s may pro- 
duce less than some three-quarter units on the market. 

Mr. Hertone. But it is not taxed ? 

Mr. Prarr. It is not taxed, you are right. 

Mr. Hertone. If we broadened the base and taxed all of them, even 
at a lower rate, we would probably be getting more revenue; would 
we not? 

Mr. Prarr. I think it depends, Mr. Herlong, on just exactly where 
you draw the line. I think if you raised the horsepower, obviously 
you would get more units, and if you did it maybe on a B. t. u. basis, 
you might be more realistic. I might say this, in that connection, the 
trend in the industry is toward measuring capacity not on the basis 
of tons or horsepower, but in terms of B. t. u.’s. I might say that we 
have a number of standard programs that are now in the process of 
being implemented which specify that equipment should be rated and 
tested in terms of B. t. u.’s. 

Mr. Foranp. Does that conclude your questions? 

Mr. Hertone. Yes. 

Mr. Foranp. If there are no further questions, we thank you for 
your appearance and your contribution. 

(The following letter was later received from Mr. Pratt :) 

MorkRIs, PEARCE, GARDNER & PRATT, 
Washington, D. C., December 5, 1956. 
Hon. AImME J. FoRAND, 
Chairman, Subcommittee on Eacise Taz, Technical, and Administrative 


Problems, Ways and Means Committee, New House Office Building, 
Washington, D.C. ¢ 
My Dear Mr. Foranp: The Air Conditioning and Refrigeration Institute 
wishes at this time to go on record as being in favor of section 116 of H. R. 
12298 which you introduced during the closing days of the last Congress. 
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In the electric-appliance industries, which are represented by our associa- 
tion, it is customary for products to move from the manufacturer to the con- 
sumer through two principal levels of distribution; that is, the wholesaler and 
the retailer. When the sales are made by the manufacturer to independent 
wholesalers, or to wholesaling branches of subsidiary selling companies, the 
tax base for the manufacturer is the factory selling price. When sales are 
made by the manufacturer to retailers, however, usually through branches of 
the manufacturer, the tax under the present law is required to be based upon 
the actual selling price to the retailer. This latter price is higher than the 
factory price because of the distribution costs incurred either at the branch 
level or at the factory dealing directly with the retailer. Several companies 
in our association make sales to both wholesalers and retailers and find them- 
selves in the strange position of having to pay different amounts of tax on sales 
of precisely identical articles, depending on the particular channel of distribu- 
tion through which the product reaches the retailer. 

We feel that section 116 of H. R. 12298 is a long step toward eliminating this 
competitive inequity in the electric-appliance industries through the provision 
that a manufacturer selling to both wholesalers and retailers may base his tax, 
in all cases, on the price to wholesalers. While this is a complicated and com- 
plex problem for which a completely ideal solution may not be possible, it is 
our collective judgment that the method proposed in H. R. 12208 is an important 
step in the right direction. 

We therefore urge its prompt enactment and request that this letter be intro- 
duced into the record to appear as part of the public hearings. 

Thanking you for your cooperation, I am, 

Sincerely yours, 


J. H. PRATT, 
Counsel, Air Conditioning and Refrigeration Institute. 
Mr. Foranp. Without objection, we will insert a letter from our col- 
league, Hon. Richard H. Poff, of Virginia. 
(The letter referred to follows :) 


RapForp, Va., November 21, 1956. 
Hon. JERE Cooper, 


Chairman, Ways and Means Committee, 
House of Representatives, Washington, D.C. 

Dear Mr. Cooper: I understand that your committee will begin hearings on 
November 26 concerning excise tax exemptions. 

I consider the private colleges of America a part of the warp and woof of the 
cultural and educational fabric of the Nation. As you know, these colleges 
receive no governmental subsidies and must depend entirely upon tuition, gifts, 
and endowments for their very existence. State-supported institutions of 
higher learning receive governmental subsidies for operational purposes and 
are exempt from payment of the Federal excise tax on products which they 
consume. Private colleges do not, under the present law, enjoy this exemption. 

It seems to me that the minimum encouragement which the Federal Gov- 
ernment could extend to insure the perpetuation of this vital segment of the 
educational system would be to grant this exemption to the private college, 
and I trust that your committee will be favorably disposed toward that end. 

I respectfully request that this letter be incorporated as a part of the record 
of your hearings. 

Sincerely, 
Ricuarp H. Porr. 


Mr. Foranp. The committee now stands adjourned until 10 o’clock 
in the morning. 

(Thereupon, at 3:05 p. m., the committee recessed to reconvene at 
10 a. m., Wednesday, November 28, 1956.) 
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WEDNESDAY, NOVEMBER 28, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON Excise Taxes 
OF THE CoMMITTEE ON Ways AND MEANS, 
Washington, D. C. 
The subcommittee met, pursuant to recess at 10 a. m., Hon. Aime J. 
Forand (chairman of the subcommittee) presiding. 
Mr. Foranp. The committee will come to order. 
Our first witness this morning is our colleague, Congressman Byrd 
of West Virginia. 
Congressman, we know you well and favorably but for purposes of 
the record will you identify yourself, please ? 


STATEMENT OF HON. ROBERT C. BYRD, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mr. Byrp. Mr. Chairman, I am Representative Robert C. Byrd, of 
the Sixth West Virginia District, and I am grateful for the opportu- 
nity to appear before this subcommittee to invite your attention to the 
provisions of the communications taxes, and the regulations there- 
under, as applied to community television antenna systems. 

The task before you is an enormous one, and I commend the sub- 
committee in providing this opportunity for the presentation of 
recommendations and suggestions to improve our excise-tax policies 
and in affording an opportunity to review the problems created by 
some of these taxes—thus permitting a proper evaluation of such taxes 
for revenue purposes, as well as their social and economic consequences. 

I endorse the proposed amendments to the communications tax 
provisions as contained in the omnibus excise-tax bill, H. R. 12298, at 
pages 35-42. Unfortunately, however, the bill does not go far enough. 
In this regard I refer specifically to the unfair and inequitable tax 
that is being collected from over 50,000 television owners in West 
Virginia who find it necessary to receive television through community 
antenna systems. 

Over 500,000 owners of television sets in 40 other States are similarly 
penalized. This tax is imposed under chapter 33 of the Internal 
Revenue Code of 1954, sections 4231-4294, upon the amounts paid for 
the following facilities and services: (1) Theater admissions and club 
dues, (2) the transportation of persons and property, (3) the use of 
safe deposit boxes, and (4) communication services or facilities. 

My statement deals specifically with the communications tax, as it 
has been applied to community television antennas. Section 4251 of 


167 





168 EXCISE TAXES 


that 1954 code applies the following rates of tax upon the amounts paid 
for the services or facilities enumerated below: 


Taxable service 
Rate of tax 
(percent) 


Local telephone service 

Long-distance telephone service 

Telegraph service 

Leased wire, teletypewriter, or talking circuit special service 
Wire and equipment service. 

You will note that the rate of tax on wire and equipment service is 
8 percent. 

Since the community television antenna tax is imposed under the 
wire and equipment service, it is important to examine the definition of 
that term, which appears in section 4252 (e), and reads as follows: 

* * * the term “wire and equipment service” shall include stock quotation 
and information services, burglar-alarm or fire-alarm service, and all other 
similar services, * * *. 

The Internal Revenue Service in 1953 ruled that community tele- 
vision antenna systems come within the above statutory language, and 
that, therefore, the amounts paid for such systems are taxable as “wire 
and equipment service.” 

It is my opinion that the communications tax provisions do not 
apply to such community antenna systems. Just recently, on Novem- 
ber 7, 1956, the United States Court of Appeals for Fourth Circuit 
ruled similarly. In order to explain my position, allow me to describe 
briefly the community antenna systems. 

As of January 1, 1956, there were 36,900,000 television sets in use 
in the United States. Out of the 48,785,000 households in the United 
States, 72.8 percent have television. Well over 95 percent of such 
television owners obtain television service by the ordinary methods 
of reception, namely, through off-the-air interception of television 
signals by roof-top, rabbit-ear, or built-in antennas associated with 
an individual television set. 

Since television signals follow a straight line and do not penetrate 
the same as radio signals, persons residing in mountainous or hilly 
areas cannot obtain television reception by the above methods, or if 
so, the reception is unsatisfactory. The residents of these hilly areas 
use the community antenna systems, and it is estimated that over 
500,000 television owners subscribe to such systems. 

Some 500 communities, scattered over 40 States, rely upon the com- 
munity antenna system. For the most part these are communities 
that are too small to have their own television stations, and being 
encompassed by mountains or because of other geographical barriers, 
are unable to receive the signals of television stations of other com- 
munities without artificial aids. 

Under the community television antenna system, a master or com- 
munity television antenna is located at some high point, on a hill, 
or on a mountain, and this antenna intercepts existing television 
signals being broadcast by the transmitters of existing television 
stations located in other areas. The signals are then amplified as 
may be required and sent by cable to particular locations. e cable 
is strung on utility-company poles, and from this cable open-end 
lead lines are extended to individual residences and other places in 
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the particular community. To this open-end lead line, the subscriber 
attaches his television receiver. 

The antenna system may be constructed and operated on a co- 
operative basis by the community. Usually, however, an individual 
or business concern constructs or installs the system with contribu- 
tions from local residents who thereafter are charged a monthly 
sum for maintaining and operating the system. I understand the 
average monthly charge is $3.50. Since the 1953 ruling of the Internal 
Revenue Service, this charge, as well as any amounts paid in defray- 
ing the construction cost of the system, is subject to the 8-percent 
tax on wire and equipment service. 

It is manifest from the above that the community antenna system 
is not in anyway similar to the services mentioned in the statute, 
which illustrate the types of services that it was the purpose of Con- 
gress to tax. 

The meaning of “wire and equipment service.” The tax on wire 
and equipment service stems from the Internal Revenue Code of 
1939, which imposed a 5-percent tax on leased wire or talking circuit 
special service, but exempted therefrom “services or facilities utilized 
in the collection of news for radio broadcasting or in the dissemina- 
tion of news by means of radio broadcasting.” 

The Revenue Act of 1941 increased the tax on leased wires to 10 
ercent and broadened the coverage to include like services furnished 
y companies other than the telegraph and telephone companies. 
Three classifications of services were included in the 1941 act. In 
addition to the above 10-percent tax on leased wires, a 5-percent tax 
was imposed on wire and equipment service, and a 6-percent tax 
on local telephone services. 

In applying the term “wire and equipment service,” the Congress 
defined the specific types of services included therein. In this regard, 
the conference report amplified the term in these words (H. Rept. 
1203, 77th Cong., 1st sess., p. 15) : 

* * * wire and equipment service (including teletypewriter service, burglar 
alarm service, news ticker service and stock quotation and information servy- 
ices, and all other similar services.) 

Since 1941 there have been changes in the rates of tax and slight 
modifications in the provisions concerned. 

This subcommittee has defined the term accordingly, and in the 
April 20, 1956, report to the full committee the following language 
is pertinent (p. 38) : 

At the present time a tax of 8 percent is provided with respect to certain 
services called wire and equipment services. These include fire and burglar 
alarm systems, certain services transmitting by wire information with respect 
to stock market quotations, sports, weather and time, and the supplying of 
musical programs to offices, factories, restaurants, stores, and so forth * * *. 

Clearly, the term “wire and equipment service” has no application 
to the television industry. Furthermore, the legislative history shows 
clearly that in enacting the amendments of 1941 the Congress gave 
especial consideration to the taxation of communications services, 
dividing such services into three classifications. Moreover, in apply- 
ing the classification of wire and equipment service, the Congress 
went on to specificate the services to be included in that term. 

It is thus evident that the community antenna system is not within 
the meaning of that term. 
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Mr. Chairman, I would like to give you certain reasons as I see 
them for justifying the clarification of the statute. 

Plainly, attempts to impose the 8-percent tax upon amounts paid 
by citizens in West Virginia, as well as throughout the country, in 
order to obtain television reception, violate the very principle under 
which excise taxes are imposed. As we know, our present excise tax 
system is essentially the result of emergency needs for revenue. Excise 
taxes are a means of reaching those individuals and that income not 
touched by the income tax. 

In wartime they are adopted, in part, for the purpose of restrict- 
ing the civilian use of materials and facilities enseaial to the national 
defense. The function of our excises is to raise revenue, as well as 
to operate as an instrument to control the operation of the economy. 
Can it be maintained, therefore, that the purpose of the communica- 
tions tax contemplates the imposition of an 8-percent tax upon all 
amounts paid by subscribers to community antenna systems in order 
to obtain television reception? I think not. 

As previously stated, in my opinion the statutory provisions here 
under consideration cannot be construed to apply so far as tele- 
vision equipment is concerned; nor can there be any question as to 
the types of services which may come within the term “wire and equip- 
ment service.” The recent decision of the United States Court of 
Appeals for the Fourth Circuit confirms this position (DeForrest 
Lilly and Robert R. Jones, d/b/a Mullens TV Cable Service v. United 
States). The court of appeals ruled, and rightly so, that the com- 
munity antenna service— 


was a mere adjunct of the television receiving sets with which it was con- 
nected and was in no sense a communication service or facility such as it was 
the purpose of the statute to tax. 


In view of the Internal Revenue ruling to the contrary, I should 
like to call to the subcommittee’s attention the opinion of the court 
which, in part, is as follows: 


No community television antenna system was in existence when the statute 
first imposing this tax was passed, and such systems could not have been in 
contemplation of Congress. If they furnish a service similar to the one taxed, 
they would, of course, fall within the reach of the statute; but they do not 
furnish a similar service, but what is a necessary adjunct to a television re- 
ceiving set in those localities where the antennae ordinarily used for receiving 
sets are not sufficient * * * 

It is equally well settled that a statute is construed in the light of its purpose, 
which here was to tax amounts received from commercial communications 
services and facilities, not television equipment, and that general terms are 
limited by a specification of particulars to things of the same general class * * * 

* * * Tt is clear, however, that this is not a communications facility or serv- 
ice, and that, if it be considered a service, it is in no way similar to the services 
which are specifically mentioned in the statute and which illustrate the sort 
of services that it was the purpose of Congress to tax. A stock ticker furnishes 
a communications service like a telephone or telegraph message, or a tele- 
typewriter. 

A burglar-alarm or a fire-alarm service likewise furnishes a communications 
service notifying the proper authorities of burglary or fire. But this is not 
true of the antenna system. It merely furnishes an attachment to a television 
receiving set which enables a set disadvantageously located to operate like an 
ordinary set, which, in other words, enables a receiving set in Mullens, W. Va., 
to operate like ordinary television sets operate in Huntington or Charleston 
without such attachment. 

Congress has never taxed television transmission or reception. It is admitted 
that a booster station maintained by a transmitting station would not be subject to 
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the tax ; and we see no reason why owners of receiving sets should be taxed upon 
amounts paid for equipment analogous to a booster station to make their sets 
workable. It seems highly improbable that Congress should ever intentionally 
levy such a tax; for the tax falls on those who pay for the service or facilities 
and it would be utterly unreasonable to impose a tax on those owners of receiving 
sets that are so situated that they cannot be operated without connections of 
this sort and impose no tax on owners of ordinary receiving sets who need not 
incur such expense. 

In view of the above and in order to avoid protracted litigation on 
the subject, it might be helpful to have the statute clarified so as to 
discontinue the imposition of the tax in question upon community 
television antenna systems. This could be accomplished by an amend- 
ment as follows 


That section 4252 (e) of the Internal Revenue Code of 1954 (defining the term 
“wire and equipment service” for purposes of the communications tax) is hereby 
amended by inserting after the first sentence the following: 

“Such term does not include any charges in connection with the installation 
or operation of community television receiving equipment involving the use of 
cables or wire from the location of the receiving antenna to the location of the 
television receiving sets.” 

Such an amendment might be expedient in the circumstances; how- 
ever, as hereinbefore stated, I am convinced that the existing statute 
does not have, nor has it had, application to community television 
antenna systems. 

Again, Mr. Chairman and members of the subcommittee, permit me 
to thank you for the opportunity to attend here and express my views 
on this problem that is only increasing the unfair burden now incurred 
by so many of the citizens of my State. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Byrrp. It does, Mr. Chairman. 

Mr. Foranp. Are there any questions ? 

Mr. Esernarrer. Mr. Byrd, you have made a very logical and per- 
suasive argument. I might say that you have persu: vded me that you 
are right. I do not think the Congress ever intended to attach these 
adjuncts to television sets. It seems a discrimination against people 

residing in a so-called hilly area or mountainous area. It seems a dis- 
crimination against companies furnishing those additional facilities. 

Thank you, very much. 

Mr. Mason. Mr. Byrd, you are really asking this committee to 
clarify the law because of an interpretation placed upon it by the 
Revenue Service, because you and the court you cited do not believe 
that we intended when we passed the law to do that. That is the 
sum and substance of it, is that not correct ? 

Mr. Byrp. That is right. The court has interpreted the law dif- 
ferently from the interpretation placed upon it by the Internal Reve- 
nue Service and I, like you, Congressman Mason, believe that the Con- 
gress never intended that it be interpreted i in this manner 

Mr. Mason. I am one who never intended it, at least. 

Mr. Hertone. Mr. Chairman, I would like to compliment the dis- 
tinguished gentleman from West Virginia on his statement. I did 
not hear the first part of it, but the part I particularly would like to 
compliment him eet j is the fact that he has gone further than most 
witnesses in that he has suggested definite language that we should 
use. He has not only explained about what is wrong but told us how 
we can go about correcting it and we appreciate that very much. 
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Mr. Byrp. Thank you, very much. 

Mr. Foranp. If there are no further questions, we thank you, Con- 
gressman, for your appearance and the contribution you have made. 
I want to join with others in complimenting you in making such a 


clear statement and suggesting a remedy for the problem that you 
bring to the committee’s attention. 


Mr. Byrp. Thank you, Mr. Chairman. 

Mr. Kxoau. I would like to join in that sentiment, too. 

Mr. Byrp. With your permission and the permission of the sub- 
committee, I would like to ask that a letter received by me from Mr. 
C. O. Erickson, of Man, W. Va., a letter which is pertinent to the 
statement that I have made, be made a part of the record. 

Mr. Foranp. Without objection, that will be so ordered. 

(The document referred to follows :) 


Durree’s, INO., 


Man, W. Va., September 21, 1956. 
Congressman Rosert C. Byrp, 


Room 1441, New House Office Building, 
Washington 25, D. C. 

Dear Sir: At your request, I am sending you information that you requested 
concerning community antenna systems in West Virginia, as to the unfair Fed- 
eral tax of 8 percent which approximately 100,000 people in West Virginia are 
paying as a territorial penalty due to the terrain in West Virginia. It is impos- 
sible for the television stations to give adequate signal down in the valley. There- 
fore, to receive the wonderful benefit of the modern invention of television, we 
have to go to the top of the mountain and wire the signal into the homes. Of 
course, this is at a great expense—plus the fact that the people not only have to 
pay for this service to receive television; but also pay an 8-percent Federal tax, 
as the Collector of Internal Revenue has interpreted this tax the same as tele- 
phone companies. 

When this law was passed by the legislative branch of the Federal Government, 
they certainly did not have in mind taxing television signals. There was no such 
thing as television at that time. 

I am enclosing a partial list of a very small percentage of the cable systems 
in West Virginia—for instance, Clarksburg Television Cable Corp. in Clarks- 
burg, W. Va. The number of subscribers listed in the enclosed shows 5,000 sub- 
scribers. At the present date, they have over 8,000 subscribers. It is certainly 
not costing the cable companies, as the tax has to be passed on to the consumer. 

The reason that I am writing you, I personally feel that this is a very unjust 
tax that the Collector of Internal Revenue interpreted to include the customers 
of the community antenna systems. I feel that if you could do anything at all 
to help relieve this situation—and from what I know of you, that you will make 
a complete investigation and analysis and give me an answer of your findings. 

I would like to enclose the address of Mr. E. Stratford Smith, who is executive 
secretary for the National Community Television Association: Mr. BE. Stratford 
Smith, Communications Building, 710 14th Street, Washington 5, D. C. 

At any time you need more detailed information, I am sure that Mr. Smith 
would welcome a call from you, and furnish you with the information you desire. 
He is very capable of answering any questions you may have. 

Congressman Byrd, I am very proud of the fact that we have you to represent 
Logan County. I wish I could say the same for some of the other Democrats. 
My only regret is that I am not voting for you for United States Senator instead 
of Congressman. 

Yours very truly, 


C. O. Erickson, 
General Manager. 
Mr. Foranp. The next witness on the calendar is Mr. Charles R. 
Sligh, Jr. Will you give your name and the capacity in which you 
appear for the purpose of the record? 
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STATEMENT OF CHARLES R. SLIGH, JR., CHAIRMAN OF THE 


EXECUTIVE COMMITTEE OF THE NATIONAL ASSOCIATION OF 
MANUFACTURERS 


Mr. Sticu. My name is Charles R. Sligh, Jr. I am president of 
the Sligh Furniture Companies, of Grand Rapids, Mich. I am now a 
director and chairman of the executive committee of the National Asso- 
ciation of Manufacturers. I was chairman of the association’s taxation 
committee in 1950 and 1951 and president of the association in 1953. 
I am appearing on behalf of the National Association of Manufac- 
turers. 

I have with me Mr. George Hagedorn, associate director of research 
of the NAM, and Mr. John C. Davidson, director of the Government 
finance department of the NAM. 

Mr. Foranp. You may proceed without interruption. 

Mr. Suiegn. The NAM is a voluntary organization representing a 
cross-section of American industry. Its membership of approxi- 
mately 21,000 includes many more small and medium-size companies 
than large. In fact, 83 percent of our members have less than 500 
employees. 

We welcome the opportunity to testify in this important inquiry, in 
regard to general excise-tax policy. As you know, our association 
has a long record of advocacy of a uniform excise tax. Therefore 
we are pleased that this subcommittee would sponsor, and the full 
Ways and Means Committee would authorize, and inquiry of this kind. 
Despite our own considered views, we fully recognize that your task is a 
dificult and perplexing one, especially in view of the long record 
of criticism and denunciation of excise taxation before the Ways and 
Means and Senate Finance Committees. 

At times, our association has stood nearly alone in its support of 
excise taxation through a flat-rate tax. 

My testimony will be addressed primarily to the philosophic and 
policy considerations which underlie our recommendation of a uni- 
form excise. If you feel that any of the points which I make need 
substantiation beyond that which I am able to provide today, I will 
do my best to see that the facts and figures you request are submitted 
to you at the earliest possible moment. 

I realize, however, that in sifting and in weighing the statements 
that I and others make, you will have the aid of highly qualified 
assistants, both the staff of your subcommittee and the staff headed 
by Mr. Colin Stam. The tax, law, and research departments of the 
NAM and our subcommittee headed by Mr. Charles Orem, who testi- 
fied here yesterday. will be glad to give you any technical information 
that you may request of them. 

Our case is relatively simple. We believe in broadly based taxation 
and moderate rates at all points. We believe there is excessive re- 
liance on the income taxes in the Federal tax structure, as evidenced 
by the rates of tax applying both to individuals and to corporations. 

We believe a better balance in the Federal tax structure requires con- 
tinuing use of excises on a significant scale. However, we do not be- 
lieve the present selective and discriminatory excise system is a proper 
means to this end. 
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Accordingly, we recommend a uniform excise. We have consist- 
ently expressed our preference for imposing such a tax at the manu- 
facturer’s end product level. 

However, it oes to the present been difficult to achieve objective con- 
sideration of the merits of a uniform excise. Instead, the general 
framework for debate has been set by opposing claims ‘and ¢ arges, 
conspicuously that excise taxation is regressive and hence violates the 
principle of ability to pay; that a manufacturers’ uniform excise 
would pyramid; and that it would be hidden. 

These claims arouse thoughts of perfection in taxation. I do not 
need to tell you gentlemen that the best of tax methods fall far short 
of perfection. Taxation is necessary, and as regards the entire elec- 
torate is essentially an act of voluntary transfer of income from 
private to public hands. To the individual taxpayer, however, taxa- 
tion often seems arbitrary and capricious ; when selective and discrimi- 
natory, it is to the affected taxpayers an involuntary deprivation of 
income. 

When a taxpayer’s sense of fairness and rightness is unduly of- 
fended, he loses respect for government. No one can tell in advance 
when the breaking point will come, but there are limits to which any 
free society can engage in tax practices which seriously affect taxpayer 
morale. With all levels of government now taking in the neighbor- 
hood of 30 percent of national i income, the tax policymaker has a heavy 

responsibility in seeking out and using the combination of tax methods 
and rates which will seem tolerable to taxpayers in general and groups 
of taxpayers in particular. 

He has special reason for being suspicious of charges which serve 
mainly to divert attention from the essential soundness and acceptabil- 
ity of a particular tax method or proposal. 

The key criticism of excise taxation is that regarding regression and 
ability to pay. Objective consideration of this issue can come only 
from a broad look at the entire Federal tax structure. First, however, 
I will discuss briefly the claims that a uniform excise w ould pyramid 
and would be hidden. 

The fact that a tax liability incurred by business becomes a cost of 
doing business in the basis of the notion of pyramiding. If there is 
to be any business at all, costs must normally be recovered in price, 
eventually from the ultimate consumer. This process is not. peculiar 
to excise taxation, either selective or uniform. Nearly all State and 
local taxes paid by business become components of price. 

Parenthetically, it may be noted that an inherent weakness of 
corporate income taxation, namely, the uncertainty of ultimate burden, 
is not shared by excise taxation. Any excise tax is recognized and 
intended as a consumption tax, and that is where the burden will 
ultimately lie. However, the tasks facing the taxpayer are recovery, 
remittance, and accounting. These tasks complicate his business, and 
make it more difficult to achieve a satisfactory profit. 

The fact is that the mere transmission of costs, including an excise 
tax, is not pyramiding. A true pyramid would occur if the dis- 
tributors made an additional profit out of the tax. If this were true 
of an excise tax as a cost, then it would be equally true of all other 
business costs, and all who are engaged in producing and selling should 
welcome every increase of costs as a way to additional profit. The 
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assertion which you have so often heard that excise taxation becomes 
the subject of extra markup and profit is contrary to the experience of 
business with any and all costs including taxes. 

A claim that a uniform excise would be hidden to the ultimate payer 
is another case of sprouting a germ of truth into an unwarranted con- 
clusion. If an end product manufacturers’ excise is hidden, then most 
other business taxes are even more hidden. To condemn a uniform 
excise for this reason is to condemn all business taxation. 

Actually, in contrast to a selective excise system, a uniform excise 
would be aboveboard and out in the open. It is impractical for the 
tax expert, much less the average citizen, to know or keep in mind 
all the particular articles which are taxable under a selective sys- 
tem. Under a truly uniform excise, there would be no problem at all. 
A consumer who was interested could even make a reasonable ap- 
proximation of the amount of excise included in the price of any 
article purchased. Whatever merit there is in the claim of hidden- 
ness is in favor of transforming the selective excise system into a 
uniform system. 

This brings me to the interrelated issues of regression and ability 
to pay. First, let me make the point that these issues are not immedi- 
ately involved in the policy recommendations of our association. We 
propose only that the present selective excise system be replaced 
with a uniform excise, in accordance with the policy attached to this 
statement. 

Our purpose is to maintain the existing level of excise revenue while 
establishing equity among the producers and consumers of manu- 
factured goods. Careful studies have shown that the burden of a 
uniform excise would fall among various income groups in about the 
same proportion as present excises. Hence, adoption of such a re- 
placement tax would not in itself induce the emotional charge of 
regression which has been made against the uniform excise proposal. 

How ever, our proposal is for a permanent exc ise, whereas it is still 
quite usual to consider the present system as being at least in part 
temporary. Our aim, moreover, Is to establish an excise-tax system 
which is not subject to constant attrition but, stated differently, one 
which has a stable base and from which the revenues will grow as 
the economy grows 

Over the years, this would permit concentration of all tax-reduc- 
tion opportunities in the income-tax sector of the Federal tax struc- 
ture. While the process would be slow, and at any event dependent 
upon the amount of income-tax reduction, there would be a gradual 
increase in the relation of excise revenues to total Federal revenues. 
Eventually, a more reasonable balance between income and excise- 
tax revenues would be achieved. We believe that such an arrange- 
ment would be more acceptable to the taxpaying public than is the 
present tax structure. 

Generally desirable as this aim would appear to be, it has to stand 
up under the test of contemporary theories of ability to pay and tax 
regressivity. I could argue before you that the true meaning of 
ability -to-pay is that used by Adam ‘Smith, namely, distribution of 
the tax burden in general proportion to income. He obviously had in 
mind the fact that a person who earned 10 times as much income as 
another could do 10 times as much with it, including the payment 
of 10 times as much tax. 
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By contrast, the extreme modern-day advocates of ability to pay 
sete to accept no limits on their aim of using progressive taxation 
to level down incomes. Many years ago, the Scottish economist, John 
McCulloch, stated : 


The moment you abandon the cardinal principle of proportion you are at sea 
without rudder or compass and there is no amount of injustice and folly you 
may not commit. 


A searching question, which the proponents of steep progression do 
not answer, is how a system of punitive taxation can be reconciled 
with an economic system which provides extra reward for extra effort 
and achievement. 

The point of these remarks is that the distribution of the tax burden 
should be viewed as a whole, and not solely in relation to the separate 
components of the tax structure. No one can deny that the indi- 
vidual income tax is steeply progressive. 

Most people believe that excises are regressive. However, statis- 
tical studies relating excise burden to total income indicate that this 
tendency is exaggerated. Furthermore, when the excise burden is 
related to income after income-tax payment, which is the only income 
that can be spent on taxable goods, the excise burden turns out to be 
nearly proportional. 

Moreover, the introduction of a uniform excise would carry no 
possibility of ever turning the Federal tax structure into a propor- 
tional system, much less a regressive one. In this connection, it is 
well to keep in mind that the individual income tax is doubly pro- 
gressive. 20 percent flat rate of income tax, with present deduc- 
tions and exemptions, results in a progressive scale of effective tax 
rates ranging from 2 percent for a family of 4 with a $3,000 income 
to 16 percent at $25,000, as shown in the following table: 


A family of 4 


Taxable Percent 
income after of tax to 


exemptions Tax at 20 income 
Income before exemptions and deductions and 10 percent before 


percent in exemptions 
deductions and dedue- 
tions 


$60 
420 
1, 320 
4, 020 


From this table, it is apparent that even if use of progression in 
rates of income tax were abolished, there would be substantial progres- 
sion in the Federal tax structure as a whole as long as the individual 
tax remains an important part of the structure. No conceivable use 
of excises could ever offset the built-in progression resulting from 
exemptions and deductions. 

When the progressive element of the individual tax—that part of 
each rate above the basic rate, now 20 percent—is added to the effective 
rates resulting from built-in progression, we find a total effective 
rate structure ranging from 2 percent at the bottom up toward 87 
percent at the top; the top rate is 40 or more times the bottom rate. 

If there were adopted the proposal of our association for a uniform 
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reduction of the progressive element to a top rate of 35 percent, the 
top rate would still be some 17 times the bottom effective rate, without 
considering the reductions in the first bracket rate which we hope 
will be possible. 

In bringing my statement to a conclusion, I wish to comment on a 
dilemma which I know faces this committee. In many matters of 
public policy at issue before committees of the Con there are 
views expressed which go to the opposite extremes. is fact facili- 
tates the political art of compromise, of doing down the middle. Such, 
en is not the case in this inquiry, or as regards tax policy as a 
whole. 

On the one hand, you do have the extreme view implemented by 
strong pressure which would erect in America a permanent tax struc- 
ture even more pro ive than the present one. 

On the other hand, but not at the other extreme, you have the pro- 
ponents of a broadly based, balanced tax structure. That is where 
our association, and I am sure most of business, stands. We realize 
that this approach leaves no room for political compromise in the 
usual meaning of the word. We are asking you to reject one extreme 
philosophy of taxation, but we are not asking you to sponsor another 
extreme. 

We do not seek re ivity in the Federal overall tax structure, since 
neither in our minds nor in our consciences could we embrace such 
an idea. Nor do we seek proportionality in that overall structure. 
We want no ial advantage, and our aim is not to shift tax burdens. 
We simply ask for stability in the excise system through adoption of a 
uniform excise. We believe that priority in tax reduction should be 
accorded to providing relief from the high and discriminatory rates 
of income tax, and that stabilization of the excise system is an 
a step to this end. 

n short, our o- is moderation in the rates, with fairness and 
equity for all. I hope you will agree with us. 

Mr. Foranp. That concludes your statement; does it? 

Mr. Suiex. Yes, sir. 

Mr. Foranp. Are there any questions? 

Mr. Exsernarrer. Mr. Sligh, I think that you imply by your state- 
ment that you would endorse a program which might lower the 
effective rate in the the first bracket. 

Mr. Suicu. We say we hope that will be possible. 

Mr. Exserwarter. Have you looked into the practicability: of per- 
haps making the lower bracket $1,000, and $1,500 up to $2,000, or 
divide the first bracket, which is now $2,000, into, say, 3 sections? 
_ Mr. Suiex. No, sir; we have not taken a position on that. Our hope 
is that through reduction of expenditures we eventually can reduce 
taxes, and we hope the first bracket rate can be reduced, but we have 
not given specific attention to the points you raise. 

Mr. Epernarter. Thank you. 


Mr. Mason. Mr. Sligh, as a student of taxation for almost longer 
than you have lived, for over 50 years at least, I agree entirely with 
your paper. I have had bills before the Congress to bring about 
approximately what you are advocating here. 

I feel that our present tax system is so lopsided and so unjust that 
unless something is done to make it more equitable, and to spread 

85776—57——13 
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the load more equitably than it is being spread, that this Nation 
is in for a financial collapse. “ 

All I want to say in connection with your paper is that I agree 
thoroughly with it, that this bogeyman of pyramiding on excise taxes 
has been aired so much that it has many people, who do not think 
through the problem, frightened about it. ple apm} 

Pyramiding depends very largely—whether it is pyramiding in 
excise taxes or corporation taxes or any other kind of taxes—upon 
whether it is a buyer’s market or a seller’s market. During wartimes, 
when materials are scarce, of course, it is a seller’s market. Then 
everything they can put on will be put on naturally. But when we 
have all kinds of goods, plenty of them as we do today, there is very 
little pyramiding being done under our competitive system. 

I want to say that the relation of excise taxes to total tax collection 
is so out of proportion today, with 13 or 14 or 15 percent being col- 
lected by excise taxes and the rest being ee by income taxes 
and corporation taxes, it is an unbalanced system. We had better 
balance it up as fast as we can. 

That is all, Mr. Chairman. 

Mr. Hertone. Of course, Mr. Chairman, it is not any surprise to 
me that the gentleman from Illinois feels as he does. As a matter 
of fact, when I heard the statement being presented, I wondered if 
the gentleman from Illinois had not written it, it is so much in line 
with the statements he has made in the past. 

Mr. Mason. The gentleman from Illinois had these ideas 50 years 
ago, and that might have been before there was a National Association 
of Manufacturers. 

Mr. Hertone. I am giving the distinguished gentleman from IIli- 
nois credit for having the idea. What I wanted to ask Mr. Sligh 
was this: In connection with your proposal to make excise taxes a 
permanent part of our Federal-tax structure, you propose to broaden 
the tax base and make the taxes permanent, and eventually to work 
toward a replacement of income-tax revenues, but not at this time 
to replace income taxes? 

Mr. Suicu. I think the word “replacement” refers to the replace- 
ment of revenue now brought in through the discriminatory excise 
system. We would replace that same amount of revenue through a 
uniform application of the tax. We are not asking—and this has 
been brought up many times—for replacement of the income tax by 
an excise tax. We feel that if the uniform excise tax is put into 
effect, that with the growth of the gross national product of this 
country, naturally increased revenue will come in from the excise-tax 
system. Because of that fact we would hope that eventually income 
taxes can be reduced. 

Mr. Hertone. That is what I wanted to be clear on, 

Mr. Stieu. But not replaced. 

Mr. Hertone. Thank you. 

Mr. Karsten. I had one question I would like to ask. How far 
would you broaden this base, under your proposal ? 

Mr. SuicuH. We would broaden the base as contained in this state- 
ment of policy attached: NAM Policy on a Uniform Excise. 

The adoption of a uniform excise tax is needed to establish a better 
balance in the Federal tax system between income and excise taxes 
and to provide the maximum opportunity for income-tax reduction. 





EXCISE TAXES 179 


Except for the alcoholic beverage, tobacco, communication, and 
transportation taxes, and except as provided below, the present sys- 
tem of Federal excises should be replaced by a uniform excise tax 
on all end products of manufacture, except food for human and animal 
consumption; drugs, seeds, fertilizers, and associated agricultural 
items; raised print material for the blind; and religious articles. 

The tax should not apply to any manufactured article sold for use 
as a component in further manufacture of another article whether 
taxable or not. 

A uniform excise offers opportunity, not available under profits 
taxes, to establish tax equality between private enterprise organized 
for profit and competing agencies organized as cooperatives or as 
subdivisions of Federal, State, or local government. An indispen- 
sable condition of this proposal, therefore, is that the uniform excise 
must apply to all products within the scope of the tax, whether manu- 
factured by private, government, cooperative, or other agencies. 

We would subject all except those things to the uniform manu- 
facturer’s excise tax. 

Mr. Karsten. That, in effect, would be a national sales tax, would 
it? 

Mr. Suiex. It is called that, although I think normally the sales tax 
is more often referred to when it is applied at the retail level. We 
suggest that it be applied at the iaiifietatiy level. 

Mr. Karsren. If it were applied at the manufacturer’s level, the 
effect would be the same. It would be passed on in increased cost on 
down to the retailer until the ultimate consumer gets it. 

Mr. Suieu. I think that you are absolutely right, and that is my 
statement as made in my prepared statement, that this is a consump- 
tion tax. Of course, there are many other taxes, as you well know, 
that are passed on to the consumer, such as real-estate taxes and many 
others. All taxes, I think, the companies try to recover. 

Mr. Foranp. If there are no further questions, we thank you, Mr. 
Sligh, for the contribution you have made this morning. 

Mr. Suicu. Thank you, gentlemen. 

(The following information was later received from Mr. Sligh:) 

NATIONAL ASSOCIATION OF MANUFACTURERS 


OF THE UNITED STATES OF AMERICA, 


New York, N. Y., November 30, 1956. 
Hon. AIME J. ForAnpD, 


Chairman, Subcomittee on Excise Tazes, 
House Ways and Means Committee, 
House Office Building, Washington, D. C. 


Dear Mr. Foranp: Again, I would like to express appreciation for the oppor- 
tunity to testify yesterday in the most important inquiry which your subcom- 
Ihittee is conducting. 

You will recall that, in my statement, I referred to the fact that when the 
excise burden is related to income after income-tax payment, the burden turns 
out to be nearly proportional. It has occurred to me that I should have provided 
evidence to support this conclusion, and accordingly I am now attaching A 
Study of Family Tax Burdens by Income Levels which provides the underlying 
analysis. If consistent, I would be grateful if this study could be inserted in the 
printed record following my statement. 

With every good wish, I am, 

Sincerely yours, 


CHARLES R. SuiaH, Jr., 
Chairman, Evecutive Committee. 
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A Srupy or Famiry Tax Burpens sy INCOME LEVELS 


The families and individuals of the Nation pay taxes in many different forms 
and through many different channels. The individual or the head of the family 
has no way of computing directly the total amount of the tax burden he actually 
bears. Ordinarily he has no way of determining directly the effect on him of 
proposals for changes in the tax law. Yet these are highly important items of 
information for the intelligent formulation of national tax policies. 

The purpose of the present study is to furnish factual data of this character. 
The results, presented in the accompanying table 1 shows the burden of the 1954 
tax structure on typical urban four-person families, at various levels of income, 

The magnitude of a family’s tax burden depends on many factors besides the 
family income. <A family of teetotalers would bear a smaller tax burden than 
another family at the same income level which used alcoholic beverages. A 
family which owned corporate stocks (the yield on which is taxed before it is 
received by stockholders) would bear a greater tax burden than a family which 
had the same income but which did not own stocks. 

However, of all the factors which affect the tax burden of a particular family, 
the level of its income is one of the most significant. Arguments for or against 
particular forms of taxation are often based on their alleged differential effect 
as between low-income and high-income classes. For this reason, the present 
study takes into account the variation in family tax burdens due to differences 
in income, but not the variations due to other causes. The family is assumed to 
consist of four persons, to be city dwellers, and to be typical in respect to its 
consumption habits and ownership of various forms of property. Government 
statistics are used as a guide in determining the patterns of consumption or 
ownership which are typical at each level of income. 

Information on consumption patterns of urban families at various income 
levels is available from several studies published by the United States Bureau of 
Labor Statistics. (See Handbook of Labor Statistics, 1950 edition, table D-7.) 
These studies cover 12 cities, representing all sections of the country and a wide 
range of city sizes. The expenditures on each category of consumption of the 
typical family at each income level are determined by a graphical method which 
in effect averages data for the 12 cities. Some adjustment is necessary, due to 
the fact that the basic studies cover the years 1945 to 1948, a period when 
consumption patterns were distorted due to the limited availability of certain 
consumer goods and services. 

(It may be noted that one reason for limiting the present studies to urban 
families is that no similar information is available on consumption patterns of 
rural families. It may be presumed that they would be somewhat different.) 

Information on the ownership of corporate stocks and of real estate by 
income brackets is available in the Survey of Consumer Finances, published 
by the Federal Reserve Board. (See Federal Reserve Bulletin, September 1952, 
p. 984 and June 1955, p. 622.) Although the data for real estate ownership 
applied to 1952, it is assumed that the general character of the distribution 
remained the same in 1954. 

The detailed documentation of the statistics derived in these studies is con- 
tained in the notes appended to the table. The general procedure can be set 
forth briefly here. 

In the case of the Federal individual income tax and the Federal employment 
tax (employee’s share) the specific liability of each family is computed by 
reference to the tax schedules. In all other cases the burden borne by each 
family is estimated by prorating the total tax collections in proportion to 
whatever factor of ownership or consumption is appropriate. 

For example, a typical urban family of $4,000 income is estimated to have 
spent $60 on tobacco in 1954. Total consumer expenditures on tobacco in that 
year amounted to $5.2 billion. Therefore, the family in question spent $11.54 
on tobaeco, for each billion dollars of the national total. It is therefore assumed 
to have paid $11.54 out of each billion dollars collected in excise taxes on 
tobacco, In 1954 collections of Federal excises on tobacco amounted to $1.5 
billion. Therefore the $4,000 family bore $17 of this tax. 

Estimates of the tax burdens resulting from the system of taxation in effect 
during calendar 1954 are presented in table 1 (p. 7). 


COMPARISON WITH OTHER STUDIES 


Certain earlier studies of the same subject employed a method of approach 
which differed basically from the method adopted in the present memorandum. 
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For clarification the difference had better be explained, and its consequences, 
for the meaningfulness of the results, set forth. 

The best known statistical studies of tax burdens at various income levels are 
as follows: 

(a) The Colm-Tarasov study for 1988-39 (Who Pays the Taxes? Mono- 
graph No. 3, Temporary National Economic Committee, 1940). 

(b) The Musgrave study for 1948 (Distribution of Taxpayments by In- 
come Groups: A Case Study for 1948. National Tax Journal, March 1951). 

(c) The Tucker study for 1948 (Distribution of Tax Burdens in 1948, 
National Tax Journal, September 1951). 

(d@) The Musgrave study for 1954 (The Incidence of the Tax Structure 
and its Effects on Consumption, by R. A. Musgrave. Papers submitted by 
Panelists appearing before the Subcommittee on Tax Policy, Joint Commit- 
tee on the Economic Report. Joint committee print, 84th Cong., ist sess.). 

All four of these studies attempted to estimate the total tax burden falling 
on all consumer units (families or single persons) in each of a series of income 
prackets, These tax totals were then related to the total income received 
in each income bracket. All families and unattached persons were included 
in whichever income bracket they happened to fall. 

By contrast, the present study estimates the tax burden of typical families 
at certain specified levels of income rather than of all families and unattached 
persons within certain specified brackets of income. Even more important, 
the present study is limited to urban families and to four-person families. 

It may be felt that the greater inclusiveness of the earlier studies would be 
an advantage. Actually it is a factor which tends to distort the results when 
they are used to appraise the progressivity or regressivity of our tax system. 

The Federal individual income tax is specifically designed to weigh more 
lightly on a large family than a single individual. The single man with income 
of $3,000 actually pays more in income tax than the married man with two 
children who has an income of $4,000. 

It would be absurd to cite this as an instance of regressivity since it is by 
deliberate intention of Congress—an intention which has nothing to do with 
regressivity. Yet the studies by Musgrave, et al., do something like this by 
throwing all types of taxpayers into the same series of income brackets. 

The practice followed in the earlier studies would not result in any serious 
distortion if the single persons were spread proportionately over the income 
scale. Such, however, is not the case. For example, unattached individuals 
make up 36 percent of the cases of families and individuals with incomes below 
$3,000, but only 7 percent of the group with incomes above $3,000.* 

As a result, the lower income brackets contain a disproportionately large 
number of taxpayers without dependents. These taxpayers, for reasons un- 
connected with regressivity or progressivity, pay higher taxes than taxpayers 
with families. This factor can give a specious appearance of regressivity to a 
system that is really progressive, or at least it will understate the progressivity 
of the system. 

A similar distortion results from the mingling of urban and rural families in 
the four earlier studies cited. For various reasons—connected both with 
methods of getting income and patterns of consumption—it may be presumed 
that the tax burden on farmers is somewhat different from the tax burden of 
urban families. 

For these reasons it is felt that a study limited to urban families of a specified 
size gives a better basis for studying the progressivity or regressivity of our 
tax system. The analysis presented in this report is one such study. Similar 
studies might be prepared for other sizes of family. 


INTERPRETATION OF THE RESULTS 


The customary manner of studying the progressivity of regressivity of a tax 
structure is to compute the tax burden of each income class as a percentage of 
income before taxes, and to examine the variation in such percentages over the 
income scale. An exception will be taken later, but for the moment we may 
analyze our results in this traditional way. The necessary percentages are pre- 
sented in section A of table 2 (p. 10). 


* Characteristics of the Low-Income Population and Related Federal Programs, by the 
staff of the Subcommittee on Low Income Families, Joint Committee on the Economic 
Report, joint committee print, 84th Cong., 1st sess., table 1. 
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The 1954 Federal tax system is strongly progressive over the entire range 
studied. The burden on incomes of $2,000 amounts to 14 percent of income, and 
this percentage rises steadily, reaching 29.4 percent at $15,000. 

The State and local tax system appears moderately regressive up to $7,500 and 
becomes moderately progressive above that level. However, the entire range of 
variation in the percentages of income taken in State and local taxes is only 
from 7.8 to 9.4 percent. 

The consistent progressivity of the Federal system more than offsets the vari- 
ations in the State and local system. As a result the combined tax burden rises 
steadily from 23.4 percent at.$2,000 to 38.4 percent at $15,000. 

However, this type of analysis has its limitations as a method of studying the 
burden of consumption taxes (Federal, State, or local) or of State and local taxes 
in general. The intense progressivity of the Federal individual income tax 
tends to create a false appearance of regressivity in other types of taxes. 

The usual justification for expressing tax burdens of all kinds as a percentage 
of income before tax is that such income represents the “ability to pay.” Yet 
the ability to pay indirect taxes is most certainly not represented by gross income; 
it is represented by the income left after payment of direct taxes. It is somewhat 
absurd, for example, to measure the burden of excises against a base which 
includes amounts already taken in taxes. Even if consumers at all levels of 
income were to spend their disposable incomes in exactly the same proportions, 
the burden of indirect taxes at high levels of income would be a smaller per- 
centage of gross income than at lower points on the scale. A person who paid 
90 percent of his income in direct taxes—to take an extreme illustration—could 
not possibly pay more than. 10 percent in indirect taxes. 

It would seem far more logical, in appraising the effects of indirect taxes, to 
measure their progressivity or regressivity by a method which is freed from this 
inevitable and misleading tendency toward regressivity. Similarly, it is more 
logical to appraise the burden of State and local taxes by a method which relates 
such burdens to the taxpaying capacity left to the individual after payment of 
Federal taxes. These objectives can be approximated by stating tax burdens 
as a percentage of income after Federal income tax. An analysis on this basis 
appears in section B of table 2. 

On this new basis, the burden of State and local taxes appears as progressive 
throughout, except for the heavy burden borne by the $2,000 family. However, 
any system of indirect taxes is bound to appear regressive at the extreme low end 
of the income scale. A family with no income whatever would still pay indirect 
taxes. It is a mathematical fact—having nothing to do with regressivity—that 
the curve is bound to turn upward near the lower end of the income scale. A 
family of 4 persons, living in a city, with an income of $2,000, would not typically 
be living within that income. It would be supplementing its current income by 
spending past savings or by borrowing. Some part of such supplements would go 
for direct taxes, thereby increasing the tax burden as measured against a base 
which does not include the supplements. 

By comparing lines. A2 and B2 of table 2, it becomes clear that the apparent 
regressivity (up to $7,500) of State and local taxes as analyzed in the conven- 
tional way (line A2) is largely a reflection of the progressivity of the Federal 
income tax. If the Federal individual income tax were made less progressive, 
individuals with higher incomes would have more income left to spend on things 
taxed by States and localities. As a result the State and local system would 
be revealed as not genuinely regressive at all. 

It is sometimes held that Federal employment taxes—which are earmarked as 
contributions for “social security” rather than collected for the general purposes 
of government—should not be considered as a part of the individual’s tax burden. 
Table 3 shows the effect of excluding employment taxes from the tax burden 
perecntages. On this basis Federal taxes appear as even more steeply progres- 
sive than when employment taxes are included. The burden of Federal taxes 
rises from 10 percent of income at $2,000 to 27.6 percent at $15,000. The total 
tax burden—Federal, State, and local—increases from 19.4 percent at $2,000 to 
36.6 percent at $15,000. 
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Taste 1—Estimates of 1954 taw burden of typical urban 4-person families at 
various income levels 


(Tax burden in dollars] 





Annual income 


| 


| $2,000 | $3,000 | $4,000 | $5,000 | $7,500 | $10,000 | $15,000 


Federal: | | | 

1, Indfvidtial income tax_.._-.....---_-! eee | $46} gars} $302} $830 | $1,306 | $2,414 
2. Employment tax $81 114 145 160 | 187 | 215 266 
. Corporation income taxes. i g 155 229 274 369 | 567 1, 269 
. Estate and gift faxes 23 23 23 23 23 23 
5. Crna ancewbanncieenabinensitl ad 8 10 11 15 | 20 27 


5 pe erear en ati 9 | | - 135 161} 224] 2389 410 


Total Federal taxes 3 55 | 760 | 1,021 | 1,648] 2,420 4, 409 


State and local: 
7. Individual income taxes..-.........-- t f 33 | f 95 
&. Death and gift taxes t { 5 5 | 5 5 
9. Corporation net income taxes_.______- | | 18 | 27 61 
10, Sales taxes, gross revenue taxes, and | 
a 5 182 254| 325 462 
11. Property and severance taxes f f 187 | 276 | 392 | 729 


Total State and local taxes.........| 187} 253 328 403} 586} 800) 1,352 


Total taxes | 467 |. 708} 1,088 | 1,424) 2,234 | 3,220| 5,761 


Notes TO TABLE 1 


Line 1. The specific liability of each family is computed from the tax schedule. The 
following assumptions are adopted : 

(a) A joint return is filed. 

(b) “Deductions” are in line with past experience as reported in Statistics of 
Income for 1952 (the latest available). Data in that document permit the calculation 
of the percentage of persons in each income bracket who take the standard deduction, 
and the average (in each bracket) of total deduction, as a percentage of income, for 
those who itemize. These 2 percentages are used to compute a representative amount 
for the deductions of the typical family at each income level. 

(c) Exemptions of $2,400 are claimed. 

Line 2. The employee’s share is assuimed borne by himself. ‘The typical family is 
assumed to derive its income from one earner, who is in covered employment. The em- 
ployers’ share is assumed passed on to consumers, and borne by them in proportion to 
their total consumption expenditures. 

Line 3. The burden of the corporate income tax is assumed to be equally divided be- 
tween stockholders and customers. (There is some empirical evidence that this is ap- 
peoatnately the case. See NAM research department mimeographed study, Relationships 

etween Profits and Sales of Manufacturing Corporations, January 1949. This is also 
the assumption made by Dr. Rufus S. Tucker in a similar study of tax distribution in 1949. 
See National Tax Journal, September 1951, p. 277.) 

Line 4, It is assumed that the burden of estate and gift taxes is borne by the heirs or 
recipients. Since there is no reason to suppose that the prospect of any member of the 
family receiving a gift or bequest is affected by the current family income, the tax is 
assumed spread evenly over the entire population. It amounts to $5.70 per capita, or $23 
for a — of 4. 

Line 5. Distributed in proportion to total consumption expenditures. 
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of consumption taxed. The total of Fede 


Line 6. Excises are assumed to he bamma by commune 
excises Vv 


Federal 
excise col- 
lections 
in 1954 


Billions 
$2.7 
1.5 


i. 
o © 


Automobile parts, fuels, lubricants, tires 
and tubes. 


Household equipment. 


Communications 
Retailers excises 
Admissions and club dues 
Other excises 


EXCISE TAXES 


rtion to their expenditures on the categories 


ed as follows: 


Category of consumption used in 
prorating tax collections 


Expenditures on liquor.' 
Expenditures on tobacco. 
Expenditures on automobile purchase and 


upkeep. 
One half: expenditures on automobile pur- 
chase and upkeep. 
One half: total consumption expenditures. 
Expenditures on house furnishings. 
= consumption expenditures. 
0. 
es consumption expenditures.! 
0. 
Total consumption expenditures. 


Nl] awh aw 


© 


1 No satisfactory data of family expenditures on liquor available. Such data as exist indicate that 
liquor expenditures are approximately in proportion to income after direct taxes. This assumption 
has been adopted. 

2 That is, consumption expenditures other than food, housing, liquor, tobacco, household furnish- 
ings, and automobile purchase and upkeep. . 

Line 7. State individual income taxes vary greatly from one State to ahother. Total 1954 collections in 
all States amounted to $1.1 billion. Asa rough approximation this is assumed borne in the same proportion 
as the Federal income tax. 

Line 8. Assumed unrelated to income, and distributed evenly over whole population. 

Line 9. Total collections assumed distributed one-half in proportion to stock-ownership, and one-half in 
proportion to total consumption expenditures. (See line 3 above). 

Line 10. Collectiods separated into major categories and assumed borne in proportion to appropriate 
category of consumer spending as follows: 


Tax 


Collections} Category of — used in prorating 


in 1954 


Motor-vehicle licenses: 
Personal... 
Business 

Motor fuels.... 


Bill 

Automobile purchase and upkeep. 

Total consumption. 

One-half: automobile purchase and upkeep. 

Caeser Gap crsantptien. 
xpenditures on liquor. 

Expenditures on sobacen, 

Consumption, other than food, 

Total consumption. 


n, #3 


ec;Pe.. 
OL ASCanm wae 


Line 11. Property taxes are the most important form of local taxation. Total collections (State ana 
local) amounted to $10.3 billion in 1954. It is difficult to determine just how this burden is distributed, 
but the following 4 factors are clearly involved: Real-estate ownership, stock ownership, housing expendi- 
tures, genera] consumption. 

In the absence of any better criterion, the amount assigned to each family is an unweighted average of 
the amount which would be assigned by each of these 4 measurements, 
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TaBLE 2.—1954 taw burden as a percentage of income at various income levels 
[Typical urban 4-person families) 


Annual income before taxes 


$7,500 $10,000 


Taxes as a percent of income 
taxes: 


Percent | Percent | Percent 


Taxes as @ percent of in 
after F Federal. in individual - 
come tax: 
Bl ions (other than 


B3 Total (other than 
Federal individ- 
ual income tax) .. 


TaBLE 3.—1954 taw burden, eweluding Federal employment tazes, as a percentage 
of income 


[Typical urban 4-person families} 


Annual income before taxes 


SECTION A 
Taxes —- percent of income be- 


Taxes as a percent of income 
-= Federal individual in- 


me tax: 
RL Federal (other than 
Eetesiteaty idual 
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Federal excise-taw burden on typical urben 4-person families - 
[Based on 1954 data] 
Federal excise as percent} Federal excises as peroent 
of inco 


me of income after Federa) 
income tax 


Federal excise 


Alcohol Alcohol 
Other and Other |Total| and 
tobacco tobacco 
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Mr. Foranp. The next witness is Mrs. Pauline B. Dunckel. 
Would you give the capacity in which you appear and your name, 
please, for the record ? 


STATEMENT OF MRS. PAULINE B. DUNCKEL, EXECUTIVE SECRE- 
TARY OF THE INSTITUTE OF APPLIANCE MANUFACTURERS, 
WASHINGTON, D. C. 


Mrs. DuncKket. My name is Pauline B. Dunckel and I am executive 
secretary of the Institute of Appliance Manufacturers. I have ap- 
peared before your committee on several occasions since the end of 
World War II to represent our manufacturers who produce all fuel 
types of domestic cooking appliances-and water heaters, as well as 
a variety of other major appliances. Wheén'T previously ‘appeared 
before you the association was known as the Institute of Cooking and 
Heating A oo Manufacturers. 

I would i se to express agreement both with Congressman Mason, 
and with Mr. Sligh, agreement in part, that is. -There are gross 
inequities in the present taxes which must be corrected. Finding a 
way to correct those inequities is the job that wiill be capably handled 
by your committee after considering the many shades of opinion 
a by different witnesses from industry and from the consum- 
ing public, 

T e industry we represent is made up primarily of small business 
concerns employing less than 500 persons. It operates in 38 States 
and has at least 100,000 factory employees. The level of business 
activity in our industry affects a broad segment of the American 
economy since our products are sold through an estimated 5,000 
wholesalers and 100,000 retailers. 

The institute and its members recognize the country’s urgent need 
for high tax revenues, the importance of adequate defense, and of 
sound Government financing. We have not conducted high-pressure 
campaigns to obtain removal of the excise tax imposed on electric, 
gas, and oil appliances, but we have appeared at every excise-tax 
hearing scheduled by either the House Ways and Means Committee 
or the Senate Finance Committee since 1941 to point out the fallacy 
of taxing vital necessities of life. 
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The very urgency of the country’s need for high tax revenues places 
an added responsibility on Congress to see that taxes are levied equita- 
bly and impose approximately the same degree of burden on all classes 
of taxpayers. f 

No modern household can be established without a cooking range 
and a water heater. A 5-percent tax on them is a much greater hard- 
ship on the taxpayer than a tax on jewelry and furs, for example, 
because purchases of those products are completely discretionary. 

Our purpose in —— before you is to urge repeal of the tax 
on ranges and water heaters. BY 

I shall mention briefly only three points in support of our position. 
Many others could be advanced if time permitted. You know them all, 
but perhaps they bear repetition. : ; 

(1) This tax on the most essential of all household appliances is, 
in effect, a tax on food and good health. Legislators have carefully 
avoided taxing foods and drugs, yet a tax on a range, is in effect, a 
tax on food and a tax on a water heater is as unsound as a tax on drugs 
because both are essential to good health. 

(2) The tax is selective and discriminatory. It does not apply 
to all consumer durable goods and places certain durables at a par- 
ticular disadvantage in competition with “soft” goods. Among the 
household items not taxed are: Washing machines; vacuum cleaners ; 
draperies and floor coverings; furniture; plumbing equipment; sew- 
ing machines, and most consumer ‘soft” goods. None of these is as 
essential as the range and the water heater which are used almost 
continuously every day. 

The concentration of taxable items—ranges, refrigerators, water 
heaters, freezers, dishwashers, electric garbage disposers, ironers, dry- 
ers, and small appliances—is in the kitchen, the heart of the home. 

If, as so many of us heard last night, lipsticks are essential in our 
economy, certainly kitchen equipment is more essential and should 
get more attention when it comes to tax correction of inequities. 

(3) Tax authorities agree that any tax is a bad tax (a) if it bears 
most heavily on those least able to pay, or (4) if the cost of collection 
or the cost to the taxpayer is out of proportion to the net receipts of 
the Government. 

This tax on essential appliances is bad on both counts. It bears 
most heavily on low-income groups because every family must have 
a means for cooking and water heating. The well-to-do man spends 
comparatively little more for these necessities than one with a low 
income. Discretionary spending in high-income groups is more fre- 
quently for luxurious—and untaxed—rugs, draperies, furniture, china, 
glassware, and so forth, than for taxed appliances. 

A further proof of the burden on low-income groups rests on the 
fact that purchases of ranges and water heaters are not postponable 
when new households are being set up or when old equipment breaks 
down. These appliances are, as you know, absolute necessities of 
everyday life. 

As we have said, low collection costs are an important factor in a 
sound tax structure. The excise tax on durable goods, imposed at the 
manufacturing level, costs the consumer approximately 75 percent to 
80 percent more than the Government actually collects in taxes. In 
my opinion, that is grossly unfair. 
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Wholesalers and retailers state—and there is a great deal of merit 
in their position—that the'amount of money they pay out for taxes 
is a part of their cost of doing business, an = are justified in in- 
cluding the excise tax payment along with all other costs, before ap- 
plying their customary ne of markup. 

A spread of approximately 75 percent to 80 percent between actual 
tax revenue to the Treasury and the cost to the consumer is pro- 
hibitive. It seems to me it is quite inexcusable. 

We have supported our request for immediate repeal of excise taxes 
on ranges ian water heaters in a number of ways, but our case is 
primarily based on the fact that this tax is not in the public interest, 
and is in effect a tax on food and good health. 

We urge your favorable consideration of an early repeal of the 
taxes imposed on household necessities under section 4121. If it should 
be found that this tax cannot.be removed because of the Government’s 
need for continuing high revenues, it appears to us that the tax base 
should be Yededente to cover more nearly the entire range of consumer 
durable and soft goods, excluding perhaps only food and drugs. 

In the event the tax on household appliances is not removed 
promptly, we should like to register our endorsement of several of 
the recommendations made by the Forand subcommittee, especially the 
following: 

(1) That provision be made for the imposition of the tax on the 
distributor’s price in the case of companies which sell both to dis- 
tributors and dealers. A clarification of the recommendation is needed 
in order to determine when a company shall be considered to have made 
“a significant number of sales” to independent wholesalers. 

I hope if you adopt the proposal whisk you have made to Congress, 
that you will clarify what you mean by “a substantial number of sales.” 
Is it 10 percent, or 20 percent, or 50 percent? 

(2) That a clarification of “an arm’s-length transaction” be made 
for the purpose of computing excise taxes. I know that is a difficult 
legal point but it is very necessary in this. connection. 

(3) That a clarification be made of the conditions under which co- 
operative advertising allowances become a part of the tax base. You 
gentlemen know if that point is not clarified you may run into the 
same type of trouble you are faced with now on the subject of war- 
ranties. A definite clarification is needed by what you mean by “an 
advertising allowance.” 

(4) That in order to remove inequities and simplify the job of the 
Internal Revenue Service, clearer exemption and refund procedures 
should be established in the case of sales of products for further manu- 
facture, for export, or to tax-exempt agencies of the State, local, or 
Federal Governments. 

(5) That a more uniform procedure be set up for claiming and 
making refunds on floor stocks at the time of any specific tax reduction. 

We feel that a floor stock refund ismeeessary when a major tax cut 
is made. But the system followed last time was cumbersome as your 
committee conceded in its reports. 

We naturally hope that this discussion of technical and administra- 
tive changes in the tax law will prove only academic so far as our in- 
dustry is concerned because we are counting on favorable consideration 
of our request for repeal of section 4121. 
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We appreciate this opportunity to be heard and shall welcome ques- 
tions or requests for further information. 

Mr. Foranp. Are there any questions? 

Mr. Karsten. Mr. Chairman, I would like to ask a question of Mrs. 
Dunckel. On page 5 you seem to have a plea for alternative relief to 
broaden the base. Do I take that to mean that you would approve the 
statements made by the preceding witness? 

Mrs. DuncKEuL. Our manufacturers have discussed this many times, 
and in saying that, I should point out to you that our group makes un- 
taxed, as well as taxed products. Our board of directors has agreed 
unanimously on several occasions that if a tax of this sort is to be im- 
posed, it should be imposed on all consumer products. It should be 
on all of the products in the consumer durable goods field. They 
do not agree that it should be at the manufacturing level, as the Na- 
tional Association of Manufacturers does. 

We think we can defend the fact that there is a 75 to 80 percent 
markup in the tax, and we do not believe that a consumer should 
pay $9 for a tax on which the Government nets only $5. 

Mr. Karsren. At the outset of your statement you said that you 
would prefer repeal of the tax, which would indicate that you are not 
in accord with the other group. 

Mrs. DuncKEL. We would favor repeal because we think it is a tax 
on food and-health.. We are realists, and we know we may not get 
repeal, however. 

Mr. Karsten. How many appliance manufacturers are in your 
association ¢ 

Mrs. DunckeL. About 100. 

Mr. Karsten. Are any of them members of the National Associa- 
tion of Manufacturers ? 

Mrs. Duncxen. Many of them are. There has been a great deal 
of dispute, as I am sure Mr. Sligh will agree, as to who can speak 
for all industry on a broad matter of this sort. Most people agree 
that income taxes are too high, and we would all like to see them cut. 
I do not believe most people in small businesses particularly agree 
that the excise tax should necessarily be imposed at the manufactur- 
ing level and be marked up. 

If we are going to have a sales tax, let us be honest and call it a 
sales tax, and put the price tag at the consumer level where she knows 
what she is buying and what she is paying for. 

Mr. Karsten. Basically, the members of your association would be 
opposed to that program ? 

Mrs. DuncKEL. They are opposed to a tax on food and health, and 
they consider tax on these products to be that. 

Mr. Kroeu. Mrs. Dunckel, I think that I would like my position 
clarified on your first suggestion, on page 5. My own recollection is 
that when the subcommittee was considering the language of its pre- 
liminary report, it sought to avoid any fixed standard as to what would 
be a sufficient number of sales to independent wholesalers, in order that 
there would not be any injustice done to a manufacturer who sold or 
made some sales to independent wholesalers, but in short have a fixed 
percentage. 

Mrs. Dunckxet. We realize that was in your thinking, but I believe 
that ultimately the issue will have to be met either in a Treasury regu- 
lation or by the courts. Any man who sells to one distributor will 
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claim, I assume, because of the advantages to be gained, that he sells 
a substantial part of his produtes to wholesalers. 

Mr. Krocu. Take a situation like that. If there is no evidence that 
that sale to one independent wholesaler is not at arm’s-length and is a 
price that is fairly consonant with the range of prices charged by other 
manufacturers who sell to more independent wholesalers, why should 
not that be used as the base for computing a manufacturers’ excise 
tax ¢ 

Mrs. Duncxe. I would agree with you if you will say that any sales 
made to independent wholesalers at arm’s-length are a “substantial 
number” of such sales. I thought the way the tax law was written, 
that it would have to come some day to a determination of what arith- 
metically is a “substantial number” of wholesalers. I can give you 
an example in our industry, if you will give me a moment, of one of the 
larger manufacturers of ranges who sells primarily to dealers. He 
sells on a national basis and when he gets out in Oregon, Washington, 
and California he sells three distributors. 

Now, that is the normal method of his distribution. I would like 
to see, if you adopt that provision, that three distributors in his case 
would permit him to get a distributor’s price as his tax base. That is 
an exact example that may come up. 

Mr. Kroc. As far as I am concerned, I had that type of a situation 
in mind. So long as we confine our talk to a manufacturers’ excise 
tax, that is true. 

Mrs. Duncxke.. I see. 

Mr. Foranp. If there are no more questions we thank you very much 
for your contribution. 

Mrs. Duncxet. Iam very grateful, sir. 

Mr. Foranp. The next witness is Mr. L. R. Mendelson. Will you 
give your name and residence and your position for the purposes of 
the record, please? 


STATEMENT OF L. R. MENDELSON, CHAIRMAN OF THE WATER 
HEATER MANUFACTURERS TAX COMMITTEE AND PRESIDENT 
OF THE HOTSTREAM HEATER CO., CLEVELAND, OHIO 


Mr. Menvetson. My name is L. R. Mendelson. I am president of 
the Hotstream Heater Co. of Cleveland, Ohio. I appear before you 
as chairman of the tax committee of the gas water heater division of 
the Gas Appliance Manufacturers Association and the electric water 
heater manufacturer members of the National Electrical Manufac- 
turers Association. These two organizations represent manufacturers 
of equipment, such as water heaters, as well as manufacturers of 
appliances. 

Thus, I am speaking on behalf of more than 110 water heater manu- 
facturers. This group includes virtually all manufacturers of gas, 
electric, and oil water heaters, and represents close to 100 percent of 
all the water heaters produced in the United States. 

In addition, I represent the tens of thousands of plumbers all over 
the country, in every State and in every city and town, who have 
repeatedly asked the manufacturers to do our level best to persuade 
this committee and the Congress to eliminate this discriminatory tax 
on water heaters. 
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We have been advancing arguments against the imposition of this 
tax for many years. In this connection, reference 1s made to my 
testimony before the subcommittee at its hearing on October 12, 1955, 
and a copy of that brief has been attached to the statement which I 
am now making. 

I feel that this subcommittee is anxious to cure inequities. There- 
fore, I should like very briefly to summarize the reasons why we in 
the water heater industry feel that this tax should be repealed: 

1. It is discriminatory. The water heater is the only plumbing 
fixture, out of some 38,000 such items manufactured, that is subject to 
excise tax. Moreover, most of these plumbing fixtures would be use- 
less without the water heater (e. g., the bathtub, the sink, the hot- 
water faucet, the pipes through which the water flows). 

Why should a water heater be taxed when other plumbing items 
are not taxed? All of these items constitute a permanent part of the 
realty. This seems to us to be the most obvious discrimination. 
Very few excise taxes are levied on essential manufactured items as 
compared to luxury products. Water heaters are an essential, not a 
luxury. Yet, they have remained in the Excise Tax Code for the past 
15 years, even though the Congress repeatedly emphasized that excise 
taxes on water heaters would be abolished at the end of World War II. 

The water heater, as the only one of more than 38,000 plumbing items 
taxed, has probably been subjected to tax because in 1941, when appli- 
ances were being taxed, someone erroneously decided that because an 
electric water heater was powered by electricity, it must be an appli- 
ance. Thus, electric water heaters were included in the list of tax- 
able items through an error of judgment, and that error also embraced 
both gas and oil heaters. We manufacturers beileve it could not have 
been the original intention to include water heaters. We submit that 
if it was a mistake to include water heaters as a taxable item in 1941, 
that mistake is now magnified and should be corrected, not perpetuated. 

Let me demonstrate just how erroneous this 1941 decision was: 

(a) A water heater is not an impulse purchase and is not sold over 
an appliance counter. Actually, the majority of water heaters are 
sold by plumbing establishments and probably 100 percent of all the 
units sold —gas, electric, or oil—are installed by the plumber. 

(6) In all the classifications of categories made by the Federal 
Government, including those made by our three military services, by 
the General Services Administration, by the Federal Housing Admin- 
istration, by the Business and Defense Service Administration, and 
others, the water heater is listed as a plumbing item, not as an ap- 
pliance. During World War II and the Korean War, the War Pro- 
duction Board and the National Production Authority classified the 
water heater as a plumbing item essential for the preservation of the 
health and hygiene of our Armed Forces, the army of defense workers, 
and of all Americans. This classification has been continued by the 
Business and Defense Services Administration. 

This classification as a plumbing item—and not an appliance—is 
contained in all specifications, geblchuied orders, and regulations of the 
Federal Government and is followed for procurement purposes in all 
State, county, and city governments. 

The Civil Defense Administration, nationally, and principally at 
the local levels, has classified water heaters as one of the essential 
products for survival in case of an emergency. Practically every tech- 
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nician, scientists, and engineer considers that one of the very front 
lines of our home defense is hot water. 

2. It hurts small business. Out of the 110 manufacturers which I 
mentioned earlier, close to 100 would be classified as small business 
enterprises. The current excise tax is making it impossible for many 
of these manufacturers to grow out of the small-business classifica- 
tion. Moreover, it could cause some of them to go out of business 
entirely. None of our companies has gone out of business, and I 
would even go so far as to say that relatively few plumbers have gone 
out of business; nevertheless, any substantial reduction in the hous- 
ing construction ponieee could cause a number of casualties. 

3. Repeal would not affect the Federal Budget. If you should 
repeal this highly discriminatory tax, the loss in tax revenue to the 
United States Treasury, less the cost of administration, would be 
less than $8 million out of a total Federal budget of approximately 
$66 billion. 

Mr. Chairman, at this point for the further guidance of this com- 
mittee I would like to mr a few additional reasons why our industry 
feels that the tax on water heaters should be eliminated. These sug- 
gestions are not included in the brief you now have before you but 
copies of the suggestions will be provided for the committee. 

We are not basing our plea on the poverty of our industry. 

We come before you to explain that our entire purpose is to ask 
you to correct a wrong. 

There will be about as many heaters sold whether or not there is an 
excise tax, except that the savings of the tax to the consumer of 
about 9 percent would permit him to buy a better heater of more 
adequate size. New homes will have water heaters—tax or no tax. 
And, in the replacement market when your old heater wears out you 
will not do without hot water because of an excise tax, because hot 
water is an essential and a must—not a luxury. 

As every member of this committee knows, water heaters are in- 
cluded in the excise tax code under the category of appliances; but, 
water heaters are not an appliance. They are strictly and definitely a 
plumbing item. Only one of these basic essentials, the water heater, 
is subject to the excise tax. 

Water heaters got into the original excise tax bill on what you 
might call a fluke. It wasa mistake. When the World War II excise 
tax bill was being drafted, the list of electrical products was copied 
right down the line. In that list were electric water heaters. That 


is how electric water heaters were mistakenly listed as an appliance. 

Gas and oil heaters were not originally in, which indicates that 
they were not originally considered a taxable item. Gas and oil were 
added in after because of the electric. 

Every new home built in the country today is equipped with a 
water heater. This is part of our city, State and Federal regulations, 
and all oe homes have water heaters or a water-heating system 

Oo 


that provides for this basic need for health, welfare, and sanitation. 

The Public Health Service of the Department of Health, Education, 
and Welfare, and eminent authorities in all branches of health and 
welfare, have repeatedly classified hot water as the most effective, 
the most accessible, and the most inexpensive weapon against disease 
known in the world. Hot water means more to the health of the 
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Nation than aspirin, petailing antibiotics, toxin, or any medicine. 
Yet, medicines, naturally, are not taxed. Water heaters are. 

Water heaters and home-heating systems are comparable. Both are 
permanent installations. Both are installed by plumbing and heating 
contractors. Both are essential to the comfort, health, and welfare 
of the home. Home-heating systems are not excise taxed. Water 
heaters are. 

This committee can change this tax of inequity. Not just some 
day when everything is favorable and peaceful—but now; not tomor- 
row—it never comes. 

Thank you, Mr. Chairman, and members of the committee for this 
opportunity to present the views of our industry. I hope our next 
meeting will afford an opportunity to express our appreciation for 
the elimination of a discriminatory tax that has been imposed far too 
long on our industry. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Menpvetson. It does. 

Mr. Foranp. The papers attached to this, of course, won’t be made 
a part of your statement so far as the printed record is concerned. 
They are inserted by reference. 

Are there any questions ? 

Mr. Mason. You are backing up the argument that the lady pre- 
sented to us a moment or two ago, aren’t you, especially as it applies 
to water heaters ? 

Mr. Menvetson. Yes, sir. 

Mr. Foranp. Mr. Keogh? 

Mr. Kroeu. Mr. Mendelson, in your supplementary statement at 
about the upper half of the page beginning “There will be about as 
many heaters sold,” you convey to me the impression that if this tax 
were removed the saving would be passed on to the purchasers and 
consumers. 

Mr. Menvetson. That is right. 

Mr. Krocu. I am now asking you, Is that a definite commitment of 
your association ? 

Mr. ELSON. Yes. 

Mr. Exsernarter. Mr. Mendelson, you have made a powerful argu- 
ment to the committee. As a member of the committee I want to say 
that I for one agree that water heaters are an absolute necessity. 
Any home in America that does not have a water heater should have 
one. It is absolutely necessary to have hot water in the house. There- 
fore, I don’t think we should have taxed them in the first place. 

Mr. Menvexson. I agree with you, sir. 

Mr. Exsernarter. Except for the absolute necessity of raising 
money to wage a successful war. 

Mr. Menvetson. I agree with you, naturally, Mr. Eberharter. I 
remember at one of our previous meetings someone questioned whether 
a water heater was not a luxury. I just asked him if he wanted to be 
sure of the essentiality of a water heater just to do without hot water 
for 1 week and then he would be in a better position to answer that. 

Mr, Exsernarrer. In any household if the hot water is off for half 
an hour the whole household is upset. 

Mr. Menpetson. That is right. 


85776—57——_14 
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Mr. Foranp. Are there further questions? If there are no further 
questions, we thank you for your presentation and the information 
given the committee. 

Mr. Menpetson. I thank you. 

Mr. Foranp. The next witness is Mr. H. G. Blakeslee. Will you 
come forward, please, sir, and for the purpose of the record give your 
name and the capacity in which you appear. 


STATEMENT OF H. G. BLAKESLEE, CHAIRMAN, EXCISE TAX COM- 
MITTEE, NATIONAL ELECTRICAL MANUFACTURERS ASSOCIA- 
TION 


Mr. Buaxestez. Mr. Chairman. I am H. G. Blakeslee, vice presi- 
dent and general manager of the Cory Corp., and chairman of the 
excise tax committee of the National Electrical Manufacturers Asso- 
ciation. 

I appear on behalf of those manufacturers who are members of 
this association, whose products fall within the categories of excise 
taxed articles under sections 4111, 4112, and 4121 of the Internal 
Revenue Code. 


REPEAL OF MANUFACTURERS’ EXCISE TAX 


The manufacturers sponsoring this presentation respectfully request 
that the Subcommittee on Excise Taxes, of the House Ways and 
Means Committee, give favorable consideration to the eventual re- 
moval of the present manufacturers’ excise taxes on articles covered 
by Internal Revenue Code sections 4111, 4112, and 4121. 

These articles include, among others, ranges, water heaters, refrig- 
erators, food freezers, food waste disposers, electric dishwashers, 
electric dehumidifiers, electric fans, and many electric housewares 
appliances such as toasters, coffeemakers, food mixers, roasters, flat 
irons, and so forth. 

The rising standard of living in our country has been marked by 
the transition of these products from luxuries to necessities. 

For example, the overwhelming adoption of mechanical refrigera- 
tion has practically removed the old icebox, and any attempt to return 
to early methods of refrigeration would be unthinkable and would 
create chaos and economic upset. Therefore, mechanical refrigeration, 
a luxury 20 years ago, is now a necessity. It does an immensely better 
job of safe and lower cost preservation of food, and prevention of 
spoilage, and has made a direct and substantial contribution to the 
health of the Nation. 

Other electric household products have replaced equipment that is 
obsolete, inefficient and hazardous. One such example is the automatic 
water heater, a necessity in every home for sanitation and for the 
prevention of infection and disease. The automatic water heater, 
on makes hot water readily available, is essential for healthful 

iving. 

It 1s becoming more and more the practice of modern homebuilders 
to install a range, a water heater, and a refrigerator as part of the 
basic household equipment, just as they install heating, lighting, and 
plumbing systems. In fact, the water heater is an integral part of the 
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ljumbing system and, as such, should not be subject to the manu- 
Soatumiaial excise tax. . 

The electric flat iron, used in at least 95 percent of the homes in the 
United States, has long been recognized as an essential household item. 

Electric blankets are being prescribed more and more as healthful 
aids for arthritic patients and for the elderly. ; 

Electric fans provide necessary ventilation, especially in —. 
ments and other dwellings that might otherwise be intolerable in 
summer heat. ; 

These are but a few examples of electric household appliances 
which have long since ceased to be luxuries and have become house- 
hold necessities. They are a necessary part of the American standard 
of living. 

We heartily endorse the proposals of the Subcommittee on Excise 
Tax Technical and Administrative Problems. In the meantime, short 
of the eventual removal of the manufacturers’ excise tax, the sponsors 
of this presentation wish to state their endorsement of the following 

roposals for revision and interpretation of the present law, as set 
forth by the Subcommittee on Excise Tax Technical and Administra- 
tive Problems in its report to the House Committee on Ways and 
Means dated April 20, 1956. 

1. Repeal the tax on refrigeration components, defined as cabinets, 
compressors, condensers, condensing units, evaporators, expansion 
units, absorbers, and controls for, or suitable for use as parts of, or 
with household-type refrigerators or quick-freeze units. 

2. In the case of sales by manufacturers directly to retailers, the 
manufacturers’ price on which the tax is computed should be based 
upon the price at which the manufacturer sells te wholesale distribu- 
tors. This alternative to the actual price charged by the manufacturer 
would not be available where sales to the retailer are the normal 
method of distribution and would not be available where the manu- 
facturer does not make a sufficient number of sales to independent 
wholesalers. Present law provides that the base on which the manu- 
facturers’ tax is computed is to be constructed where a manufacturer 
makes a sale (otherwise than at arm’s length) at less than the fair 
market price. In practice a sale to a selling subsidiary in such a case 
would be presumed to be not at arm’s length. 

3. Adopt a uniform procedure with respect to all floor stock refunds 
of manufacturers’ excises permitted by the Internal Revenue Code. 
To this end, the ee changes in existing law should be made: 

(a) Dealers should be given a period of 2 months and 10 days 
after the rate reduction date for filing their refund claims with 
the manufacturer. Manufacturers should be given an additional 
period of at least 1 month, or possibly as much as 3 months, for 
compiling dealers’ claims and filing a single claim with the 
Government. 

(6) Instead of paying dealers’ claims prior to, or at, the time 
of filing their claims with the Government, manufacturers should 
be required to state that within 30 days after they receive a refund 
or credit they will pass it on to their dealers. 


(c) The filing of claims by manufacturers should be integrated 
with the filing of their quarterly excise-tax returns. ; 
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INTERNAL REVENUE SERVICE REGULATIONS, RULINGS, AND INTERPRETATIONS 


Also, we recommend that prompt and effective steps be taken to 
insure the promulgation of excise-tax regulations, and the prompt 
publication of Internal Revenue Service regulations, rulings, and 
interpretations. 

In failing to provide adequate information with respect to hun- 
dreds of questionable issues on which the Service has been: obliged to 
issue unpublished rulings, the existing regulations impose a serious 
compliance burden upon taxpayers. 


SUMMARY 


And now may I summarize our recommendations. They are: 

1. Eventual repeal of all manufacturers’ excise taxes imposed un- 
der sections 4111 and 4112 of the Internal Revenue Code applying to 
refrigerators, quick-freeze units, and section 4121 applying to elec- 
tric, gas, and vil appliances. Thus, all household equipment industries 
and trades competing for the consumer dollar will he 
equal footing. 

2. Prompt repeal of the excise tax on automatic water heaters. 

3. Prompt repeal of the excise tax on refrigerator components, as 
recommended by your committee (sec. 113, H. R. 12298). 

4, Prompt enactment of the amendment relating to constructive 
sales price for manufacturers’ excise taxes, as recommended by your 
committee (sec. 116, H. R. 12298). 

5. A uniform procedure governing floor-stock refunds. 

6. The immediate adoption of the coordination and publication of 
Internal Revenue Service rulings and regulations, including those 
interpretations made to individual manufacturers, based on requests 
for clarification. We further ask that you consider our proposals and 
recommendations as a serious effort to provide the degree of excise- 
tax equity required for the protection of the living standard of the 
American people and for the protection of this important segment 
of business, the electrical manufacturing industry. 

Mr. Foranp. Does that conclude your statement? 

Mr. BuaKestee. Yes. 

Mr. Foranp, Are there any questions? 

If there are no questions, we thank you for your contribution. 

The next witness is Mr. John W. English. Mr. English, will you 
come forward, please? For the purpose of the record, will you give 
your full name and the capacity in which you appear? 


STATEMENT OF JOHN W. ENGLISH, VICE CHAIRMAN, COMMITTEE 
FOR COMPETITIVE TELEVISION 


Mr. Eneuisu. Yes, sir. My name is John W. English. I am vice 
chairman of the Committee for Competitive Television. We represent 
the UHF telecasting industry on the national level. I am also an 
officer and hold ownership in two UHF television stations, WSEE in 
Erie, Pa., and WNAO in Raleigh, N. C. I can therefore speak wit!) 
experience and feeling of the problems of UHF telecasting. 

here is no magic in low-channel so-called VHF television chan- 
nels, nor is there anything inherently different in higher channel UHF 


placed on an 
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channels. ‘They are all television, and the viewer, if he can see a good 
picture of a program that he likes on his set, does not care if it is on 
channel 3 or channel 33. 

What, then, is the problem? It is inherently and simply a ques- 
tion of an artificial difference in set circulation—the fact that all 
present television receiving sets can receive VHF channels 2 to 13 and 
only the converted or all-channel sets can receive UHF channels 14 
to 83. 

What does this mean to the television operator? It means that if 
he is to start in business with a UHF station in territory which has 
been receiving a VHF signal, he must start with the prospect of almost 
zero circulation n the beginning and build circulation the hard way. 
He must not only convince people of the desirability of watching his 
signal—that is a normal and usual requirement—but he must also 
persuade them to go out and spend extra money to be able physically 
to receive his signal. A new AM radio operator, by contrast no 
matter what his channel, has at least the assurance that anyone with 
a radio set has the capacity of receiving his signal; hence the tre- 
mendous expansion of radio. A new television operator in the VHF 
band has the same~assurance. 

This fact makes it impossible to extend competitive television to 
very large areas of the United States, and it denies local television, 
or the possibility of local expression, to many excellent markets which 
would otherwise be first-rate prospects. For example, channel 16 in 
Providence, R. I., is illustrative of how a UHF station has been unable 
to overcome these problems in a market amply equipped to sustain 
a television. This has happened throughout the country. 

e wish to strongly urge the removal of excise taxes on all-channel 
television sets. The present VHF-only television set costs at manu- 
facturers’ level, on the average, $120 per set. The average all-channel 
set costs $134 at the same level. The removal of the excise tax would 
equalize the costs for inexpensive sets and would make higher-priced 
all-channel sets .less.expensive than their VHF counterparts. 

As a practical: matter, it would mean.that all:manufacturers would 
make all-channel sets all the time. It would mean that all markets 
would be all-channel markets in their receivers and the growth and 
spread of new stations would be tremendous. 

Millions of dollars have been invested in UHF stations and per- 
mits in reliance upon the promise of Government that the present allo- 
cations system would work. The great losses already suffered will be 
multiplied for both the station operators and their viewers, unless 
prompt action is taken. We do not, however, ask for this excise-tax 
removal as a special help for UHF operators though the Lord knows 
we need that help, but we urge it on a far firmer ground. The United 
States needs a full utilization of its precious spectrum space. It cannot 
in a vital communications industry be doomed to a monopoly or 
duopoly in all too many markets. 

The people have a right to a choice of signals, Local merchants 
deserve the opportunity to advertise, local candidates the opportunity 
to campaign, local charities the chance to make their appeals. All of 
this is only possible in most communities, if local viewers can see a local 
renal, and local signals by the allocations plan are in most instances 
UHF signals. 
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The Federal Communications Commission has made many mistakes 
in allocation and the method of allocation which it is now trying, in 
some measure, to rectify, but it has limited power. Manufacturers 
have doubtless made mistakes, but you cannot require a manufacturer 
to build a more expensive UHF set if his competitors undersells him 
with a limited VHF-only set. It is essential to equalize the cost factors 
between the two types of sets. There is no other answer. 

We have been faced with the question, How does this problem differ 
from other worthy excise-tax relief requests? Most importantly in 
this, the Government, with its control of allocations created this prob- 
lem. The Government has a duty to correct the problem. No one else 
ean doso. 

There is another important aspect. The Government makes alloca- 
tions. By so doing it dictates to the people what kind of television 
signals they will receive in different areas. It would seem an outra 
if the citizens of Youngstown, Ohio, for example, with only UHF 
stations and allocations would be required to pay more for their re- 
ceivers than the citizens of Cleveland, with only VHF stations. Yet 
that is the present case. There, again, this can only be corrected by 
equalizing the costs of the different receivers and you gentlemen have 
the only practical answer. Remove the excise tax on all-channel sets. 

The temporary losses to the Government will be made up by the great 
expansion of the industry inherent in all-channel television, The 
many new stations made possible by this measure will, in income 
taxes and otherwise, more than make up the difference in the near 
future. The removal of the excise tax will not correct all problems 
overnight, but it will provide the long-range answer to all of these 
problems. 

Mr. Foranp. Does that conclude your paper ? 

Mr. Enetisu. Yes, sir. 

Mr. Foranp. Are there any questions ? 

If there are no questions, we thank you for your contribution. 

Mr. Enorisu. Thank you, Mr. Chairman. 

Mr. Foranp. Mr. Robert E. Bryar is the next witness. Will Mr. 
Bryar come forward? Will you state your name and the capacity in 
which you appear, for the record ? 


STATEMENTS OF ROBERT E. BRYAR, CLIFTON HALL, AND H. V. 
HADLEY, IN BEHALF OF COMMITTEE ON TAXATION OF THE 
AUTOMOBILE MANUFACTURERS ASSOCIATION 


Mr. Bryar. My name is Robert E. Bryar. I am director of tax 
affairs for Studebaker-Packard Corp., and a member of the committee 
on taxation of the Automobile Manufacturers Association. 

Mr. Foranp. Would you identify the men with you for the purpose 
of the record ? 

Mr. Bryar. With me are Mr. H. V. Hadley of the Automobile 
Manufacturers Association and Mr. Clifton Hall of Ford Motor Co. 

It is in the capacity as member of the committee on taxation of 
the Automobile Manufacturers Association that my statement is being 
offered on behalf of the automobile industry. 

First of all, let me express our industry’s appreciation of the op- 
portunity to meet with you to discuss our views on the several matters 
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before your subcommittee. Some of you, I am sure, will recall that 
spokesmen for our industry regularly have appeared before the Ways 
and Means Committee or subcommittees since 1932 as opportunity 
has been offered to testify on automotive excise taxes. We have been 
encouraged many times in the past with the sympathetic reception 
given our presentations, as evidenced by your questions and your com- 
ments. Unhappily, however, for our industry and for its employees 
and customers, nothing has been done up to now to relieve what we 
believe you, yourselves, have felt to be a serious taxation inequity. 

As requested by your chairman, our presentation is divided into 
four parts and will be given in the order suggested. . Thus, first, I will 
give you our industry’s views on rates and problems relating to the 
level of rates. 

We believe, and in this testimony seek to underscore, that our excise- 
tax situation is the result of the mechnical law of inertia—the tendency 
of a body to remain as it is. If something is at rest, inertia tends to 
keep it that way. If it is in motion, it tends to continue to move 
until other forces slow it down or cause it to stop completely. It 
has a direct relation to taxes. For example, specialized, temporary 
excise taxes, when once enacted into law, tend to linger as part of 
the tax structure. The emergency which put such automotive taxes 
on the statute books in the first place has not existed for a generation. 
The wartime revenue demands and desire to cut civilian sales are 
fortunately past. But the taxes persist. 

From an initially temporary rule, the automotive excise taxes grad- 
ually, tnipercentthty and through no policy decision by you gentlemen 
or the Congress as a whole, have commenced to take on a semiperma- 
nent status. In fact, despite any intent on your part, these taxes may 
be tending to become an integral part of the permanent tax structure. 

At least, this has been the history since 1932 of the automotive 
excises, by which term we mean the manufacturer’s tax on passenger 
cars, trucks, buses, replacement parts, and accessories. 

Federal excise taxes since 1932 have been imposed on motor vehicles 
and parts as follows: 

[Percent] 


| 
Truck- Parts and 
trailers aceessories 


' 
| 
| 
| 





1 Federal-Aid Highway Act of 1956. 


Let me say quickly that we are talking about the excise taxes which 
are a part of general revenue and not about those dedicated to financ- 
ing the highway program. We feel there is an enormous difference 
between special Federal taxes imposed to help finance the desperately 
needed and many-years-overdue expanded highway program and the 
automotive excise taxes left over, because of inertia, from long past 
depressions and war emergencies. 

Tax economists generally, and I imagine your own technical staff 
advisers, find nothing fundamentally wrong with a system of perma- 
nent excise taxes, provided the need for the revenue they raise con- 
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tinues unabated, and provided the system is fair in its inception and 
relates alike to all manufactured goods, except, perhaps, food, shelter, 
and medicine. 

But the products of our industry have been subjected to “selective” 
excise taxes on and off since 1917 and at increasing rates since 1932. 
This expertence-has proven to us—and congressional reports, includ- 
ing the reports of your committee, concur—that these’ discriminatory 
taxes are objectionable both in their selectivity and because of the 
economic impact of the rates. 

They were admittedly objectionable when they were first reenacted 
in 1932 as temporary measures to meet the depression. They were 
admittedly objectionable when the rates were increased in 1941 because 
of defense needs (and perhaps partly to restrain consumer demand), 
and they still were admittedly objectionable when they were increased 
again after the outbreak of the Korean war. We think that per se it 
is inequitable to perpetuate, by what we have described as tax inertia, 
= that were justified when enacted only on a temporary, emergency 

sis. 

We wish to emphasize in this presentation that certain basic facts, 
some documented by us in previous appearances before the Ways and 
Means Committee, stand out afresh as proof that existing automotive 
excises are unfair and ‘unsound.**Specifieally,- these -levies..are in- 
equitable for the following reasons: 

1. They constitute sines Malalationy bearing down heaviest on those 
most dependent on vehicles for necessary economic purposes and on 
those in lower-income groups; 

2. They impede the free flow of commerce; 

3. They are an extreme example of multiple taxation; 

4. They constitute a handicap to demand and employment in the 
automotive and its widely ramified related industries; and 

5. Finally, in the face of these major considerations, automotive 
products today are virtually the only important items subjected to 
increased .rates.at.the time of.the Korean emergency which. have not 
received subsequently either outright tax cancellation or at least sub- 
stantial reduction. 

The impact of automotive excises in relation to economic necessity 
is highlighted by the fact that traffic surveys show that more than 
half of all passenger car mileage is necessary, with 65 percent (this 
includes shopping) of all trips connected directly with earning a liv- 
ing or with ot et tdis vital activity. Over 90 percent of the country’s 
54 million passenger cars are used wholly or in significant part every 
week for essential purposes. 

Because motor vehicles, cars and trucks, are the only economic 
means of hauling seeds, feeds, fertilizers, and other supplies to farms 
and the only means of hauling produce and livestock to market, the 
excise taxes are unfair to farm owners. Farmers, incidentally, are 
the.largest..class of truckowners, operating around 2,700,000 of the 
Nation’s 10 million trucks. 

The automotive excises are unfair to the large group of people who 
use automotive transportation not because they choose to but Eterally 
because they must. These are the 5,600,000 persons who live in cities, 
towns, and villages where there are no street cars, public buses, or rail 
service. Thus these people are subjected to a tax inequity purely by 
accident—because they happen to live where they do. 
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Automotive excise taxes are unfair to lower-income groups. Those 
earning less than $4,000 a year comprise 44 percent oF passenger-car 
owners. They represent the 15,500,000 families of relatively smaller 
resources and are the group some political strategists have in mind 
when they say it is not feasible politically to impose either a general 
manufacturers’ excise tax or a sales tax. Yet members of this large 
group of voters, through automotive excises, bear an extra burden of 
al because necessity use looms so importantly in their vehicle 
ownership. 

It is true that a substantial number of lower-income people buy used 
cars, but the price paid nevertheless reflects the initial excise tax on 
the car when it was first sold new, and, in addition, these people 
continue to pay the tax on the spare parts and tires which are Soatad 
increasingly to keep aging cars in operation. 

Another departure from the accepted tax policy of uniformity of 
treatment lies in the impact of automotive excises on the manufacturer. 
The taxes do not become less discriminatory in the automobile indus- 
try simply because they are passed along to the consumer as a higher 
cost of doing business. This industry competes with many others for 
the consumer's -favor... The current boom-of the so-called. discount 
store and the comparative shopping in which buyers generally engage 
— making a major purchase show the importance of prices in the 
market. 

To cite a few conspicuous examples of the relationship between this 
industry and others: Streetcars, subway trains, railroad rolling stock, 
trolley coaches, and all other forms of transportation, except automo- 
tive, are free from the manufacturers’ excise tax. 

Tractors, combines, haybalers and all other mechanized farm im- 
plements, except the farm truck, are free from the manufacturers’ 
excise tax. 

Machine tools, conveyors, packaging machinery, and all other in- 
dustrial equipment, except the truck, are exempt from the manu- 
facturers’ excise tax. 

The bulldozer, tractor, crane, concrete mixer, hoisting equipment, 
and all other mechanized construction equipment except the truck, 
are exempt from the tax. 

Because the existing tax laws discriminate in singling out one type 
of transportation to carry a special burden, they automatically im- 
pede that part of commerce borne by the motortruck. In the whole 
transportation system, only one of the several available means of haul- 
age is subjected to the Federal manufacturers’ excise tax. All other 
competing forms are free of these taxes. 

Carrying the Nation’s essential goods and foods over the highways, 
motortrucks and truck trailers, traveling over 100 billion miles a 
year, also continue as long as they are in use to carry a punitive tax 
load. Like passenger cars, their Federal tax burden doesn’t end with 
the payment of the purchase tax on each new unit. To maintain and 
operate the truck means a continuous round of additional payments of 
excise taxes on replacement parts. In terms of transportation, there 
is no difference between automotive and aircraft parts; between truck 
wheels and railroad wheels, between motor vehicle engines and those 
for other forms of transportation. That is, there is no functional 
difference. There isa difference, however. Only the automotive items 
are subjected to the Federal excise tax. 
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The Federal automotive excise taxes, superimposed as they are on 
top of a long list of State and local taxes, probably constitute one of 
the most extreme examples of multiple taxation that has ever been 
called to this committee’s attention. Exclusive of Federal excises, 
motor vehicles are subjected to more than 40 different taxes. 

On a car delivering to the consumer for an average of around $2,000, 
more than $500 of the purchase price consists of tax, $146 of it Federal 
excise tax. This Federal excise tax segment is by far the largest piece 
of the total tax bill the new-car buyer must pay before he can take 
delivery. 

Highway users—the owners and operators of motor vehicles—in 
1955 paid State, local, and Federal automotive taxes totaling more 
than $7 billion. These included registration fees, State gasoline taxes, 
city and county taxes, bridge, tunnel, ferry, and road tolls, and excises. 
This is in addition to general taxes paid by owners, such as income and 
personal-property taxes. 

We think you will agree with us that these taxes not only represent 
conspicuous multiplicity but a burden of huge proportions on a com- 
modity that is universally essential to our daily life. 

Moreover, there are nearly 1 million workers oe in motor 
vehicle, parts, and tire ose and these, together with 9 million more 
employed in various other phases of highway transportation, are de- 
pendent for their livelihood on a healthy automotive economy. 

“Automotive economy” is no loose phrase when applied to the 
United States, where better than 1 out of every 7 employed persons 
works in the manufacture, distribution, service, or use of motor 
vehicles; where 1 of every 6 patents issued is automotive; where 1 busi- 
ness in 6 is automotive; where 1 of every 4 retail dollars spent is 
automotive. 

Aside from the direct employment in automotive industries, the 
motor vehicle is responsible for a large proportion of employment in 
many other industries. The manufacturers of motor vehicles and parts 
buy 23 percent of all steel, 69 percent of all plate glass, 72 percent of 
all upholstery leather, 41 percent of all lead, 29 percent of all zinc, 
and 10 percent of all copper sold in the United States. These statistics 
illustrate the extent to which national prosperity and economic 
ey, are dependent upon continued high automotive demand and 
production. 

Our industry does not seek and has never asked the Congress for 
any “favored” tax treatment. On the contrary, all that we have ever 
sought, and all that we ask now, is equitable treatment. Of all the 
products on which the Federal excise-tax rates were increased during 
the Korean war, ours are practically the only ones of major importance 
which have not been accorded a subsequent reduction. 

The list of such “relieved” products is long but interesting: Motor- 
cycle taxes, once 10 percent, have been eliminated completely; golf 
clubs and other sporting goods, once 15 percent, have been cut one- 
third ; cameras, once 20 percent, have been cut one-half; refrigerators 
and freezers, once 10 percent, have been cut one-half; perfumes, cos- 
metics, and toilet preparations, once 20 percent, have been cut in half; 
mink and other fur coats, and diamond bracelets and other jewelry 
likewise were cut in half. 

In a very direct sense, our industry competes with all of these 
products for the consumers’ favor, and certainly no one argues that 
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mink capes or diamond bracelets or play equipment for adults is more 
important to the economy or to the individual than the passenger car 
and the truck. We do not believe that this discrimination is intended 
by your committee or by any Member of the House or Senate ; we think 
it is more likely the result of legislative accident or oversight or appeals 
to relieve temporary hardship conditions in the affected industries. 
Whatever the cause, the result, to us, appears difficult to justify. 

In summary, I have sought to show statistically and otherwise that 
the automotive excises are unfair to all vehicle users, and particularly 
to people in lower income brackets and to farmers who necessarily are 
dependent to more than an average degree on automotive transporta- 
tion; that they discriminate against a form of production and trans- 
portation essential to the Nation; that they impede highway trans- 
portation by burdening it with a cost not shared by competitive trans- 
portation; that they are an extreme example of multiple taxation. 
And, finally, I have cited the record to show that many other consumer 
products have had their excise tax rates reduced in recent years while 
this industry has had no relief, and this in the face of the fact that no 
one can argue that these other products are more important to the 
Nation’s economy than the car suid thick. 


Because of these facts, and in the light of the additional considera- 
tion that the automobile is a product which in itself, and to far greater 
degree than any other in the Nation, generates commerce and employ- 
ment, which create income, which in turn creates wider and more 
abundant sources for tax revenue, we believe we are on sound ground 
in asking action now. 


On the basis of their legislative record, we feel justified in seeking 
repeal of these “temporary, emergency” taxes, which total relief you 
have granted some other industries. If you gentlemen and the other 
Members of Congress feel you cannot go quite this far, we believe 
Congress in all fairness should move immediately to restore the pre- 
World War II rates on our products. Now that World War ITI is 
ended, we ask a reduction in the 10-percent passenger-car excise-tax 
rate to the prewar rate of 314 percent, and of the 8-percent rate on 
replacemt parts to the prewar rate of 214 percent. 

We do not ask a return to the prewar rate of 214 percent on trucks 
and buses, as this might impede the highway-financing program. 
Instead, we ask that the 10-percent excise tax rate on trucks and 
buses be cut to 5 percent, with the entire proceeds of this tax trans- 
ferred to the highway trust fund. This can be done without inter- 
fering in any way with the highway program enacted earlier this 
year, and we hope you will agree with us that such action by Con- 
gress on the car, parts, truck, and bus taxes is not only just but also 
much too long overdue. 

By this step toward a fair system of excise taxation you would 
relieve the competitive tax handicap imposed on an essential industry 
and on an essential form of transportation, and put an end to the 
disarming subtlety of excise-tax inertia. 

Next, as your chairman has suggested, we will discuss technical and 
administrative problems related to automotive excises, and because 
in our case the two cannot be logically separated, we shall also offer 
our comment on H. R. 12298. 

At the outset may I say that we in the automobile industry believe 
that H. R. 12298, the bill introduced by your chairman, Congressman 
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Forand, at the last session, would solve a number of problems and 
inequities that have existed in the excise-tax field for many years. 
Among such situations are the following: 

( a) A problem arises where a manufacturer purchases taxable 
articles for use in the production of another article and then finds it 
impossible to so use the purchased article, and thus has incurred 
liability for tax by reason of his sale or use of the article. Section 121 
of the bill would add a section to the Internal Revenue Code of 1954 
which would provide that the liability of the purchasing manufacturer 
is to be measured by the price for which the article was sold by the 
selling manufacturer, producer, or importer. The proposed section 
4223 (b) would alleviate a problem which has long harassed those 
industries which change models periodically. Ordinarily, at the end 
of a model year, there remain many parts which have been purchased 
for production and which must be disposed of in some other way. 
Usually the excess parts are transferred to the service activity for 
sale as replacement parts. The legislation would thus place the pur- 
chasing manufacturer in the same tax position as if he had purchased 
the ports initially for service purposes. 

(6) Section.163 of the bill would amend the code to provide for a 
refund or credit of tax when a taxable article is exported by any 

erson, and would thus eliminate the requirement that the manu- 
acturer must have in his possession, prior to his sale, written notifi- 
cation of the exporter’s intention to export. This amendment would 

lace the refund or credit of tax in the case of export on the same 

asis as all the other refunds now provided by section 6416 (b) (2). 
A recurring source of irritation ere manufacturers and their 
customers would be eliminated without any loss of revenue to the 
Government. 

(c) Subparagraph F of section 6416 (b) (2) of Mr. Forand’s bill 
would provide a refund or credit in the case of a tire, inner tube, or 
radio receiving set incorporated in another article which is exported 
or sold to a State or local government. Subparagraph F would, in 
part, confirm by legislation what is now allowed under the current 
interpretation of the law in the case of tires exported with other 
articles and would also make similar treatment available with respect 
to tires, inner tubes, and receiving sets incorporated in other articles 
which are sold to States or local governmental units. This clearly isa 
desirable step. 

(dz) Section 119 of the bill would extend the principle established 
by Public Law 317, 84th Congress, 1st session—which imposed a limit 
on the tax payable on the lease of trailers or semitrailers suitable for 


use in connection with passenger eeenate ee re amending section 
1 


4217 of the code to include a limit on the tax payable on the lease of a 
tractor, or of a chassis or body of a truck, or of a truck-trailer or 
semitrailer, 

We believe the result accomplished by the enactment of Public Law 
317 and which would be accomplished by the bill in the form intro- 
duced by Congressman Forand is reasonable and logical and cures a 
longstanding inequity. 

As you gentlemen may recall, a written statement was submitted 
by our association under date of January 26, 1956, in which it was 
urged that legislation be enacted which would permit the purchase 
of tire, inner tubes, and automobile radio and television receiving sets 
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without tax for use in the production of other articles. Such legisla- 
tion would have corrected a longstanding eaeeaiocre. inconsistency 
by according the same treatment to tires, inner tubes, and automobile 
radio and television receiving sets as has been accorded all other 
articles subject to manufacturers’ excise taxes. We are still of the 
opinion that such inconsistent treatment has no basis in logic. _ 

However, since our statement of January 26, 1956, was submitted, 
the Federal Hi hway Act has been enacted. Since the exemption 
urged in our January statement would reduce the amount which 
would be transferred to the highway trust fund and would thus ad- 
versely affect the Highway Act which we feel is a great forward step 
in the development of a sound highway system in the United States, 
we are not asking for such an exemption at this time. 

We believe, however, that the objective of completely eliminating 
double taxation sought in our earlier statement, could be attained 
without adversely affecting the highway trust fund. To implement 
such objective, it is respectfully suggested that section 6416 (c) of the 
Internal Revenue Code of 1954, as would be amended by section 163 
of the bill, be amended to provide for a credit for the tax paid on 
tires, inner tubes, or radio or television receiving sets which such 
equipment is later sold as part of another taxable article. We have 
submitted to your staff a draft of language of an amendment to 
accomplish this purpose. The proposed language follows: 

(c) Credit for tax paid on tires, inner tubes, or radio or television receiving 
sets: If tires, inner tubes, or automobile radio or television receiving sets on 
which tax has been paid under chapter 32 are sold on or in connection with, or 
with the sale of, another article taxable under chapter 32, there shall (under 
regulations prescribed by the Secretary or his delegate) be credited (without 
interest) against the tax imposed on the sole of such other article, an amount 
equivalent to the tax paid by the manufacturer, producer, or importer of the 
tire, inner tube, or automobile radio or television receiving set. 

We have one final comment in the area of technical and administra- 
tive problems. Section 121 of the bill would substitute a registration 
procedure in lieu of the exemption certificate procedure currently in 
effect with respect to certain transactions. We agree in principle 
with the procedure proposed in the bill. However, we have one seri- 
ous reservation relating to the possible abuse of the registration pro- 
cedure Ry.pareneers to whom taxable articles would be sold free of 
tax in good faith by a manufacturer. We believe that the bill should 
be amended to provide specifically that the registered purchaser would 
be solely responsible for any tax which might become due and payable. 

In the absence of such a provision, we are fearful that in cases 
where the purchaser abuses the registration procedure, the Commis- 
sioner might require that the tax be paid by the manufacturer who has 
sold in good faith in reliance on an apparently valid registration. 
Such a requirement would be highly objectionable because of its un- 
fairness, particularly when it might be impossible for the manufac- 
turer to collect the tax from the real offender at some time long after 
the sale had been completed. 

Now, as to the subcommittee’s suggested point No. 4: Questions 
of Federal exeise-tax policy as such: We do not feel we are qualified 
particularly to advise you whether, as a matter of national policy, 
more or less of Federal revenue should be raised from excise taxes as 
distinguished from other types of taxes. However, as our previous 
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testimony today has indicated and as we have even more specifically 
testified in previous hearings through the years, we do have justifiably 
strong feelings on one phase of this problem : 

When excise taxes as a ‘matter of national necessity are levied upon 
any manufactured article, then as a matter of simple justice and of 
avoiding treating some industries more favorably than others, the 
same rates and the same treatment should be applied to all manufac- 
tured goods except possibly food, shelter, and medicine. 

On behalf of the automobile industry, its owners, managers, em- 
ployees, and customers, may I say again that we appreciate the oppor- 
tunity to discuss our problems and our considered views with you. 
We are confident you can come to an equitable decision on the rate 
discrimination against us, and on the other problems within your 
jurisdiction. 

Thank you. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Bryar. It does. 

Mr. Foranp. Are there any questions? 

Mr. Karsten. Do you find any buyer resistance by reason of this 
$140 average excise tax on automobiles? Do you find that a factor in 
buyer resistance ? 

Mr. Bryar. Price is certainly a factor in sales, and that is a sub- 
stantial part of the price. 

Mr. Karsten. How many cars will be manufactured over the next 
year, do you know ? 

Mr. Brrar. It has been variously estimated, I think, somewhere 
around 6 million. 

Mr. Karsten. Have there been any increases in the prices of auto- 
mobiles ? 

Mr. Brrar. There have been increases. 

Mr. Karsten. How much of an increase? 

Mr. Bryar. It varies among the various models and among various 
manufacturers. I have seen figures published from 10 or 15 cents up 
to $2.50. 

Mr. Karsten. It averages out about $100 a car? 

Mr. Bryrar. I would say so. 

Mr. Karsten. That is going to amount to another $600 million 
that the consumer is going to have to pay in increased prices in 1957. 

Mr. Bryar. That is right. 

Mr. Karsten. What is the reason for that? If you have buyer 
resistance on the $140 tax why do you increase the price on his car? 

Mr. Bryar. It is simple economics. Costs have gone up, and prices 
must go up accordingly. 

Mr. Karsten. Manufacturing costs? 

Mr. Bryar. Manufacturing costs. 

Mr. Karsten. That is all I have. 

Mr. Foranp. Mr. Eberharter. 

Mr. Expernarter. Mr. Bryar, if the Congress followed the sug- 
gestions contained in your statement, have you made an estimate of 
what the loss of revente would be to the Government ? 

Mr. Bryar. That is being worked up at the present time on an 
industrywide basis by the Automobile Manufacturers Association. 
Those fi fares have been promised to your technical staff. They 
should be available before the end of the week. 





EXCISE TAXES 207 


Mr. Exsernarter. Would it be in the neighborhood of about $3 
million ? 

Mr. Bryar. I would not be in a position to say. 

Mr. Eseruarter. We would be glad to have those figures. Thank 
you, Mr. Bryar. 
" Mr. Foranp. If there are no further questions, we thank you very 
much for your presentation. 

Mr. Harold T. Halfpenny and Mr. Richard F, Hahn are the next 
witnesses. Will you come forward, please. For the purpose of the 
record, will you give your name and the capacity in which you appear. 


STATEMENT OF HAROLD T. HALFPENNY, CHICAGO, ILL., IN BEHALF 
OF INDUSTRYWIDE COMMITTEE TO REMOVE DISCRIMINATORY 
AUTOMOTIVE EXCISE TAX 


Mr. Hatreenny. My name is Harold T. Halfpenny of Chicago, 
and I appear in behalf of the Industrywide Committee To Remove 
Discriminatory Automotive Excise Tax. Those are the wholesalers 
and independent parts manufacturers rather than the vehicle manu- 
facturers. I have sitting here with me, to my right, Mr. Robert 
Phelps, wholesaler, of Washington, D. C., who is a past president of 
the Automotive Engine Rebuilders Association; Mr. Albert Holz- 
wasser, who is president of the Arrow Armature Co., Boston, active 
in association affairs; and Mr. Ira Saks of Cleveland, who is chairman 
of Industrywide Committee To Remove Discriminatory Excise Taxes. 

I do want to say in behalf of our industry we have formed this 
industrywide committee to correlate all of the various associations as 


far as presentation of the pores to this committee and, as indicated 


on our brief, we appear here in behalf of the Automotive Engine 
Rebuilders Association, the Automotive Parts Rebuilders Association, 
who at the time of our last presentation were not members of our 
committee but now have joined in this industrywide group, the Motor 
and Equipment Manufacturers Association, the National Automotive 
Parts Association, and the National Standard Parts Association. 

These associations represent approximately 12,000 to 14,000 auto- 
motive wholesalers and approximately a thousand independent parts 
manufacturers located in the 48 States. 

Mr. Foranp. You have a prepared statement ? 

Mr. Haurpenny. I have a prepared statement which I wish to 
incorporate in the record, with just a few remarks which I would like 
to make from that statement. Then I would like some specific 
cs les from the people who are associated with me, whom I have 
introdu 

Mr. Foranp. Your statement will be included in the record in toto. 
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Exciss Taxes Unver Secrions 4061 anp 4062 or Toe InrTeRwNar 
RevenNvE Cope 


Brief on Behalf of Industrywide Committee To Remove Discriminatory Auto- 
motive Excise Tax (Automotive Bngine Rebuilders Association, Automotive 
Parts Rebuilders Association, Motor and Equipment Manufacturers 
Association, National Automotive Parts Association, National Standard 
Parts Association). 


I. STATEMENT OF PROBLEM 


Section 4061 of the Internal Revenue Code of 1954 (sec. 3403 of 
prior codes) imposes an excise tax on the manufacture of automobiles, 
trucks, and buses, and on parts for such motor vehicles. 

Section 4061 (a) imposes the tax on the manufacture of the vehicles 
as such, and section 4061 (b) imposes the tax on the manufacture of 
parts for such vehicles, 

The Treasury Department concedes that repairing, rebuilding, 
and reconditioning of a used automobile, truck or bus does not con- 
stitute manufacture (S. T. 867). But it has frequently held that 
the repairing, rebuilding or reconditioning of automotive parts does 
constitute manufacture. And it is constantly changing its rulings 
and the principles which it purports to apply in making such rulings. 


Il. HISTORICAL BACKGROUND 
The Industrywide Committee represents most of the firms engaged 


in the manufacture and distribution of new automotive parts, and 
the reconditioning and distribution of rebuilt automotive parts, in 
the United States. It has appeared before the Ways ant Means 
Committee of the House of Representatives on numerous occasions 
since July 1947, in 1950, 1953, and 1955, urging amendment of the 
Revenue Code so as to specifically remove the excise tax from repaired, 
reconditioned or rebuilt parts or units when sold as such. 

The Industrywide Committee has repeatedly pointed out in briefs 
(copies of some of which are here again made available) not only 
to congressional committees but to the Treasury Department: 

(1) That Congress never intended the manufacturers’ tax to 
apply to repaired, reconditioned, or rebuilt parts; 

(0 That the amount of revenue involved is insignificant: 

(3) That Internal Revenue Service rulings have produced 
confusion, discrimination, and uncertainty to thousands of small- 
business men ; 

(4) That changes made from time to time in Internal Revenue 
Service rulings: ; ei: ee 

(a) Merely increase the confusion and _ discrimination; 

(b) Continually threaten legitimate business concerns with 
confiscation ; 

(c) Impose double, triple, and even quadruple taxation 
upon the vehicle owner ; and eee 

(5) That the industry’s ae hope lies with Congress, for relief 
similar to that embodied in the revenue bill of 1950 whose final 
passage by the Senate was interrupted by the sudden outbreak 
of the Korean war. 





‘iefs 
only 


x to 
ant: 
aced 
rall- 


anue 


ns 
with 


ition 
elief 


final 
reak 


EXCISE TAXES 209 


Ill. ADMINISTRATION OF EXCISE TAX ON REPAIRED, RECONDITIONED 
AND REBUILT PARTS 


Ever since the excise tax on the manufacture of automotive parts 
was extended by administrative fiat to the reconditioning of used 
parts, the result has been confusion, discrimination, threatened con- 
fiscation, and double, triple, and even quadruple taxation. 

Theories upon which the Internal Revenue Service has based its 
claim that repairing, reconditioning or rebuilding of automotive parts 
constitute manufacture have shifted over the years from one theory 
to another. 

Rulings have hinged upon whether identity of the article has 
changed; or whether title to the article has been transferred; or 
whether more than one article is being repaired at the same time; 
or whether skilled work is required; or whether the sale of an item is 
frequent or infrequent. Details are given in the briefs previously 

resented by the industrywide committee, and will not be repeated 

ere. 

This presentation is confined to problems newly created since hear- 
ings were held by the Subcommittee on Excise Tax Technical and Ad- 
ministrative Problems 1 year ago. 

Last year at this time, notwithstanding the inequities then existing, 
it was perfectly clear that the excise tax on a generator was the same, 
whether the generator was fitted with an armature rewound by the 
rebuilder, or with an armature purchased from someone else who had 
rewound it. 

Likewise, the tax on a clutch assembly was the same whether it con- 
tained a clutch plate reground by the rebuilder, or with a clutch plate 
reground by someone else. 

Revenue ruling 54-329 published August 16, 1954, in an attempt to 
completely restate and clarify the epee applicable to rebuilding, 
as well as revenue ruling 55-98 issued February 31, 1955, with respect 
to generators, left that problem free from question. 

Revenue ruling 54-329 provided : 

The tax due on the use of a rebuilt part as a component of another article 
manufactured by the rebuilder for sale is based upon the price for which such 
or similar rebuilt parts are sold in the ordinary course of trade * * * 

It was pointed out to the Internal Revenue Service, and to the Sub- 
committee on Excise Tax Technical and Administrative Problems a 
year ago, that this ee was not being applied consistently. For 
example, the tax claimed on an engine assembly whose rebuilt com- 
a are machined by the engine assembler himself is considerably 
uigher than the tax on an engine assembly whose rebuilt components 
are machined by someone else. 

The Internal Revenue Service on April 30, 1956, issued revenue rul- 
ing 56-189, which removed the difference in tax treatment accorded 
engines, as distinguished from generators and clutches. 

But instead of applying the sensible principles of revenue rulings 
04-829 and 55-98 to engines, the difference was eliminated by apply- 
ing the inequitable and discriminatory principles of the engine ruling 
to generators and clutches again. 

tevenue ruling 56-189 provided: 

The Internal Revenue Service has reconsidered revenue ruling 54-329, C. B. 
1954-2, 405, and revenue ruling 55-08, C. B. 1955-1, 524, particularly with refer- 

85416—57 15 
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ence to the taxability of reassembled generators containing armatures rewound 
by the reassembler and rebuilt clutch assemblies. As a consequence of such 
reconsideration, the Service has now concluded that the positions taken in these 
rulings as applied to reassembled generators. and rebuilt clutch assemblies are 
not sound. 

Therefore, it is held that the manufacturers excise tax applies to the rebuilder’s 
sale of a reassembled generator containing an armature rewound by the re 
assembler, and to a rebuilt clutch assembly. Revenue ruling 55-98 is revoked 
and revenue ruling 54-329 is modified accordingly. 

secause of the reliance which may have been placed on these revenue rulings 
by generator and clutch rebuilders, the instant ruling will not be applied to 
sales occurring prior to June 1, 1956, except that any tax which may have been 
paid by generator rebuilders on generators containing armatures rewound by 
them or by clutch rebuilders will not be refunded. 

As a result of this ruling, the rebuilder of any assembly of parts, 
whether it be a generator, a clutch, or an engine, now suffers a pen- 
alty if he rewinds or machines his own component parts. He must 
pay a tax on the sale price of the entire assembly. If he purchases 
(on an exchange basis) the components that need rewinding or 

machining, tax is paid on the sale price of only those components. 

Thus, in order to minimize excise tax, a generator rebuilder can 
no longer do his own armature rewinding, and a clutch rebuilder 
can no longer do his own plate regrinding. To do so, subjects the 
entire generators or clutch, to excise tax. By purchasing from some- 
one else tax- paid, rewound armatures or reground plates, the excise 
tax is confined to the price of the rewound armature (instead of the 
entire generator) and the reground plate (instead of the entire clutch). 

A similar problem applies in the case of rebuilt engine assemblies. 
Instead of confining the excise tax to the sale price of the “r ees 
automotive parts (the Treasury Department defines taxable “r 
building” as performing a machining or rewinding operation on an 
automotive part for sale), the Department holds that the tax is based 
upon the sale price of the whole engine assembly, comprised of a 
few “rebuilt” parts and many parts which have been merely cleaned 
and reassembled. 

The effect of these rulings can only be: 

(1) To discriminate in tax between the assembler who does 
his own machining or rewinding and the assembler who pur- 
chases items machined or rewound by someone else; 

(2) To compel rebuilders to separate, into separate business 
entities, the reassembling operations and the machining or re- 
winding operations so that the reassembling business entity can 
purchase machined or rewound parts rather than perform those 
operations itself; 

(3) To prompt rebuilders to find another means of enabling 
them to meet and circumvent these discriminatory rulings 
promulgated without full understanding of the nature of the 
industry or the business economics involved. 

This ruling is not only illogical on its face it is very apparent 
that it encourages taxpayers to use various subterfuges in an effort 
to circumvent tax liability. 

The foregoing should also suffice to demonstrate that little or no 
understanding of the facts of business life is displayed by the Treas- 
ury Department in applying the manufacturers’ excise-tax statutes 
to the automotive-service industry. History demonstrates that the 
Department either will not, or cannot, apply rules with any degree 
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of soundness, uniformity, and consistency to the subject of rebuilt, 
reconditioned, or repaired automotive parts and accessories. The 
industry’s only hope is relief by Congress. 


IV. PROPOSED AMENDMENT 


After the Korean war killed the revenue bill of 1950 (which would 
have specifically eliminated tax on rebuilt, reconditioned, or repaired 
parts, or accessories sold as such), partial relief was given in 1951 
when, by amendment, the sale price of a rebuilt part was declared to 
exclude the value of a like part taken in exchange. 

Section 4062 (b) of the code now provides: 

(b) SALE PRICE OF REBUILT PARTS.—-In determining the sale price of a rebuilt 
automobile part or accessory there shall be excluded from the price, in accord- 
ance with regulations prescribed by the Secretary or his delegate, the value of a 
like part or accessory accepted in exchange. 

It is urged that section 4062 (b) be amended by entirely deleting 
the present language thereof, and by substituting therefor the 
following: 


(hb) Renvrur parts.—Repaired, reconditioned or rebuilt parts or accessories 
when sold as such shall not be deemed parts or accessories for articles enumerated 
in section 4061 (a). 
or comparable language indicating the intent to tax the manufacture 
of parts, and not the repair, reconditioning, or rebuilding of used auto- 
motive parts. 

V. CONCLUSION 


The subcommittee of the Ways and Means Committee is urged to 
include in its recommendations for excise tax legislation an amend- 
ment as herein proposed, eliminating tax on repaired, reconditioned 
or rebuilt automobile parts or accessories when sold as such. 

Respectfully submitted. 

Inpustrywipe Commirrree To Remove 
Discriminatory AvutToMoriIvE Excise 
Tax, 

Haroip T. Hatrrenny, 

Ricuarp F. Haun, 

JAMES F. FLAnaGan. 


Mr. Haurrenny. We have had the privilege of appearing before 
this committee on numerous occasions and I might say, seeing Noah 
Mason here, he has been Representative in the Legislative Halls for 
three generations of my family, grandfather, father, and myself, from 
that district, so it is a privilege to be here. 

Mr. Foranp. He is an old reliable. 

Mr, Haurrenny. Our problem pertains, gentlemen, to the question 
of section 4061 (a) which imposes a tax on the manufacture of ve- 
hicles, and section 4061 (b), which imposes a tax on the manufacture 
of parts for such vehicles. 

Although, of course, we as an industry feel that the present 8 per- 
cent is too high and that various rates are inequitable and burden- 
some, we appear today on a specific problem and that is in‘regard to 
the tax that the Treasury has been Svan: on the repairing and re- 
building of automotive parts. ; 
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Those parts have previously paid a tax, and then when they are 
repaired and rebuilt the Treasury has been assessing another tax. 
The Treasury concedes that repairing and rebuilding and recondi- 
tioning of a used automobile, truck, or bus does not constitute manu- 
facture, but it has frequently held that the repairing, rebuilding, or 
reconditioning of automotive parts does constitute manufacture. It is 
constantly changing the rulings and its principles which it applies 
in making these rulings. 

This industrywide committee of the industry appears in regard 
to the specific problem of the tax on the rebuilding of automotive 
parts. 

We have appeared before this committee on numerous occasions 
in the past urging some amendment. We have repeatedly pointed out 
in briefs previously submitted and which are available to this com- 
mittee as well as the Treasury Department, that. the amount of reve- 
nue involved in this is very insignificant. Our investigations would 
indicate that the amount collected is probably less than it is costing 
the Treasury Department to collect it, that these Internal Revenue 
Service rulings have produced confusion, discrimination and un- 
certainty to thousands of small-business men, and that our only hope 
lies with Congress for some relief. 

I wish to recall that an amendment that would clear up our prob- 
lem was incorporated in the revenue bill of 1950 which passed the 
House, but anfevtanstely it was stopped in the Senate because of the 
outbreak of the Korean war. Ever since this excise tax on the 
manufacture of automotive parts was extended by administrative 
fiat to the reconditioning of used parts, the result has been confusion, 
discrimination, threatened confiscation, double, triple, and even quad- 
ruple taxation. The theory upon which the Revenue Service based 
its claim that repairing, reconditioning, or rebuilding of automotive 
parts constitute manufacture has shifted over the years from one 
theory to another. 

Rulings in the past have hinged upon whether identity of the 
article has changed or whether title to the article has been trans- 
ferred, or whether more than one article is being repaired at the same 
time, or whether skilled work is required, or whether the sale of an 
item is frequent or infrequent. Details have been given in briefs and 
will not be repeated today. 

We would like today to confine our problems to ones which have 
been newly created since the hearings before this committee of 1 year 
ago. We have tried in this brief to set out our problem, and I would 
like to now have a few specific examples given to this committee of 
the current problems. I would like Mr. Phelps to introduce to this 
committee some of the items that are problems to this industry com- 
mittee. 

Mr. Foranp. Before Mr. Phelps starts, Mr. Eberharter has a ques- 
tion. 

Mr. Exsernartrer. The only solution to this problem, as you see it 
and that you are advocating to this committee, is that we wipe oul 
entirely the tax on rebuilt parts? 

Mr. Hautreenny. That is right, Congressman, and on page 7 of 
our. brief we have submitted language that in the past has been 
approved by your technical staff and was incorporated in a bill in 
1950. 
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Mr. Eseruarrer. That passed the House; did it ? 

Mr. Hautrrenny. That is right. We have had numerous confer- 
ences, this past year with the Treasury but we have not been able—— 

Mr. Eseruarter. This particular problem which you are present- 
ing has been a headache to the committee for a long time—— 

Mr. Haurrenny. It has, that is right. 

Mr. Espernarter. And we would like to get rid of it. 

Mr. Hatreenny. We surely would like to get rid of it, too. It is 
a problem to all the small wholesalers to have a machine shop where 
they have precision tools. The amount involved is very small but 
the nuisance to making the reports is tremendous. 

Mr. Exernartrer. Do you think the Treasury will agree with you 
that it costs as much to collect the tax as they receive in revenue ‘ 

Mr. Hatrrenny. I don’t know whether the officials in charge will, 
but people in enforcement have indicated that to members of our com- 
mittee that that is true. 1 don’t know what they will say, but from 
the best information we can obtain from people engaged in the De- 
partment in that field they agree with that. 

Mr. Eseruarrer. Thank you, Mr. Halfpenny. That is all. 

Mr. Foranp. Mr. Phelps. 


STATEMENT OF ROBERT E. PHELPS, PRESIDENT, PHELPS-ROBERTS 
CORP., WASHINGTON, D. C., IN BEHALF OF INDUSTRYWIDE COM- 
MITTEE TO REMOVE DISCRIMINATORY AUTOMOTIVE EXCISE 
TAX 


Mr. Puetrs. I am the president of Phelps-Roberts Corp. here 
locally. I am a small-business man, a wholesaler of automotive parts. 
[also have a machine shop. 

This morning small business was defined as less than 500 people 
employed. We employ less than 100. So we are rather small. 

We are not dealing with newly manufactured products and we 
thought it would be best to bring some products and show you exactly 
what we are talking about. 

This first item I have here is a rebuilt clutch. With the automatic 
transmissions, they are going out but there are roughly 40 million 
cars on the streets with this type of unit. The rebuilding of this unit 
entails one machine operation, which is the refacing of this plate. You 
take off as little as ten one-thousandths or fifteen one-thousandths of 
the metal, rebuild it, set it, and it is as good as a new unit. 

I think our automotive industry is a little bit different from other 
rebuilding industries in this respect: The records of fleet owners will 
show you that many rebuilt units are better than newly manufactured 
units. They keep records of costs per mile and they show that a 
rebuilt engine usually has better efficiency and goes longer than a 
new engine. Aviation-type engines are usually rebuilt before they 
are ever put in service. All racing engines are rebuilt, usually more 
than once, before they are raced and usually the rebuilding of this 
type of equipment actually makes a better unit. 

This unit can be rebuilt many times. This clutch can be refaced 
many times—to compensate for the amount of metal you take off there 
is an adjustment. Each time it is rebuilt it is just as good as a new 
unit in most cases. The clutch plate also can be refaced. 
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The point I am bringing out is that an excise tax is paid on this 
when it is originally manufactured. Then every time it is rebuilt 
the excise tax is reimposed. So much for the clutch. 

Mr. Foranp. The excise tax applies to the entire unit ? 

Mr. Puetrs. I am going to leave that to our counsel to answer, 
As a rebuilder I can say, however, Congressman Forand, that the 
excise tax was removed by the Internal Revenue Service about 1951 
or 1952. I don’t know the exact date. For about 3 or 4 years we 
did not have to pay an excise tax on the rebuilding of clutches, 
Then about a year ago it was reimposed. That is one of the confusing 
things in Internal Revenue decisions. You never know whether you 
are under the tax or are not. In many cases, in fact in the case of my 
business 2 years ago I actually stopped rebuilding engines for ex- 
change. I now only rebuild custom-rebuilt engines, that is, where 
the title doesn’t change hands, for this reason: In other words, I felt 
tuat maybe I was building up a terriflic tax liability for myself in not 
paying a tax to the complete value of the engine, so I stopped doing 
it. I think many other rebuilders in the T “nited States have done 
the same thing. 

I can say that many in the Southwest have incurred great tax 
liabilities merely because they did not know whether the law applied 
or didn’t apply or how it applied. 

Mr. Foranp. Can your counsel answer my question now? Is the 
tax applied to the entire unit? 

Mr. Harrenny. Yes, it is now. Mr. Saks, who is in that part of 
it, will say a few words on the change in the clutch in a minute. 
They charge a tax now on the full value. You did give us some aid 
in 1951. They used also to charge a tax on what was some hypo- 
thetical value of the old part that was turned in. That part was 
eliminated. Westill pay on the full-charge value. 

Mr. Purtes. The next item I have here is an engine block. Due 
to the fact that we had to carry this material down, I got the smallest 
one I could find. This is a Crosley engine block. 

Mr. Hatrrenny. And the cleanest one. 

Mr. Pueups. This engine block has been rebored. The first 2 
cylinders have been rebored and the second 2 are just as they came 
out of the car. When this engine block is put back into an engine it 
has a little bit of an advantage over a brandnew engine block in that 
the metal is seasoned and has been stressed and when you put it back 
it will usually give longer life than the virgin job. 

This engine or most engines can be rebored a number of times. 
After they are rebored, say, to twenty-thousandths, or thirty-thou- 
sandths, or forty- -thousandths, and then to 60, they can be resleeved to 
bring them back to standard and start all over again. We have one 
vehicle we love very much in Washington, ow ned by a local hauler, 
that has gone over a million miles and still has the or iginal engine. 
The point I am bringing out by this once again is the fact that this 
excise tax can be reimposed time after time to the same item. 

Mr. Hatrrenny. It is charged because he bores that; is that right? 

Mr. Puetrs. On the machining operation. 

Mr. Foranp. You put the reamer in there and pay for that? 

Mr. Puetrs. That is right. 

Mr. Haurrpenny. You pay for the whole job just because they say 
precision tooling is required. 
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Mr. Foranp. They charge for the whole new unit. 

Mr. Hatrrenny. That is right. 

Mr. Puetps. I would like to bring this comparison out at this time, 
Congressman. In this particular case in many instances we can 
straighten that hole and finish the hole properly by the removal of, 
say, only ten-thousandths of metal, which is a very small amount, 
about 3 times the thickness of a piece of paper. When a knife is sharp- 
ened quite often you remove ten-thousandths of metal in resharpening, 
yet there is no excise tax on that. Asa machine operation this 1s prac- 
tically the same thing. 

This is a camshaft. Once again I brought this along because crank- 
shafts are generally too heavy, but the operation is relatively the same. 
It is done practically on the same type of machine. This camshaft 
has been reconditioned down to here. Below it is just as it came out 
of the car. All that has been done is metal removed. When we get 
to the point where we remove too much metal we can put metal back 
up on again by metal spraying or a welding process and start removing 
again. This item as well as the crankshaft can be taxed many, many 
times. 

This next item isa generator. Actually it is quite an expensive item 
in an automobile today. Not many things go wrong with generators 
actually. The most common thing that goes wrong with a generator 
is the armature, the commutator ends of the armature. This can be 
inserted in a lathe and can be cut, a very small amount of metal re- 
moved, and it can be put right back in and you get the same as new 
efficiency out of that generator. We have an expert from a generator 
company so I am not going to dwell too much on that. 

Once again that can be done over and over again. This particular 
generator is a cutaway model so you can see the workings of it. As 
you gentlemen can see, this heavy outside case and most of the parts 
of this will never wear out. It could be reused time and time and time 
again. ‘The small items which wear out can be remanufactured, re- 
paired, reconditioned, and used again. 

I think that covers the specific items. There are many more items, 
fuel pumps, carburetors, and so on, which would illustrate it. But I 
think this pretty well covers the idea. 

Mr. Hatreenny. We do want to tell the Congress the fact that this 
clutch plate and this armature or generator here for several years were 
nontaxable. Now in the last year the Treasury Service has reversed 
its ruling and made this work taxable. That is the specific point show- 
ing the confusion. We would just like to dwell a few minutes on that. 
Mr. Holzwasser, who is in that business, would like to say a few words 
to the committee in regard to that. 

Mr. Exsernarter. A question in that connection: Do you believe 

that that change in the Treasury’s ruling resulted from someone’s 
putting pressure on the Treasury to tax them? What do you think 
about that ? 
_ Mr. Hatrrenny. I don’t believe that is so, Congressman. I think 
it is just that the Treasury Department have got themselves into com- 
plicated rulings and do not know how to eradicate themselves from it. 
The people that we represent in these associations are in fact in the 
main manufacturers of new parts. Everybody in the industry feels 
that this is an injustice which should be cleared up. 

Mr. Holzwasser. 





216 EXCISE TAXES 


STATEMENT OF ALBERT S. HOLZWASSER, PRESIDENT, ARROW 
ARMATURES CO., BOSTON, IN BEHALF OF INDUSTRYWIDE COM- 
MITTEE TO REMOVE DISCRIMINATORY AUTOMOTIVE EXCISE 
TAX 


Mr. Houzwasser. My name is Albert S. Holzwasser. I am presi- 
dent of Arrow Armatures Co., Boston, a small business. Here, again, 
we range down in the 100 employee group. We are engaged in the 
rebuilding of automobile generators and armatures. _ 

All of the people engaged in this industry of rebuilding automotive 
parts are concerned with two major problems. 

The first is our own welfare and future, which is tied directly to 
the welfare of small, independent repair shops. I shall point out the 
economic conditions which are rapidly putting the small, one- and 
two-man repair shops out of business. 

Each year since 1948, the number of cars and trucks on the road 
has moved up. At the same time, the number of repair shops has 
moved down. 

It was among the one- and two-man shops this mortality existed. 
In 1947, shops comprising the owner alone, or the owner and one 
mechanic, accounted for 46.9 percent of all shops, dropping in 1956 
to 37.2 percent. Face up that small-shop mortality with the increase 
in vehicle registrations of over 60 percent. 

Something must be done quickly to help keep these small shops in 
operation, to provide adequate repair service at reasonable prices. 
Part of the answer lies with rebuilt automotive parts. Make them 
available at a price the “working” car owner can afford. 

The big factor which produced this undesirable change in the auto- 
motive repair business is that cars are more complex. Repairs to 
complex cars require special tools and special know-how. 

Special tools and special equipment cost money—more money than 
the one-man repair shop possesses. And as cars and trucks have 
become more complex, so have working accessories. Electrical sys- 
tems use high output generators and complicated regulators. 
Clutches become involved with fluid flywheels and automatic trans- 
missions, carburetors which used to be “one-holers” now are involved 
two- and four-barrel jobs. Power steering and power brakes are 
here—the 1957 cars bring another costly tool problem—fuel injection 
systems, 

Complicated accessories must be tested—that, too, requires special 
equipment plus the ability to interpret the test readings. 

These few facts point up the reasons why the number of automobile 
repair shops in this country dropped 10.5 percent, from 60,147 in 1948 
to 53,836 in 1954, while registrations increased over 60 percent. 

The reason the larger part of the answer lies with rebuilt automotive 
parts is the small shop can “farm out” to parts rebuilders complicated 
repair jobs requiring special skill and special equipment. Then, they 
can devote their time to an increased number of jobs which require 
tools and skills the average small shop already has. 

From the standpoint of what is good for the national economy, the 
small, incrpenares repairman and the automotive parts rebuilder must 
be kept in business. His operations should be free from tax applica- 
tion uncertainties and harassment by the tax collector. 
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Rebuilding an automotive part is simply restoring to service a part 
which has proved to be only temporarily and partially unserviceable. 
Simply, the automotive parts rebuilder, by means of his skill, his 
experience, labor, a shop full of specialized equipment plus a moderate 
amount of parts and materials on which tax is paid, is able to restore 
into an existing automotive part the service life performance for which 
it was originally designed and expected to perform during the entire 
useful life of the ear, truck, or farm tractor. 

From the standpoint of the national economy, in times of emer- 
gency and/or periods of shortages, operations within the rebuilding 
industry serve as a conservator of great magnitude in the matter of 
labor and strategic materials. Almost pound for pound—copper, steel, 
and ingredients used to alloy steel, aluminum, and so forth, as pur- 
chased by the rebuilder in the form of complete components, are put 
back into commerce in the form of scrap. 

The second problem is this: Confusion and uncertainty surround 
the application of manufacturers’ excise tax due to various conflicting 
rulings plus constant changes in rulings and interpretations by the 
Internal Revenue Bureau. Rebuilders are assessed with inequitable, 
unforeseen taxes. They are burdened with unjust and discriminatory 
excise tax, which places them at a competitive disadvantage of 8 percent 
with others who do the same work in a similar manner. 

A service job analysis compiled for 1955 by a national magazine 
shows that car dealers in cities over 10,000 population have adequate 
specialized equipment and skilled help that enable them to rebuild 
generators. Car dealers in cities with population under 10,000 and 
small repair shops, who cannot afford such equipment and help, do 
not rebuild generators but must depend on an outside independent 
rebuilder. 

The survey indicates that the same situation exists in regard to 
other parts. 

The car dealers and large repair shops who do their own rebuilding 
do not pay the 8-percent excise tax, whereas the smaller repair shops 
who purchase rebuilt parts from the rebuilder must pay the 8-percent 
tax. 

Our most pressing problem now is that we don’t know where we are 
with respect to excise tax. Sometimes, I believe the internal revenue 
agents themselves don’t know, either. 

For example: One agent, after several weeks of examining a tax- 
payer’s records, came up with two entirely different schedules based 
on the same invoices and records. 

One schedule called for “Additional tax due” of $35,411.94. An- 
other schedule called for an “Additional tax due” of only $1,210.22. 
The agent submitted both schedules to the Bureau for it to decide 
which to assess. Eventually a demand for $1,210.22 plus interest was 
sent to the taxpayer and he paid it. A claim for refund was then filed 
and the Treasury Department eventually refunded $495.39 of it, plus 
interest. 

Gentlemen, not every taxpayer has the fortitude, intelligence, and 
courage nor the money to engage legal talent to defend himself as in 
this instance. 

There is only one way to remove the inequity, the uncertainty, and 
the confusion surrounding the application on this unjust excise tax on 
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rebuilt automotive parts—eliminate the tax on rebuilt parts com- 
pletely. 

Thank you, gentlemen. 

Mr. Hatrrpenny. You may want to ask him some questions. 

Mr. Saks would like to say a few words in regard to clutches. 


STATEMENT OF IRA SAKS, CLEVELAND, OHIO; CHAIRMAN, IN. 
DUSTRYWIDE COMMITTEE FOR REMOVAL OF DISCRIMINATORY 
AUTOMOTIVE EXCISE TAX 


Mr. Saxs. For your record, I just want to summarize what has been 
said. 

My name is Ira Saks, of Cleveland, Ohio. I am chairman of the 
Industrywide Committee for Removal of Discriminatory Automotive 
Excise Tax. 

The basic issue is whether a rebuilder is a repairer of an automotive 
part or a manufacturer of the automotive part which he rebuilds. 

A rebuilder takes used parts—whether hey be generators, carbure- 
tors, fuel pumps, or clutches. He takes them apart, cleans all the 
parts, examines every part for wear, replaces all worn parts with tax- 
paid parts, and in some cases he remachines or regrinds certain parts 
to restore the fine, smooth, accurate surface that it requires, such as 
was shown to you gentlemen by Mr. Phelps. He then reassembles all 
these parts and sells the complete unit all repaired and restored to its 
original usefulness. 

The sale is usually made on an exchange basis, that is, the rebuilder 
takes another similar used unit back in trade plus a certain amount of 
money for the rebuilding service which he performs. It is our conten- 
tion that that is rebuilding or repairing, not manufacturing. 

The Internal Revenue Service contends that whenever a machining 
or grinding or rewinding operation is performed, and whenever the 
part or article changes title, namely, the same identical item is not 
returned to the customer but a similar part is sold to him on an 
exchange basis, whenever these two factors are present then it consti- 
tutes manufacturing, not repairing. 

Having been unable to convince them on this basic issue we pro- 
ceeded to the next step and we said to the Internal Revenue Service, 
“Assuming that you are basically right in your contention, then the 
excise tax should apply only to the value of the machined part and not 
to the value of the entire assembly or the complete unit. For instance, 
if only the armature is rewound and remachined, then the tax should 
apply only to the value of the armature and not to the value of the 
complete assembled generator. If only the pressure plate of this 
clutch is reground, then the tax should apply only to the value of this 
pressure-plate casting and not to the value of the complete clutch.” 

For years we argued this logic with the Internal Revenue Service 
until we finally convinced them with the result that two rulings were 
issued by the Internal Revenue Service that completely clarified the 
tax problem on such items. 

Revenue ruling 54-329, published August 16, 1954, completely re- 
stated and clarified many of the principles applicable to rebuilding, 
and revenue ruling 55-98 issued February 21, 1955, with respect to 
generators, left that problem free from question. 
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I want you gentlemen to note the dates. These rulings actually fol- 
lowed our logic and they said that the tax applied only to the armature 
and not to the complete generator, that the tax applied only to the 

pressure casting and not to the complete clutch. 

But even this relief was short-lived because on April 30, 1956, just 
about a year and a half after the first ruling was issued, a new ruling 
was issued, revenue ruling 56-189, which reversed these rulings, 
stating : 

The Service has now concluded that the positions taken in these two rulings 
as applied to reassembled generators and rebuilt clutch assemblies are not sound. 

These two recent circumstances will give you an idea what we as 
small-business men in a small industry have to contend with in the 
way of uncertainties and inconsistencies in the rulings of the Internal 
Revenue Service. 

What is even more paradoxical is the Internal Revenue Service’s 
recent replies to some questions asked by some individual small re- 
builders, and I quote the following letter of July 30, 1956, sent out by 
the Internal Revenue Service in reply to that question. I am reading 
the Internal Revenue Service letter : 


This is in reply to your letter dated June 11, 1956, relative to the application 
of the tax on automobile parts or accessories imposed by section 4061 (b) of the 
Internal Revenue Code of 1954, with respect to clutch pressure plates. 

You inquire, since revenue ruling 56-189 imposing the manufacturers’ excise 
tax on the complete clutch assembly has been issued, whether a clutch rebuilder 
who buys his pressure plates— 


by that is meant the pressure casting only— 


from another source already ground, and pays the tax on the plate to the re- 
grinder, is required to pay the tax on the entire clutch assembly when sold. 

Where a clutch rebuilder buys reground pressure plates taxpaid and uses them 
in rebuilding clutch assemblies, the manufacturers’ excise tax does not apply to 
the rebuilder’s sale of the rebuilt clutch assembly. 

In other words, by their own answer the Internal Revenue Service 
advise rebuilders that they can dodge or avoid a major part of the 
8-percent excise tax on these rebuilt units by simply having another 
small shop perform the grinding, machining, or rewinding operations 
for them and not do these operations themselves. 

Since it is very evident that almost every rebuilder will try to take 
advantage of this tax saving by making some sort of deal with another 
small shop to do these operations for them the Government will cer- 
tainly gain nothing in additional tax, except the fact that it will prob- 
ably cost the Government more to collect this excise tax since that will 
involve more people and smaller returns. 

But the important thing is that in making these rulings the Internal 
Revenue Service is actually encouraging decent and honest citizens to 
become tax dodgers and cheats. It has always been my impression 
that the Government should try to encourage patriotism, honesty, and 
decency amongst its citizens rather than deliberately go out of its way 
to try to make cheats and tax dodgers out of decent citizens. 

I thank you, gentlemen. 

Mr. Foranp. Does that conclude all your statements? 

Mr. Hatrrenny. That concludes our statements. On behalf of 
everyone in the industry, we appreciate this opportunity of appear- 
ing. We want again, if possible, to impress as forcibly as we can on 
this committee that our only remedy lies in some amendment from this 
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committee, and that the amount involved is very small but the nuisance 
and trouble to our industry are tremendous. I think the statement of 
Ira Saks sums it up pretty well, that we try to advise all our members 
to comply with the rules and regulations and be lawabiding. It seems 
the only way they can stay in business in some instances is to take 
advantage of technicalities and use subterfuges. We don’t like to 
advocate that, but of necessity that is what is occurring and will have 
to occur. 

Mr. Foranp. I will say one thing: You men have made a very, very 
favorable presentation. I assure you that the committee will certainly 
give it its attention. 

Are there any questions? 

Mr. Kroon. I would like to inquire whether you have with you or 
can you obtain and submit for the record any statistics indicating 
how much is the yield on rebuilt parts in an average vear, comparing 
that with the total yield of the tax on replacement parts generally. 

Mr. Haureenny. I can answer that, Congressman Keogh, in this 
respect: The Internal Revenue does not break it down as to what 
comes from rebuilt or ordinary parts. We sent a questionnaire out 
some years ago to everyone in the industry asking them to submit the 
amount that they were paying. We found from the best calculations 
that we could make that it ran some place between $750,000 and 
$900,000. It was less than a million dollars. 

Mr. Kroex. Will you also tell us, or if you cannot do so today you 
might attempt to obtain it, what the breakdown percentagewise is of 
the repair and replacement parts that are rebuilt as distinguished 
from or compared to those that are new parts. 

Mr. Hatrpenny. Yes, I think we can submit that. We have figures 
broken down in different fields. It is much less than new parts, of 
course, and some of our trade publications have broken them down 
as to generators, clutch plates, and so forth. 

Mr. Horzwasser. Congressman Keogh, here is the booklet to which 
I referred. Here is a survey which goes into 176 items. It breaks 
it down into the sale of the items by various trade groups, car owners 
in cities of 10,000 and over. 

Mr. Hatrrenny. We will make that a part of our presentation. 

Mr. Kroeu. I don’t ask that it be made a part of the record but I 
would like a copy available for my use. 

Mr. Hatreenny. We will see that one is submitted. We will try 
to submit any other information that we have. 

Mr. Foranp. We thank you, gentlemen. 

Mr. Harreenny. We appreciate very much the time that you have 
given us. 

Mr. Foranp. The committee will stand adjourned until 2 o’clock 
this afternoon. 

(Whereupon, at 12:35 p. m. the committee was recessed, to recon- 
vene at 2 p. m. the same day.) 


AFTERNOON SESSION 


Mr. Esrrnarter. The committee will be in order. 
The first witness this afternoon is Mr. Burger. You may proceed, 
Mr. Burger. 
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STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT, NATIONAL 
FEDERATION OF INDEPENDENT BUSINESS 


Mr. Buroer. I am George J. Burger, vice president in charge of 
legislation of the National Federation of Independent Business. Our 
legislative office is located in the Washington Building, Washington, 
D: & 

We represent independent business and professional people in all 
vocations. Our membership is nationwide. We have the largest 
directly supporting membership of any business organization in the 
country. Our members iouiod directly our stand on legislation. 

Based on mandate votes, the sense of our membership on Federal ex- 
cise taxes is as follows: 

1. They favor across-the-board cutbacks in these taxes. They have 
not forgotten Congress’ unkept promise, made at the time it raised 
these taxes for World War II financing, to cut them after the emer- 
gency. On the other hand, they have seen Congress in some instances 
increase these taxes and extend them to previously untouched fields. 

They question the efficiency of this tax-collection method. They 
contend these taxes, by increasing ceiling prices, reduce sales volume 
and profits. The only alternative, they say, is to absorb the tax. But 
this, too, cuts into profits. 

They resent the apparent liability in vicious discriminations of 
this collection method, which in some cases glaringly favor giant 
business at the expense of small-business competitors. 

On that, Mr. Chairman, I cite the discrimination which the com- 
mittee is aware of in the rubber-tire field. For the committee’s infor- 
mation—and this is most important—a poll was taken of our national 
membership comprising independent business and professional men, 
all voting members, and it can be stated for the record that a goodly 
number of independent members of the rubber-tire sales and servic- 
ing field are included in the membership. The results of the poll on 
this subject matter disclosed 95 percent for the collection of the dis- 
crimination, 3 percent against, and 2 percent not voting. 

Bear in mind, Mr. Chairman, this poll was made by the Federation 
nearly 10 years ago and from that time on as the committee on Ways 
and Means well knows, the Federation and the speaker have con- 
tinuously fought to bring about a correction of this rank injustice 
and discrimimation. 

2. Correpondingly, they oppose all moves to— 

(a) Increase Federal excise-tax rates. Such can be a further step 
by Congress away from the promise made when the tax was increased 
for World War II financing. And such cannot but intensify the 
effects of the discriminations inherent in the tax structure. 

(6) Replace in any way and to any further degree Federal income 
taxes with Federal excise taxes. This puts them on record, too, as 
opposing all proposals to substitute excise taxes for income taxes. 

3. But if excise taxes are to be continued, then they urge the fol- 
lowing: 

(a) Steps be taken to relieve small business of at least part of the 
burdens imposed by this tax-collection method. One such proposal 
that has the approval of a majority of our membership is for bcndiens 
to exempt from excise taxes all low and moderate priced items, say 
to $25 or $50 selling price, and exempt from the tax the first $25 or 
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$50 of the selling price of higher cost items. I do not need to tell you 
of the need small businessmen have for relief from things that add 
to their prices and to their costs resulting from the need to keep track 
of these taxes. 

(6) Steps should be taken to replace the discrimination with fair- 
ness. Your committee is aware of the damage done to independent 
tire dealers by excise-tax collection methods which require tire dealers 
to maintain heavy investment in prepaid excises which they connot 
recover until the time customers pay their bills, while at the same 
time permitting manufacturer’s company-owned stores which com- 
pete with these dealers to operate entirely free of any prepaid invest- 
ments in excises. Obviously, by imposing this heavy financial burden 
on dealers, and allowing competing company-owned stores to operate 
without the burden, this situation favors the manufacturer-owned 
outlets at the expense of the independent, small-business tire dealers. 
As we have done to date, we urge your committee to take steps either 
to: (1) put dealers on the same tax-free basis as competing company- 
owned stores, which we prefer, or (2) put company stores on the same 
tax burden basis as dealers, which at least will provide equality. 

On that point, Mr. Chairman, in yesterday’s testimony a gentleman 
speaking for the NAM, who I think said he was from the tax division 
of the Sylvania Electric Products Co., in his prepared statement to 
the committee admitted that there was alleged discrimination. I am 
sure that the NAM is a very, very efficient business organization and 
[ am certain that they must have been able to check the record of the 
past 15 years, the congressional records of the House and Senate 
Small Business Committee and the Committee on Ways and Means, 
so there would not be any alleging of the discrimination. In his 
statement speaking for the NAM, he admitted there was a sickness 
in the structure of the excise tax, but by the same token he did not 
offer the committee any correction of that sickness. 

I recall this spring a spokesman for the rubber manufacturers 
association appeared before this committee. Members of the com- 
mittee asked him about this injustice, and he advised the committee, 
which is a matter of record, that the discrimination was alleged. Of 
course he being one of the small rubber companies with dealers scat- 
tered throughout the Union in the 48 States, he well knows that his 
own dealers have been pleading for the correction of this injustice. 

I think the committee should approve benefits for 300,000 independ- 
ent dealers and not close their eyes to an injustice or tax discrimination 
enjoyed by 3 or 4 large tire manufacturers doing business of approxi- 
mately $1 billion a year. 

On this point it is to the credit of your committee that it recom- 
mended the latter last year and took the first step in the direction of 
fair play. We hope you complete the job next year. 

One more thing: Many small-business men have told me that they 
regard the excise tax as a form of double taxation, which works par- 
ticularly well to dry up consumer purchasing power. Consumers, they 
note, are compelled to pay the Federal excise tax on goods purchased. 
and they are compelled to pay a Federal income tax on that part of 
their income already spent for the excise tax. 

In conclusion, gentlemen, may I say there are many definite ills in 
the small-business men’s tax hall of infamy, but as we understand 
independents see it, the meanest of them is the excise-tax devil. We 
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would prefer to get along without this devil. But if we must live 
with, then we hope that you will take action along the lines our mem- 
bers havé recommended, to make it easier for small business to get 
along with this particular devil. 

I thank you. 

Mr. Esernarter. Thank you, Mr. Burger, for your statement. 

Are there any questions ¢ 

Mr. Kroeu. Mr, Chairman, the only thing I would like to do is 
to commend my friend again for the diligence and application to his 
many duties that I have seen displayed by him in my years in Wash- 
ington. 

Mr. Burger. Thank you very much, Mr. Keogh. 

Mr. Esernarrer. Thank you, Mr. Burger. 

The next witness is Mr. Otis H. Ellis. Proceed, Mr. Ellis. 


STATEMENT OF OTIS H. ELLIS, GENERAL COUNSEL, NATIONAL OIL 
JOBBERS COUNCIL 


Mr. Exits. My name is Otis H. Ellis. I am engaged in the gen- 
eral practice of law in Washington, D. C., and maintain offices at 1001 
Connecticut Avenue. I am appearing here today in behalf of the 
National Oil Jobbers Council in my capacity as general counsel for 
that organization. 

The National Oil Jobbers Council is a trade —_— composed of 27 
State and regional associations of independent jobbers and distrib- 
utors of petroleum products. These 27 associations, covering 33 States, 
represent approximately 12,000 of the 15,000 petroleum jobbers and 
distributors in the United States. 

It is possible that some members of the committee are not familiar 
with the functional operation of an independent jobber of petroleum 
products, and it might be well to define or clarify this operation. An 
oil jobber is a marketer of petroleum products, primarily engaged in 
distribution of gasoline to service stations, fuel 01] to home consumers, 
and gasoline and fuel oil in bulk quantities to commercial consumers 
and farmers. It has been reliably estimated that jobbers distribute 
approximately 35 percent of the total supply of gasoline to service 
stations, 85 percent of the household burning oils, and well over 50 
percent of petroleum fuels used by farmers. The word “independ- 
ent,” as it applies to an oil jobber, means that he owns his own bulk 
plant, trucks, and other facilities necessary to distribute petroleum 
products, finances his own business, and is not a subsidiary of or finan- 
cially controlled by a so-called major oil company. The independent 
oil jobber is quite definitely one of the small-business men of the 
petroleum industry. 

I should like to make it clear that the people I represent do not 
belong to those segments of the petroleum industry which have 
achieved noteriety either for serving as a breeding ground for multi- 
milhonaires or making lavish profits. The independent oil jobber 
must make his living in one of the toughtest competitive arenas known 
to American enterprise. His problems are magnified due to the fact 
that he does not have either the tax or other competitive advantages 
enjoyed by his competitors, the major oil companies. While the so- 
called major oil companies are achieving new profit peaks every year 
the oil jobber, like many other small-business men, finds that the 
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reverse is true of his business in that the yield on his investment and 
the compensation for his own work is shrinking. Each year we see 
the independent jobber losing ground in the distribution of gasoline 
and in general yielding his position in petroleum marketing to the big 
oil companies. 

The recommendations which we propose to this subcommittee will 
not alone change the present trend. These recommendations, however, 
if adopted, would be of some assistance to this group of small-business 
men and of equal significance they would render our tax laws, applica- 
ble to gasoline, more equitable as between competing sellers in the 
market place. These recommendations briefly are as follows: (1) 
we recommend an amendment which would provide for a refund of 
Federal taxes paid on gasoline which is lost by fire, flood, shipwreck 
or other similar form of casualty, and (2) that the imposition of the 
Federal gasoline tax be changed so as to apply at the time of sale by 
the wholesale distributor rather than at the time of sale by the pro- 
ducer or blender. 


TAX REFUND ON GASOLINE LOST BY CASUALTY 


On October 13, 1955, I appeared before this same subcommittee and 
endorsed H. R. 2414, a bill which would, in substance, provide for the 
refunds referred to. It was pointed out at that time that under the 
current laws and regulations pertaining thereto, independent jobbers 
must pay the Federal tax on gasoline at the time of purchase as con- 
trasted to the manufacturers of gasoline who pay the tax at the time 
of sale. This means that if gasoline is lost by fire or other casualty 


between the time of purchase and sale by the jobber he loses 3 cents 
per gallon in taxes or approximately 20 percent of the total purchase 
price. Some recognition to our recommendation was given by this 


committee in its report dated April 20, 1956 (p. 18), wherein the report 
stated, in part: 


The subcommittee suggests that refunds or credits be made available for 
gasoline destroyed by fire or as the result of a disaster, to the extent that the 
losses attributable to the tax are not compensated by insurance or otherwise. 

Subsequently, a bill was introduced (H. R. 12298) on excise tax 
changes, but unfortunately the provisions therein with reference to 
gasoline taxes were watered down to such an extent that these provi- 
sions would have proven of little or no benefit to the average inde- 
pendent jobber. I am unaware of why our recommendations were cast 
aside since the record of the committee’s hearings is blank on objections 
to our position. Since the majority of the States which impose gaso- 
line taxes recognize the equity of our proposal by way of providing 
us refunds of States taxes for gasoline lost as a result of casualty, it 
is difficult for us to understand why the Federal Government cannot 
give consideration to the same equities. We can only assume that the 
usual has happened in that representatives of the Federal Revenue 
Service and possibly some committee advisers have seen fit to repudiate 
our position. I would welcome the opportunity of answering here and 
now any objections to our position or the reasoning behind repudia- 
tion of this recommendation. 

If our proposal will not stand the test of examination then it should 
fail but certainly it should not fail merely because some “chair-borne”™ 





EXCISE TAXES 225 


bureaucrats can repudiate our position in private without permitting 
us an opportunity to answer their arguments. 

We certainly do not agree with the provisions contained in H. R. 
12298—they are inadequate. These provisions in substance limit the 
refund only to gasoline lost or destroyed as a result of a major dis- 
aster, as determined by the President. These provisions are about as 
limited in character as the fine print of a cheap accident policy which 
permits payment of damages to the policyholder only when injuries 
are received while lying in bed asleep. We therefore again recommend 
that the language contained in H. R. 2414 of the last session of Con- 
eress be included in any recommendations made by this subcommittee 
to the House Ways and Means Committee. 


CHANGING THE LEVEL OF IMPOSING THE FEDERAL TAX ON GASOLINE 


Under existing law the 3-cent Federal tax on gasoline is imposed 
at the time of sale by the producer. The producer is the refiner and, 
from the standpoint of volume this really means the major oil com- 
panies. The word “producer,” as defined in section 4082 of the Internal 
Revenue Code, includes “blenders” and “importers.” However, the 
volume of gasoline handled by these last two categories is relatively 
insignificant. It is our recommendation that section 4082 of such code 
be amended as follows: 

Section 4082 (a) of such code relating to definition of producer is 
hereby amended by striking out “or blender” and inserting in lieu 
thereof “blender, or wholesale distributor.” ; 

Section 4082 of such Code is hereby amended by adding at the end 
thereof a new subsection as follows: 

(d) WHorrsaLe Distrrrnutor.—As used in this subpart, the term “wholesale 
distributor” includes a jobber, consignee, distributor, or commission agent, or 
any person selling gasoline to retailers or users who purchase in bulk quantities 
for delivery into bulk storage tanks. 

The amendment in essence would include the wholesale distributors 
and jobbers within the definition of “producer,” a simple change in the 
act. Now the act provides that a producer when he sells gasoline must 
pay the tax. A producer under the statutory definition includes a 
blender who may not be a producer, and it includes an importer who 
may not be and usually is not a producer. So what I am asking in 
substance is that we include within that definition a jobber or whole- 
sale distributor. 

A few other minor changes might be necessary to conform the 
foregoing language to other language in the code. 

When the existing language of the code is translated into actual 
operation what it means is that the refiner or major oil company 
does not pay the Federal gasoline tax until the time of sale, whether 
that sale be direct to consumer, to a service station or to a reseller 
such as a jobber or wholesale distributor. It also means that the 
wholesale distributor who pays this tax at the time of purchase must 
not only encumber approximately 20 percent of his inventory capital 
but, in addition thereto, he must suffer the losses due to evaporation 
and unavoidable spillage between the time of purchase and the time 
of delivery into the tank of the person to whom he sells. 

Neither of these burdens is imposed on the major oil company 
with whom this small independent jobber must compete. It is esti- 

85776—57——16 
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mated that the jobber’s losses due to evaporation and unavoidable 
spillage amount to upwards of 2 percent of the total volume of gasoline 
handled. A majority of the States imposing gasoline taxes recognize 
this inequity and allow the jobber varying percentages to compensate 
for these losses and some of them allow additional percentages for 
the handling of this tax burden, collection of the tax and the mainte- 
nance of the necessary records required by the tax collector. 

The Federal Government, however, has failed or refused to recog- 
nize this situation and, as a matter of fact, this subcommittee either 
ignored or failed to act on our recommendation for changing the 
situation when I appeared before the subcommittee last year. 

lt is a matter of common and undisputed knowledge that the great- 
est difficulty faced by the small-business man today is that of capital 
shortage. In the case of the oil jobber a change of the level of impos- 
ing the tax to the time of sale by the jobber would release millions 
of dollars of capital which this group of small-business men could 
well use to advantage in maintaining their position in the market 
place. 

Let us take as an example the average gasoline jobber. This jobber 
sells 100,000 gallons of gasoline per month at 26 cents per gallon. 
Six cents of the sale price represents the State tax, 3 cents represents 
the Federal tax, 3 cents represents the jobber’s gross margin of profit, 
and 14 cents represents the cost of the gasoline. This jobber main- 
tains a permanent gasoline inventory of 50,000 gallons which repre- 
sents $1,500 in Federal gasoline taxes that is constantly tied up and 
unavailable to him. On the basis of 1,200,000 gallons of gasoline pur- 
chased annually he must pay Federal excise taxes of $36,000. Un- 
fortunately, however, he does not collect $36,000 by way of a resale 
price including this 3 cents tax since he has a minimum evaporation 
and spillage loss of 2 percent. This means that in addition to the 
capital he has tied up in taxes he loses, out of pocket, $720 per year— 
almost enough to keep one of his children in college. Unfortunately, 
this evaporation loss will increase as gasoline becomes more volatile 
due to the high octanes now being marketed. Now, mind you, these 
amounts do not include the capital tied up in State gasoline taxes 
and the losses incident to handling those taxes. 

While these amounts may not appear of much consequence to a 
subcommittee who think in terms of millions and billions, it is signifi- 
cant to a small independent businessman who is faced with constant 
rising costs of products, labor, trucks, and tanks as well as personal 
living expenses. 

This same jobber must also have the capital to carry his credit 
sales to service stations and commercial consumers (50,000 gallons) 
for a minimum period of 30 days—this represents $11,500. In addi- 
tion, on his farm sales of 50,000 gallons per month, he must extend 
credit for periods ranging from 4 to 6 months. On the basis of a 
5 month’s average credit this means an additional $57,500 of capital 
requirements. While the change that we suggest will not vary the 
capital requirements from the time of sale by the jobber, the change 
would, however, equalize the advantages now solely enjoyed by his 
major oil competitor, by way of freeing the inventory capital tied 
up in Federal taxes and the losses due to evaporation and unavoidable 
spillage. 
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We are advised by hearsay information that the principal objections 
toour pr oposed change have been voiced by representatives of Internal 
Revenue Service and some of the advisers to the Ways and Means Com- 
mittee. The first objection is that by imposimg the gasoline tax at 
the time of sale by the jobber or wholesale distributor it would create 
additional administrative problems and expense. Let us examine 
that argument to see if the expense and problems created are sufli- 
cient to offset the losses now imposed on the jobber. The change that 
we recommended would add only a few thousand gasoline taxpayers to 
the Federal rolls. This number is infinitesimal when compared to 50 
or 60 million income-tax returns on sales of automotive equipment, 
household equipment, entertainment equipment, recreational equip- 
ment, and many others. 

In brief, this added quantity of tax reports would not even cause a 
small ripple in the handling of the mechanical devices used by the 
Revenue Service in the keeping of its records. As a matter of fact, a 
substantial portion of the jobbers which I refer to are already filing 
Federal tax returns on diesel fuel and special motor fuels both of which 
are taxable at the time of sale to the consumer as contrasted to the 
gasoline tax which is levied at the time of sale by the manufacturer. 
Ineluded on the same tax form which these jobbers use in reporting 
such taxes is a place for reporting gasoline taxes so it would only in- 
volve the simple matter of adding one additional item in that report. 
I refer to form No. 720 of the Internal Revenue Service. 

I have a copy of that form. I would like to show it to the sub- 
committee. 

Apparently the 48 States of the Union have not as yet gone bankrupt 
and they are engaged in collecting similar taxes from these ver y same 
jobbers and in addition thereto, most of them are handling the burden 
of computing refunds to compensate for evaporation and spillage 
losses. 

The second principal objection is that if the tax on gasoline is 
changed to the wholesale level, wholesalers and retailers of other com- 
modities now taxed at the manufacturer’s level would want similar 
treatment, thus opening the door to the necessity of processing more 
and more tax returns. This argument is refuted by the language of the 
law itself. In the first place, the tax on gasoline 1 is not limited to taxa- 
tion at the producer level since “pr oducer” includes “blenders” and 
“importers” neither of whom are required to be manufacturers. 

As a matter of fact, there are a few large jobbers who qualify as 
blenders and as such they do not have to pay the tax until they sell the 
gasoline, and not one of those jobbers is a manufacturer. Further, 
the law provides that the Federal taxes on diesel fuel and speci: al 
motor fuels is levied at the time of the sale to the consumer—not at 
the manufacturing level. We can, therefore, see that the legal relax- 
ations already created under the language of existing laws have not 
created the necessity for opening the door to other resellers whose com- 
modities are taxed at the manufacturer’s level. 

Even if the latter argument were valid it would appear that the very 

nature of gasoline—a volatile product consumable during the process 
of handling—would put it in a special category subject to a different 
type of treatment from hard goods which does not evaporate or deteri- 
orate during the time it is held by the reseller. Another notable 
exception is the fact that hard goods can be made the subject of con- 
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signment sales on which no tax is due until the time of actual sale by the 
consignee. This does not apply in the case of sales of gasoline to inde- 
pendent oil jobbers. 

Apparently, the Treasury Department did not suffer apoplexy 
when the Congress recently passed the farmers gasoline tax refund bill 
requiring the processing of millions of applications for refund. Why, 
then, should they fight so vigorously to deprive a deserving group of 
small-business men from enjoying some of the same advantages which 
their major competitors now enjoy ? 

I would like to point out that neither of our proposals would give 
the petroleum oe an advantage over any other competitor. These 
proposals would only put this category of small-business men on the 
same basis now enjoyed by the big oil companies. During the recent 
political campaigns both parties talked long and loud about what they 
had done and what they intended to do for small business. We have 
presented to this subcommittee two proposals which will give both 
parties an opportunity to back up their political verbiage and with 
little or no expense to the Government but with great benefit to some 
small-business men. I am wondering if we will again see that small 
business is a group that politicians are always going to help but some- 
how this help appears, like prosperity, to be perpetually “just around 
the corner.” 

Mr. Esernarter. Thank you, Mr. Ellis. 

Are there any questions? 

Thank you very much. 

The next witness is Mr. Hulse, representing the Truck-Trailer 
Manufacturers. You may proceed, Mr. Hulse. 


STATEMENT OF JOHN B. HULSE, MANAGING DIRECTOR, TRUCK- 
TRAILER MANUFACTURERS ASSOCIATION, INC. 


Mr. Hutse. Thank you, Mr. Chairman. 

My name is John B. Hulse, and I am the managing director of the 
Truck-Trailer Manufacturers Association, Inc., with offices in the 
Albee Building, Washington, D. C. Ours is a national association, 
composed of manufacturers who produce approximately 90 percent 
of all truck trailers built in the United States. 

I might add that all but a very few of our members or of the indus- 
try as a whole are firms that might well be classed as small business, 
with less than 500 employees. 

Mr. Chairman, I am slightly embarrassed at our very short state- 
ment so I would like to take just a moment 

Mr. Mason. That shouldn’t embarrass you because you can say a 
lot in a few words and that gets across to this committee much better 
than a lot of words which say very little. 

Mr. Esernarter. Don’t let that embarrass you. 

Mr. Hutse. Thank you, gentlemen. 

Our association supports the philosophy expressed this morning by 
Mr. Sligh of the NAM, and we certainly applaud the statements made 
by Mr. Mason at the conclusion of that testimony. 

We also would like to concur in principle in the statement. made by 
Mr. Bryar speaking for the Automobile Manufacturers Association, 
and I would like particularly to refer to a paragraph beginning at the 
bottom of page 12 and continuing over principally to page 13. We 
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would like to have that same paragraph, if we may, included in our 
veneral statement with the addition of these words. I will quote the 
whole sentence if I may, so it might be clear. 


We ask that the 10 percent excise tax on trucks and buses be cut to 5 percent, 
with the entire proceeds of this tax transferred to the Highway Trust Fund. 

We would like to insert right after the word “buses” the word 
“truck-trailers” so our industry would concur in that general 
statement. 

Mr. Esernarter. Without objection that will be agreed to. 

Mr. Huse. Thank you. If I may, I will revert to the prepared 
statement. 

During the past several years certain motor carriers and other 
trailer operators have requested manufacturers to provide truck- 
trailers on long-term leases. 

Under the present ruling of the Internal Revenue Service, the man- 
ufacturers excise tax is applied to the gross lease rental instead of to 
the highest wholesale price as the case in all other types of trailer 
transactions of the gross trailer rentals are based on a price higher 
than the wholesale and in addition include interest, insurance, admin- 
istrative and other charges, the cost to the user is somewhat greater 
than in normal sales. 

We believe it is not the intent of the Congress that a greater amount 
of tax be collected from some trailer users than from others, and we 
therefore urge the Congress to establish by law the clear meaning of 
the excise tax applied to provisions as applied to trailers leased to 
operators by trucks trhiles manufacturers, 

H. R. 12298, a bill introduced by Mr. Forand July 18, 1956, would 
have accomplished the correction we believe is required, and we re- 
spectfully urge early introduction and passage by the 85th Congress of 
a bill containing the language of section 4217 appearing on pages 
14, 15, 16, and 17 of the above-cited bill. 

The Congress has already enacted legislation providing comparable 
relief in the case of manufacturers excise taxes based on lease rentals 
on trailers pulled by passenger cars. It is our plea that similar relief 
be extended to the purchasers of truck-trailers. 

There has been congressional recognition of this problem for some 
time and several bills to establish the wholesale price as the correct tax 
base have been introduced in previous sessions of Congress. 

I will not take the committee’s time to make detailed reference to 
these bills for they are well known. I mention this point only to em- 
phasize that this is not a new problem, but one well understood and 
one on which relief is by now long overdue. 

Thank you very much for your patience in hearing our plea. 

Mr. Eseruartrer. Thank you, Mr. Hulse. 

Are there any questions ? 

Evidently there are no questions. Thank you, sir. 

Mr. Hutsr. Thank you, Mr. Chairman. 

Mr. Exsernarter. The next witnesses are Mr. Melvin H. Campbell 
and Mr. Harold T. Halfpenny. 
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STATEMENTS OF HAROLD T. HALFPENNY AND MELVIN H. CAMP. 
BELL, IN BEHALF OF THE NATIONAL ASSOCIATION OF CHAIN 
MANUFACTURERS 


Mr. Hatrrenny. Gentlemen, I don’t want to wear out my welcome 
here, but I appreciate this opportunity to appear in behalf of the 
National Association of Chain Manufacturers. Although our econ- 
omy in the main is enjoying profitable operations—— 

Mr. Esernarrer. Would you state your name and address for the 
record ? 

Mr. Hautrrenny. My name is Harold T. Halfpenny, and I am ac- 
companied by Mr. Melvin Campbell, president of the Campbell Chain 
Co., of York, Pa. 

Although our economy in the main is enjoying profitable operations, 
some segments are having difficulties and one of them is the chain 
manufacturers, and Mr. Campbell is going to make a brief statement 
on behalf of the National Association of Chain Manufacturers. 

Mr. EserHarter. You may proceed. 

Mr. Camrsett. Mr. Chairman and members of the committee, my 
name is Melvin H. Campbell of the Campbell Chain Co., of York, 
Pa. I am speaking on behalf of the National Association of Chain 
Manufacturers. 

Sections 4061 and 4062 of the Internal Revenue Code impose an 
8-percent manufacturers’ excise tax on automobile and truck tire 
chains. 

The repeal of this special tax on tire chains is respectfully requested 
as essential to ile very survival of this severely depressed industry. 

Chain for automotive tires historically has constituted from 45 to 
50 percent of all chain manufacture. Consequently, the severe decline 
in tire-chain sales hereafter detailed has not only eliminated the 
exclusive tire-chain producers, but has adversely affected all full- 
line chain producers to a substantial degree. 

The National Association of Chain Manufacturers, sponsors of 
this request for tax elimination, is comprised of 90 percent of the 
United States tire-chain producers by number, who account for 95 
percent of the tire-chain production by volume. 

In recent years there has been an almost constant decline in ship- 
ments of tire chain, from over 118 million pounds in 1948 to less than 
36 million pounds in 1954, as follows: 


| hold | 
Pounds | Percentage} Decline | 
of 1948 | 


118, 746, 000 

116, 940,000 | 98 | 5 74, 013, 000 | 
73, 472, 000 | 5 35, 238, 000 | 
94, 077, 000 | 7 } 


A further decline was experienced in 1955. However, by reason 
of changes made in industry-reporting of statistics for that year, the 
revelation of the exact figure for that year would reveal to one com- 
pany the confidential figures of another company. 

The dollar volume of sales of tire chain has experienced a decline 
from $23 million in 1948 to $8 million in 1954, notwithstanding the 
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inflationary trend over that period of time and the resultant decline 
in the dollar’s purchasing power. Annual figures are as follows: 


Percentage | Decline F Sales | Pereoaae’ | Decline 


| Percent 
1948... .uwcmeos $23, 194, 000 | 195 | 24, 446, 000 5 +5 
1949_.........- 25, 954, 000 953_.........| 18,721,000 | —20 
Wi css vnse es 17, 956, 000 | 77 | 23 || 1954.--------- ’ —66 
WIR nme tucig | 24,007, 000 | 





A further decline was experienced in 1955. However, by reason 
of changes made in industry-reporting of statistics for that year, the 
revelation of the exact figure for that year would reveal to one com- 
pany the confidential figures of another company. 

The decline in sales of tire chain has had its effect upon employment 
in the industry. In 1955, employment had dropped to little more 
than half of its 1948 level. Annual levels, based upon number of 
employees, are as follows: 


l l , l 
Year Level Decline | Level Decline 


—————— —— | ———. oe — 
| Percent Percent Percent Percent 

| 045 

2 | —1 

saeeeseeensna| 4 - dist Litdcdddiabdats 


| 
} 
87 | 
2 | 
| 


| 
| 


The tire-chain industry being a relatively small industry (with 
present annual sales totaling less than $8 million), and shrinking 
each year, is and has been highly competitive. The companies are 
fighting for survival. 

Consequently, data concerning profits or losses are carefully guarded 
by each manufacturer. They are not furnished as industry statistics. 

A poll of the industry, however, made by the association, estab- 
liched. without doubt that the tire-chain industry has been operating 
without profit for at least the past 3 years—1953, 1954, and 1955. 

The nature of the product requires that it be readily available to car 
and truck operators at the time and place of a snowstorm. Tire- 
chain manufacturers must maintain substantial inventories over wide 
territories to serve the demand the moment it occurs. When the 
snow subsides, the opportunity for most sales is gone. 

The industry’s employee average hourly earnings of $1.93 per 
hour as of September 30, 1955, exceeded the United States all-manu- 
facturing average of $1.90. Being identified with steel, and with 
metal fabrication, which industries year after year have enjoyed high 
levels of business and profit, the tire-chain industry has been burdened 
with high labor costs. 

Thus, the profits of the tire-chain industry have disappeared be- 
tween the squeeze of greatly reduced sales on the one hand, and on 
the other, the high cost of inventories and labor. 

In 1954, of the $10 billion total excise taxes received by the Fed- 
eral Government, about a half-million dollars came from tire chains. 
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The amount of $590,192 of a total of $10,014 million, or 0.00005 per- 
cent (five one-hundred-thousandths of 1 percent) of the excise-tax 
revenues came from tire chains. 

(The difference between $590,192 paid, and eight one-hundred-and- 
eighths of total sales of $8 million, was due to nontaxable sales, for 
example, export, Government, off-the-highway, etc.) 

The amount of tax involved, although an insignificant part of the 
Federal Government’s income, is now the difference between life and 
death to an industry. 

Excise tax on tire chains is a greater burden to farm and rural 
communities than to urban areas, for the need for tire chains is more 
acute in the rural areas. The following figures reveal this, par- 
ticularly when the urban concentration of population and vehicles 
is borne in mind: 


Shipments to farm and rural 
communities 


| Truck chain Auto chain 


The removal of excise tax on tire chains will particularly benefit 
farm and rural communities where tire chains are particularly required 
and extensively used. 

Tire chains are a necessity, not a luxury. They are not decorative, 
do not enhance the prestige or value of the automobile to the owner, 
are used only when absolutely necessary and for short periods of time. 
Under certain conditions, tire chains are the motorists’ only self-help 
available in order to get through. 

The National Safety Council and its committee on winter driving 
hazards have repeatedly stated that tire chains are indispensable under 
snow and ice conditions. The committee on winter driving hazards is 
made up of 27 representative public officials, including State and city 
police, traffic engineers, and highway department heads, Federal agen- 
cies, and leading scientific and automotive transportation authorities. 
It has made exhaustive studies and tests over the past 15 years. 

In its 1941 report, Winter Traffic Safety, compiled after diligent 
study of the conservation and mobility of essential transportation 
ae the national-defense program, the National Safety Council 
said : 


hTe national-defense program has greatly increased traffic movements, much 
of which is essential and must get through in the winter, regardless of road or 
weather conditions. It is imperative, therefore, that highways be maintained in 
condition for travel reasonably free of ice and snow. It is important that vehicles 
be equipped with tire chains for added traction on icy and snowy roadways and 
with proper head and tail lights and windshield defrosters and wipers for ade- 
quate visibility during snow or sleet storms and during longer hours of dark- 
ness * * *, Tire chains are indispensable under severe conditions of ice and 
snow * * *, Traffic delays and accidents are costly, especially during the 
national-defense program. The use of tire chains on icy and snowy roadways 
will help keep these delays and accidents to a minimum. This is particularly 
true on many secondary roads which have been pressed into greater service as 
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arteries to and from defense centers. Many of these roads lack engineering im- 
provements and adequate maintenance. Tire chains, by increasing traction, pro- 
vide the best means of self-help for drivers who encounter icy or snowy roads in 
getting to and from their jobs. 


The 1942 report, Winter Road Maintenance, stated : 


Every available means not in conflict with war regulations should be utilized 
to warn drivers of bad road conditions and to urge them to be suitably equipped 
with tire chains, efficient windshield wipers, and good lights for protection against 
the two most serious winter driving hazards—poor traction and poor visibility. 

The 1943 committee report, entitled “Winter Driving in Wartime,” 
stated as follows: 


Snow, ice, sleet, fog, mist, and longer hours of darkness are the elements of 
winter which make driving hazardous. Many drivers make these elements more 
dangerous by failing to meet them with practical precautions * * *. 

Reduced speeds and the use of tire chains will help minimize traffic accidents 
and delays, particularly on the less-important roads which street and highway 
maintenance departments are unable to give concentrated attention. Many of 
these roads lack adequate winter maintenance and modern engineering improve- 
ments. Tire chains are the best means by which drivers may help themselves 
on icy and snowy roads in traveling to and from work. Committee research 
shows that they reduce stopping distance after brakes are applied on icy and 
snowy roads by 40 or 50 percent, as compared with braking distances with bare 
tires. They provide added traction often necessary for getting started or climb- 
ing hills. On tractor and trailer equipment tire chains should be applied on 
rear wheels of the trailer whenever used on the driving wheels of the tractor. 
This will help avoid jackknifing and improve the stopping ability. 


Another report, the 1944 Winter Road Maintenance Bulletin, stated : 


This winter, in particular, every available means should be used to warn 
drivers and urge them to utilize chains. * * * By shouldering these responsi- 
bilities the maintenance official will aid in forestalling this winter’s traffic- 
accident threat to our war effort. 

The auto and truck drivers who must be able to get through, safely 
and on time, in the face of severe snow and ice conditions, are by the 
nature of things engaged in essential occupations and errands. ‘They 
are the important people in America’s economy who must get to work 
or deliver essential material. These facts are recognized by traffic- 
safety authorities who are familiar with the problems of automotive 
traffic, both urban and rural. 

Tire chains are indispensable to doctors, nurses, teachers, rural-mail 
carriers, farmers, truckers, and countless others who absolutely must 
travel back and forth daily regardless of weather conditions. 

It has been truly said that tire chains are as necessary as life 
preservers, fire extinguishers, or eyeglasses. No one buys them for 
pleasure or vanity. People buy tire chains only because of (a) the 
great hazard of driving without them on slippery roads, or (b) the 
impossibility of getting through snow, ice, or mud without them. 

In the event that any of our cities or industrial areas are bombed, 
or in the event that bridges and highways are damaged, it will be 
hecessary to reroute traffic. This may involve use of unpaved roads. 
In some cases it may compel cars and trucks to drive over ground 
that is not in any sense a road or street. In all such cases the use of 
tire chains will be absolutely necessary to prevent stoppage of traffic 
in any time of rain or snowfall. While we trust this latter possibility 
is extremely unlikely, it is a thought for consideration. 

Last year the excise tax was removed from motorcycles because of 
the depressed condition of that industry. 


' 
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The tire-chain industry, essential to safe and reliable transporta- 
tion, is in dire need of similar relief. 

The committee is earnestly petitioned to amend sections 4061 and 
4062 of the Internal Revenue Code so as to eliminate excise tax from 
tire chains. 

On behalf of the National Association of Chain Manufacturers, I 
wish to thank you gentlemen. 

Mr. Exsernarter. Thank you. Do you happen to know how much 
revenue the tire-chain tax produces ? 

Mr. Campsetu. It is in the brief, sir. About $500,000. 

Mr. Exernarter. Thank you very much. 

Are there any other questions? 

Mr. Hertone. I have one question. Competition from the snow- 
tire industry has also hurt your industry; has it not? 

Mr. CampseLu. Yes, sir. There are many factors, if I may mention 
some. 

Mr. Hertonc. The tax is not the only item. 

Mr. Campsetu. No, sir. 

Mr. Herione. Thank you. 

Mr. Hatrrenny. One of the things 1s the trend of modern city 
roads, especially to salt them and clear them. More and more tire 
chains are needed in rural communities than in cities. That is the 
prevailing reason more than anything else. 

Mr. Hertone. We don’t have very much use for them in my home 
State. I live in Florida. 

Mr. Hatrrenny. It is not a problem there, I am sure. 

Mr. Camrsett. That is our regret. 

Mr. Mason. We used to have a lot of use for them, but for the last 
10 or 15 years I have not bought a tire chain or used a tire chain 
because of the tires that we can put on in winter to take care of that 
problem. 

Mr. Hatreenny. It is primarily now the really rural areas that 
require them. 

Mr. Hertone. I can see that there really is a need in those areas. 
There is no question about it. 

Mr. Campsett. And then the longtime trend for warmer winters. 

Mr. Exernarter. Thank you, Mr. Campbell and Mr. Halfpenny. 

The next witness is Mr. Kreutzer. 

You may proceed, Mr. Kreutzer. 


STATEMENT OF ARTHUR C. KREUTZER, VICE PRESIDENT AND 
GENERAL COUNSEL, LIQUEFIED PETROLEUM GAS ASSOCIATION 


Mr. Kreutzer. Mr. Chairman and gentlemen of the subcommittee, 
my name is Arthur C. Kreutzer. I am vice president and general 
counsel of the Liquefied Petroleum Gas Association, and I am making 
this statement on behalf of that association. 

The Liquefied Petroleum Gas Association is a national association, 
composed of the producers of liquefied petroleum gas, the manufactur- 
ers of the equipment and appliances utilizing liquefied petroleum gas, 
and the distributors and dealers thereof. 

Liquefied petroleum gas, for your information, is something you may 
commonly have encountered as bottled gas or propane or butane, and 
products of that nature. 
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The Liquefied Petroleum Gas Association has 2,450 member com- 
panies within the United States. It is estimated that this member- 
ship represents over 80 percent of the industry volume of business. 
This membership is predominantly at the distributor and dealer level. 
Approximately 70 percent of its membership is in this category. _ 

My purpose in speaking for the association is to point out to this 
committee the present discriminatory treatment accorded special 
motor fuels, of which liquefied petroleum gas is one, as compared with 
diesel fuel; to apprise you of the burdensome and impractical ad- 
ministrative application of the present tax on special motor fuels 
utilized in motor vehicles not used on the highway, and to recommend 
to this committee specific changes in the law. 

At the present time both diesel fuel and special motor fuels (includ- 
ing liquefied petroleum gas) are taxed at 3 cents a gallon when used in 
vehicles operating on the highway. In the case of motor vehicles (as 
defined by Internal Revenue Service) not used on the highway and in 
the case of motorboats and airplanes, liquefied petroleum gas and other 
special motor fuels are taxed at 2 cents a gallon, whereas diesel fuel 
is subject to no tax whatsoever. 

I want to emphasize that diesel fuel is not subject to tax while 
liquefied petroleum gas and other special motor fuels are taxed despite 
the fact that in most instances the vehicles involved are of exactly the 
same type and are put to identical uses, their only difference being that 
some use diesel fuel and other operate on liqufied petroleum gas. An 
industrial forklift truck is a good example of a nonhighway motor 
vehicle which in some instances is powered by liquefied petroleum gas 
and in other instances is powered by diesel fuel. Under the terms of 
the present law there is no tax if diesel fuel is used, whereas on the 
other hand, if a special motor fuel such as liquefied petroleum gas is 
used, the Government exacts a tax of 2 cents a gollon. 

On behalf of the Liquefied Petroleum Gas Association, I urge a 
change in the present law to remove the tax on liquefied petroleum gas 
and other special motor fuels used in nonhighway vehicles so as to 
accord equality of tax treatment between diesel fuel on the one hand, 
and liquefied petroleum gas and other special motor fuels on the 
other hand at least with respect to motor vehicles other than motorboats 
or airplanes. 

Parenthetically, I would like to point out that the tax of 2 cents 
a gallon is also levied on special motor fuels when used in motorboats 
and airplanes; whereas there is no tax whatsoever on diesel fuel when 
used in motorboats and airplanes. The use of all special motor fuels 
in motorboats is de minimis. I understand, however, that some special 
motor fuels, although not liquefied petroleum gas, are used as fuel 
in jet airplanes. Since the use of liquefied petroleum gas itself in 
motorboats and airplanes is presently insignificant, the Liquefied 
Petroleum Gas Association has no direct interest or immediate con- 
cern about the tax treatment accorded liquefied petroleum gas and 
other special motor fuels in those uses. 

Equal treatment, of course, is the primary reason for removing the 
tax on special motor fuels when used in off-highway motor vehicles. 
However, there are also other reasons which strongly support such a 
change in the law. For one thing the administration of the present law 
by the Internal Revenue Service has resulted in a complicated method 
of ascertaining which vehicles are motor vehicles and which vehicles 
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are not motor vehicles. To appreciate the problem involved, we must 
remember that as to a special motor fuel used in aengeTey vehicles, 
the 2 cents a gallon tax is not imposed on its use in vehicles generally 
but only on its use in motor vehicles. The present administrative 
practice of the Internal Revenue Service is to classify as a motor 
vehicle any vehicle upon which a load is imposed or carried and to 
exclude from the classification any vehicle which merely pushes or 
pulls a load. 

Since many operations involve vehicles of both classifications sup- 
plied from a common fuel source, the determination of how much fuel 
issued for a taxable purpose and how much for a nontaxable purpose 
frequently presents problems of substantial difficulty both to the 
Government and to the taxpayers. 

As an example of that particular problem, I might point out that 
in an industrial factory, for example, you will have what is termed an 
industrial forklift truck. That is a vehicle which is designed to carry 
or support a load. Alongside of it in similar operations you will have 
an industrial tractor which pushes or pulls a trailer and does not 
carry or support a load. One is a taxable use under the definition of 
motor vehicle. The other is not. Both are supplied from a common 
source within the plant. The problem of accountability is the extreme 
difficulty. In addition, there appears to be no reasonable reason for 
the differentiation between the two vehicles, both nonhighway, used 
for a similar purpose. 

Such problems can be obviated by according liquefied petroleum gas 
and other special motor fuels the same tax treatment as is accorded 
diesel fuel. 

I am submitting for the subcommittee’s consideration along with my 
statement a proposed change in the language of section 4041 of the 
Internal Revenue Code of 1954, which section levies the tax on diesel 
fuel and special motor fuels. This proposed amendment will result 
in uniform application of the tax to diesel fuel and to special motor 
fuels; it will eliminate discrimination in tax treatment of sellers and 
users of the fuels; and it will remove the administrative problems of 
classifying offhighway vehicles as motor vehicles or vehicles other 
than motor vehicles. 


PROPOSED LANGUAGE 


(b) SPEcIAL MOTOR FUELS.—There is hereby imposed a tax of 3 cents a gallon 
upon diesel fuel, benzol, benzene, naphtha, liquefied petroleum gas, or any other 
liquid (other than kerosene, gas, oil, or fuel oil, or any product taxable under 
section 4081 )— 

(1) sold by any person to an owner, lessee, or other operator of a highway 
vehicle (A) which (at the time of such sale or use) is registered, or is 
required to be registered, for highway use under the laws of any State or 
foreign country, or (B) which, in the case of a highway vehicle owned by 
the United States, is used on the highway, for use as a fuel for the propulsion 
of such vehicle; or 

(2) used by any person as a fuel for the propulsion of a highway vehicle 
(A) which (at the time of such sale or use) is registered, or is required to 
be registered, for highway use under the laws of any State or foreign coun- 
try, or (B) which, in the case of a highway vehicle owned by the United 
States, is used on the highway, unless there was a taxable sale of such liquid 
under paragraph (1). 


Mr. Esernarter. Thank you for your statement. 


The sum and substance of your presentation is that you want the 
same treatment as diesel fuel? 
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Mr. Kreutzer. Yes, sir. 

Mr. Exsernarrer. You have given the reasons why you want the 
same treatment as diesel oil. 

Mr. Krevrzer. Yes, sir. That will eliminate discrimination and 
the administrative problem. 

Mr. Hertone. I wonder if you would want to extend this plea for 
equity to gasoline sales where it is for nonhighway use. _ 

Mr>-Krevrzer. Congressman, it would be a little bit difficult to do 
that because of the theory of the method of taxation. For example, 
the gasoline tax is generally considered as a tax on a commodity, 
whereas the diesel fuel and the special fuel tax is considered a tax 
on use. 

Mr. Hertone. I was thinking of the special fuels, diesel and gaso- 
line which are competing as far as their use in transportation is con- 
cerned. Of course they do pay the tax there but as I understand it, 
on gasoline used in motorboats, which is quite an industry in my State, 
a gasoline tax is paid. If they were to use these special fuels there 
would be a discrimination between gasoline and the special fuels at 
that level. 

Mr. Krevrzpr. As far as special fuels are concerned or as far as 
liquefied petroleum gas, about which I can speak more authentically, 
I don’t know of its ever being used in motorboats. The only possi- 
bility that I could see would be on an experimental basis. The same 
thing applies to airplanes. In those two aspects it is our position they 
don’t present a problem for the industry. But if the committee’s 
thought is to place all on an equal plane, we certainly would have no 
objeet#on to that but there are administrative difficulties that would 
be encountered. 

Mr. Herwone. Just recently these large trucks have been adapted 
to using liquefied petroleum as a fuel? 

Mr. Kreutzer. Yes, sir. That is the analogy between diesel and 
liquefied petroleum gas to a large degree. 

Mr. Epernarter, Are there further questions? 

Thank you, Mr. Kreutzer. 

Mr. Kreutzer. Thank you, sir. 

Mr. Epegwarter.. Mr. Jenkins is recognized. 

Mr. Jenkins. Mr. Chairman, I ask unanimous consent that a pre- 
pared statement by Moorman Manufacturing Co. be placed in the 
record at this point. 

Mr. Epernarter. Without objection it may be made a part of the 
record. 

(Statement of Moorman Manufacturing Co. follows:) 

Quincy, ILL., November 21, 1956. 
Hon. THoMaAs A. JENKINS, 
Congressman, Committee on. Ways and Means, 
New. House Office Building, Washington, D. C. 

Deak Str: You no doubt know that taxes on transportation, on both property 
and persons, have been considered at various meetings of your committee, and 
we would like at this time for you to give serious consideration to an early repeal 
of the taxes on transportation, both property and persons, in its entirety. 

The Moorman Manufacturing Co. utilizes all forms of transportation, that is, 
rail, water, and both common and contract carrier trucks. We are interested 
in the development and maintenance of an adequate and efficient national trans- 


portation system, privately owned and operated, and naturally in the free and 
unrestricted flow of commerce. 
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It is our desire to go on record in the support of this bill, because it is our 
feeling that the taxes on the transportation of property and persons is objection- 
able because— 

1. Our company is compelled to pay 3-percent tax on the purchase of all 
inbound raw materials. After the raw materials have been processed into 
various animal'and poultry feeds or mineral mixtures, the finished product 
is then shipped to warehouses throughout the country, on which we pay 
another 3-percent tax. The feed is then shipped or delivered to the farmers, 
and we are required to pay another 3-percent tax on the transportation 
charges. From the above you will note that it is a tax which is compounded 
with its reassessment on repeated movements of the same property or the 
products of such property. In each of such movements the transportation 
tax is an element of cost which ultimately is passed on to the consuming 
public in an amount which is greater than that of the tax itself. Being 
engaged in feed business today, which is one of the most highly competitive 
businesses of its kind, we are also faced with the present-day farm eco- 
nomic situation. Since 1946 our rail rates alone have increased approxi- 
mately 88 percent, which means we have paid approximately 88 percent more 
in transportation rates during that period. 

2. We feel that the tax on transportation of property is a tax on a neces- 
sity, not on a luxury. Transportation service and the flow of commerce 
which it represents are certainly indispensable in the life of the Nation. 
Naturally they should not be made a vehicle for tax assessment except under 
emergency conditions. 

3. You no doubt realize since the amount of the tax is measured by the 
amount of the transportation charge rather than by the value of the char- 
acter of the commodity transported, the spread in the amount of tax assess- 
ment varies greatly with the length of haul, and increases as the length of 
the haul increases. This spread also places an additional burden upon the 
long-haul shipper, reducing his ability to compete in common markets, per- 
haps being the determining factor in his ability to compete at all. The 
spread in the transportation tax, as well as in the transportation charge 
itself, can be a determining factor in the relocation of business enterprises. 

4. Since the tax applies only on transportation charges paid to for-hire 
transportation companies and not upon the costs of private transportation, 
it is an element in determining the method by which transportation services 
are performed, this to the competitive disadvantage of transportation agen- 
cies in the for-hire field, whether air, water, rail, or common or contract 
truckers. 

5. Also the measure of the tax on the transportation of property is a factor 
in determining the rate levels of for-hire transportation systems. In recent 
years such systems have required substantial general increases in their levels 
of charges, with resulting question as to the ability of some traffic to pay 
those increased levels. As a result the transportation tax, in effect, has 
actually increased the levels of for-hire carrier charges by its own amount. 

You also realize that the condition that existed at the time that this tax on 
transportation was put into effect, those conditions have long since passed. We 
sincerely believe that the tax structure today should, if possible, stimulate the 
transportation facilities for civilian travel as well as the transportation of 
property, and in so doing not only could the welfare of the for-hire transportation 
agencies be furthered but to the benefit of the users of for-hire property. trans- 
portation who now are at a disadvantage due to the fact that private carriers 
collect no transportation tax. 

We pray that you include our letter in the record of your meeting or hearing 
before this committee for their further consideration. 

Yours very truly, 

MoorMAN MANUFACTURING Co., 
F. C. HERCHENRODER, Trafic Manager. 


Mr. Esrruarter. You may proceed, Mr. Marsh. 
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STATEMENT OF WINSTON W. MARSH, EXECUTIVE SECRETARY 
AND GENERAL MANAGER, NATIONAL TIRE DEALERS & RE- 
TREADERS ASSOCIATION 


Mr. Marsu. Thank you, sir. 

My name is Winston W. Marsh. I am the executive secretary and 

ceneral manager of the National Tire Dealers & Retreaders Associa- 
tion. Our membership i is composed of tire dealers and retreaders in 
all 48 States who own their own business and are all basically small- 
husiness men. These members are not connected in any way with tire 
manufacturers, chainstores or other factory-type outlets for tires. 
The association is a nonprofit organization and is the only trade as- 
sociation which represents the independent tire dealers and retread- 
ersinthe country. ‘These small independent businessmen are engaged 
primarily in furnishing retail services incident to the sale of new and 
retreaded tires. 

The National Tire Dealers & Retreaders Association has pointed out 
many times in the past the vigorous competition which is prevalent 
between the independent tire dealer and the company-owned store. 

While fighting to maintain his competitive position, the tire dealer 
finds himself caught i in the very framework of the excise tax program. 
Under the present tax structure of 8 cents per pound on highway 
type tires, 9 cents ) pound on tubes and 3 cents pe rpound on high 
way-type tread ru »ber, the independent tire dealer has some 10 per- 


cent of his inventory investment, 7 percent of his accounts receivable 
and 7 percent of his total sales tied up without profit or even handling 


charges. 

The dealer must pay the tax in advance; that is, when he buys from 
his supplier. 

In contrast to this, company-owned stores do not have to pay their 
tax until after they sell the merchandise. These company-owned stores 
therefor have an advantage over their independent tire dealer com- 
petitor. 

The House Ways and Means Committee, which has sought to rectify 
this situation, has recommended that— 

The tax on tires and inner tubes should be levied at the time the tire or tube 

leaves the manufacturing plant or a warehouse within 20 miles of such plant, 
instead of at the time of the sale by the manufacturer. 
The intent here is to equalize the taxing of independent tire dealers and 
company-owned stores. This we have ur ged for 7 years. While this 
recommendation does encompass company-owned stores, it appears 
that it goes beyond the requirements of the situation and probably 
includes part of the industry which was not originally intended. 

As we stated before the Senate Finance Committee on May 18, 1956, 
we fear that as written this will materially decrease the number of 
warehouse points available to the independent tire dealer and thereby 
greatly increase his capital investment. With the larger tire dealers 
carrying as many as 800 different types of tires plus “tubes in stock, 
and with the introduction of the 14-inch tire, the inventory problem 
grows: even without considering the additional capital required to 
iinance the excise taxes. 

Desiring that there be an equality both in distribution and taxing 
procedures, we recommend that the tax on tires and innertubes should 
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be levied at the time of sale or at the time of shipment to a manufac. 
turer’s company-owned retail outlet. A manufacturer’s company- 
owned retail outlet is one which is a company-owned establishment 
offering tires and innertubes for direct sale to the vehicle owner, al- 
though some part of the business of the establishment might be classi- 
fied as wholesale. 

We will appreciate your thoughtful consideration of this tire-dealer 
recommendation. 

I would like to add my thanks for the opportunity of appearing. 

Mr. Esernarter. Thank you, Mr. Marsh. 

Are there questions? 

Evidently there are no questions, Mr. Marsh. Maybe the committee 
agrees with you. 

Mr. Marsu. I hope so. 

Mr. Esernarter. But I am not committing myself. 

Mr. Hertone. Mr. Chairman, we wrestled with this problem a great 
deal last year. 

Mr. Exsernarrer. That is true. 

Mr. Marsu. I would like to add again that we very much appre- 
ciate your interest in our behalf and the recommendation, I am sure, 
that the committee made was in all sincerity. However, I believe that 
it has just gone a little past that point and could cause some problem. 
I don’t think it would be a major adjustment to take it back to the 
right level. 

Mr. Esernarter. Thank you. 

That concludes our list of witnesses. The committee will stand 
adjourned until tomorrow morning at 10 o’clock. 

(Whereupon, at 3: 07 p. m., the committee was recessed, to reconvene 
at 10 a. m. Thursday, November 29, 1956.) 
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THURSDAY, NOVEMBER 29, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON Excise 'TAxEs OF THE 
ComMIrreeE oN Ways AND MEans, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a. m., Hon. Aime J. 
Forand, chairman of the subcommittee, presiding. 

Mr. Foranp. The committee will come to order. 

The first witness this morning is our colleague from New York, Hon. 
Edna F. Kelly. Mrs. Kelly, we know you very favorably but please 
identify yourself for the record. 


STATEMENT OF HON. EDNA F. KELLY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


Mrs. Ketry. I deeply appreciate the courtesy of the Ways and 
Means Committee of the House of Representatives in considering the 
necessity for the excise tax on handbags. 


This “necessity” is not defined in the sense of “unavoidable because 
compelled,” “inevitable,” or “requisite,” “an indispensable as the 
necessities of life” (Webster). 

Handbags, however, are a necessity to women. They are as needful 
as the pockets of men’s suits and for the same reason. They are not 
luxury items and they should be treated as any other items of wear- 
ing apparel. I hope the committee will look with favor on an amend- 
ment to section 4031 of the Internal Revenue Code of 1954, and that 
it will strike out that section of the law. 

Mr. Foranp. We thank you for your appearance and testimony, 
Mrs. Kelly. : 

Mrs. Ketuy. Thank you, Mr. Chairman. 

Mr. Foranp. The committee will hear next Mr. William R. Gard. 
Mr. Gard, come forward, please, and give your full name and the 
capacity in which you appear, for the purpose of the record. 


STATEMENT OF WILLIAM R. GARD, EXECUTIVE SECRETARY, NA- 
TIONAL ASSOCIATION OF MUSIC MERCHANTS, ACCOMPANIED BY 
EARLE CAMPBELL, CHAIRMAN, AND PEYTON FORD, COUNSEL 


Mr. Garp. Thank you, Mr. Chairman. 

Gentlemen, I am William R. Gard, of Chicago, IIl., executive secre- 
tary of the National Association of Music Merchants, an organization 
consisting of 1,100 members who are retail merchants of musical instru- 
ments throughout the United States. 
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Mr. Foranp. Will you also for the purpose of the record identify 
the men who are with you. 

Mr. Forp. I will, Mr. Chairman. I am Peyton Ford, attorney for 
the association for the purpose of this hearing, and this is Earle Camp- 
bell, who is chairman of the association. 

Mr. Foranp. You may proceed. 

Mr. Garp. I am also chairman of the Music Industry’s National 
Committee for Repeal of the Musical Instrument Excise Tax, com- 
posed of the following organizations: 

Music Educators National Conference 

National Federation of Music Clubs 

National Music Council 

American Band & Masters Association 

National Association of Music Merchants, Inc. 

National Piano Manufacturers Association of America 
National Association of Band Instrument Manufacturers 
National Association of Musical Merchandise Manufacturers 
National Association of Musical Merchandise Wholesalers 
Accordion Wholesalers of America 

National Piano Travelers Association 

On behalf of the music industry I wish to express our appreciation 
for this opportunity to be heard before your subcommittee. 

Being aware that the subcommittee has only a very limited time 
to devote to these hearings, and that there are others who wish to be 
heard, I shall be very brief, but with the request that the sincerity 
and urgency of our purpose not be measured by the brevity of our 
statement. 

The national committee wishes to address itself to the matter of 
the 10 percent manufacturer’s excise tax on musical instruments, which 
is imposed by section 4151 of the Internal Revenue Code of 1954, 
more specifically to the repeal or modification of that tax. 

My testimony may therefore be classified under a combination of 
the broad groupings of excise-tax rates and policy. 

The tax, now provided by section 4151 of the Internal Revenue 
Code of 1954, was imposed in 1941 apparently for a triple purpose: 
primarily to divert critical materials to implements of war and sec- 
ondarily to raise revenue and curb inflation. Since manufacturers 
were ordered, shortly after imposition of the tax, to cease produc- 
tion of any new musical instruments, quite obviously no significant 
revenue or inflation could result therefrom. The primary purpose, 
diverting critical materials, was served, but not so much by the tax 
as by the mandate. 

May I put in here that the 1954 Revenue Code lists musical instru- 
ments under entertainment equipment. This is an improper conno- 
tation, in that our products can only entertain following years of 
study and practice. They cannot of themselves entertain. 

Today, the tax may serve to provide revenue and curb inflation, 
but not to a degree commensurate with the harm done by the tax. 
The reason underlying the primary purpose of the tax, viz, diverting 
critical materials, has Jong ceased to exist, as there is no short supply 
of the materials that go into the manufacture of musical instruments. 

Since the tax can no longer be justified by its original and pri- 
mary purpose, it must be justified, if at all, on grounds of revenue 
and/or asa deterrent to inflation. 
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Although the tax is a real and deterrent burden to the music 
industry, the revenue derived from the tax is comparatively negli- 
gible, having averaged not more than $10 million annually since its 
imposition, which we daresay supports little more than the cost of 
its administration. 

We doubt that anybody could seriously contend that the demand 
for musical instruments has ever posed an inflationary threat or 
could make any significant contribution to inflation. On the con- 
trary, a talent for music is much too rare. A regulatory tax on 
musical instruments is too incongruous to warrant further discussion. 

Aside from the foreging factual reasoning, which leaves little or 
no present justification for the tax on musical instruments, there is 
a further and perhaps even more cogent reason why its repeal is 
long overdue. It is indefensibly discriminatory and presently ill 
advised. 

It is discriminatory because it taxes the implements of one of the 
basic arts to the exclusion of the others. For example, there is no 
tax on the paints, brushes, canvas, easels, drawing paper, or other 
implements of the artist. Why should the implements of one of the 
most ancient and cultural arts be taxed and the others exempt? Of 
course, we are not advocating that any of the implements and equip- 
ment of the other arts should also be taxed, but we do take the posi- 
tion, and strongly, that music should not be singled out to shoulder 
the tax, and we do propose that the discrimination be eliminated by a 
repeal of the tax. 

The tax is also discriminatory in the field of education. Learning 
to play a musical instrument is a phase of education, however spe- 
cialized it may be, and a survey made in 1955 by an independent sta- 
tistical firm, Robert F. White & Co., Chicago, Il., shows that over 
80 percent of musical instruments are purchased solely for educa- 
tional purposes. A survey made by our association in 1948 showed 
that 82 percent were sold for educational purposes. However, there 
is no tax on other implements of education, such as books, pencils, 
rulers, notebooks, manual-training tools, cooking utensils, et cetera. 

Somebody may promptly and correctly point out that the existing 
law—section 4152—exempts from the tax the musical instrumetns sold 
to any religious or nonprofit educational institution for exclusively 
religious or educational purposes. However, this exemption applies 
to approximately only 10 percent of the instruments sold; the great 
bulk of the instruments being purchased by musicians, students, chil- 
dren, or parents of children, who do not enjoy the exemption. More- 
over, as observed before, the implements of the other arts and educa- 
tion are not taxed regardless of who purchases them. 

The tax is also discriminatory in the field of employment. In no 
cther instance is there an excise tax on the basic tools of one’s trade. 
There is no justifiable reason whatever for making the musician as- 
sume this extra burden, or the several hundred thousand music teach- 
ers to whom an instrument is a necessity to earning their livelihood. 
_In adidtion to pointing out that the tax is unjustified as a prac- 
tical matter, and discriminatory, we stated that it was ill advised. 

It is presently ill advised because it is stifling, in principle at least, 
to a facet of education, and the continued development in this coun- 
try of one of the most cultural and enjoyable assets of civilization. 
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As we acknowledged earlier, talent for music is a rare blessing. It 
should therefore be accorded every opportunity and encouragement 
to develop, and not be retarded, however immeasurably, by an unjus- 
tified tax. Generally speaking, and without reference to educational 
benefits, the financial return from a musical vocation is pitifully small, 
so that most of those who choose it as a career do so with considerable 
devotion and sacrifice. However, the enjoyment of the people and 
the cultural enrichment of the Nation from the production and devel- 
opment of music is beyond monetary evaluation. 

We might add, as an aside at this point, that we believe that the 
constructive activity afforded by learning to play a musical instru- 
ment also provides a wholesome outlet for vouthful energy in helping 
to combat delinquency. We believe that it is more than coincidence 
that the Music School Settlement of New York’s East Side reported 
on its 25th anniversary that not 1 of the 30,000 children it had given 
musical education and training to ever came before a juvenile court 
on a delinquency charge. 

It has been said that if you teach a boy to blow a horn he will never 
blow a safe. 

For all these reasons, and particularly because we feel that the 
tax is discriminatory without justifiable basis or commensurate bene- 
fit, the National Association of Music Merchants respectfully requests 
and recommends that this subcommittee give favorable consideration 
to the repeal or modification of the excise tax on musical instruments, 
as would have been accomplished by H. R. 3745, sponsored by the 
Honorable Hale Boggs, of Louisiana, of this Congress. 

In conclusion, I should like to emphasize that I speak also as a 
representative of a relatively small business. The total sales of all 
our products at retail will approximate $410,500,000 this year. Favor- 
able consideration toward the tax burden we carry would most as- 
suredly be concrete evidence of our Government’s interest in the small- 
business men, in addition to anything you gentlemen could do taxwise 
to encourage the educational aspect of music. 

Mr. Foranp. Does that conclude your statement / 

Mr. Garp. Yes, sir. 

Mr. Foranp. Are there any questions ? 

Mr. Keocu. Mr. Chairman, I would like to ask Mr. Gard with 
respect to his reference to modification. I get the impression that you 
have been addressing yourself either to a repeal or modification of 
the existing provisions. I don’t note a specification of what your 
thought for modification might be. Have you any? 

Mr. Garp. No precise specification, sir. Some taxes have been re- 
duced by half, I believe, in the past. We would, of course, enjoy 
repeal, because we feel the educational benefits of music deserve it. 

Mr. Hertona. In that connection you think the total revenue derived 
from this tax is about $10 million a year ? 

Mr. Garp. Yes, sir. 

Mr. Hertona. You said that is barely enough to pay for the admin- 
istrative cost of collecting the tax. 

Mr. Garp. Yes, sir. 

Mr. Hertone. If that is the case, if it is cut in half we will lose $5 
million a year. 

Mr. Garp. Yes. It would pay even less. We tried to find out what 
the cost to the Treasury Department is to collect it, and they don't 
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know. We could not find out. It is a very small amount to get from 
a tax. 

Mr. Hertone. Thank you. 

Mr. Garp. Thank you, sir. 

Mr. Foranp. Are there further questions ? 

If not, we thank you for your appearance and the contribution you 
have made to the committee. 

Mr. Garp. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness is Mr. Anson Segur. Will you come 
forward, please? For the purpose of the record, will you give your 
name and the capacity in which you appear ? 


STATEMENT OF ANSON G. P. SEGUR, IN BEHALF OF TIRE MANU- 
FACTURERS DIVISION OF THE RUBBER MANUFACTURERS ASSO- 
CIATION, INC., ACCOMPANIED BY CHARLES W. HALLIGAN, 
TREASURER 


Mr. Srcur. My name is Anson G. P. Segur. I am sales manager 
of Lee Rubber & Tire Corp., Conshohocken, Pa. I will be assisted 
this morning by Mr. Charles W. Halligan, treasurer of the Rubber 
Manufacturers Association, Inc. 

I appear here on behalf of the Tire Manufacturers Division of 
the Rubber Manufacturers Association, Inc. I wish to express oppo- 
sition to the adoption by the House Ways and Means Committee of 
section 112, withdrawal of certain tires and tubes from warehouse, 
of bill H. R. 12298, 84th Congress, 2d session. I also desire to present 
tire manufacturers’ objections to section 121 of the same bill which 


amends section 4221 of the Internal Revenue Code by adding sub- 
paragraph (b), “one intermediate purchaser permitted.” 

Section 112 of the bill proposed to amend section 4071 of the 1954 
Internal Revenue Code by inserting after subsection (a) a new sub- 
section (b) which provides special rules for manufacturers who sell 
the retailers or at retail, parenthetical paragraph (2) : 


In the case of any other article, whichever of the following dates is the 
earlier : 

(A) the date on which it is withdrawn from the place at which it was 
manufactured or produced for any purpose other than for transfer to a 
warehouse located not more than 20 miles from such place, or (B) the date 
on which it is withdrawn from a warehouse located not more than 20 miles 
from such place for any purpose other than for transfer to another such 
warehouse. 

It is respectfully suggested that approval of this proposal would 
violate the principle that the excise tax is imposed when the article 
is sold and would represent a radical departure from the basic concept 
of an excise tax on sale since it proposes to assess the manufacturer 
for the tax long before a tire or tube 1s sold. 

Under “Regulations 46,” 1940 edition, relating to excise taxes on 
sales by the manufacturer, the liability for tax is established upon 
“sale, lease, or use of taxable article.” Under section 316.5 “When tax 
attaches,’ the regulations clearly establish that the tax attaches 
“when the title to the article sold passes from the manufacturer to 
a purchaser.” 

l'o change this point of tax liability to some other time than “when 
the title passes” would unjustly discriminate against the tire industry 
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alone of all manufacturing excise taxpayers by increasing the burden 
of financing the tax which the tire manufacturing industry now bears, 

During the 24-year period since the inception of the excise tax 
on tires and tubes, the tax has been collected in a most satisfactory 
manner “when title passes.” This has been accomplished also with 
a minimum of administrative problems both to the Internal Revenue 
Service and to the manufacturer. 

Apparently, the purpose of the contemplated amendment is to 
relieve a dealer of his presumed financial burden of carrying the tire 
excise tax in his inventory. In practice, however, the tire manu- 
facturer now carries the full burden of the tax for the dealer who, 
in most instances, does not pay the tax to the manufacturer until 
after he has made the sale to his customer. 

Currently, the manufacturer must pay the tire excise tax at the 
close of the month following the month in which the sale is made 
by him, really amounting to an average of 45 days after the sale. 
The manufacturer is not reimbursed for his tax payment until he 
collects from the dealer. Tire industry collection experience reveals 
that tire manufacturers do not collect from dealers on the average 
until 83 days after billing said dealers. Consequently, the manu- 
facturer is actually paying the tax to the Government on an average 
of 38 days before collecting the tax from the dealer. 

We feel that this point is so important that we have illustrated with 
this chart which I would like to show to you now. 

This broad gray line represents the average time in which the manu- 
facturer collects for the tires sold to the dealer. This top line which 
we have divided into 2 parts shows the manufacturer paying the tax 
on an average of 45 days after selling the tires to the dealer, and this 
light orange or red line shows the 38-day period that the manufacturer 
has before he is reimbursed by the dealer for his sale after the tax has 
been paid. 

Just as a sidelight, the industry retail survey shows that on the aver- 
age the dealer sells and collects from his customers for tires sold at 
retail approximately 75 days after he buys the tire from the manu- 
facturer. 

Furthermore, the proposed legislation would drastically interfere 
with current distribution, inventory, and production practices fol- 
lowed by tire manufacturers. In order to maintain a constant level 
of employment in tire factories, it is the practice of manufacturers 
to produce tires and tubes at as even rate as possible throughout the 
year. However, because sales to automobile manufacturers and to 
tire dealers are highly seasonal, production exceeds sales in certain 
periods of the year, requiring the accumulation of stocks in regional 
warehouses located near market areas. 

The proposed change in imposition of the tax would compel tire 
manufacturers either to tie up large amounts of tax cash in inventories, 
with attendant increased working capital requirements, or to attempt 
to avoid this by carrying all inventories within 20 miles of their 
plants. The result of such attempt would be either : 

(1) Sharp curtailment of service to customers due to building up 
inventories at plant locations rather than at strategic field points, or 

(2) A drastic reduction of overall inventories, causing both im- 
pairment of customer service and loss of factory employment from 
the resulting interruptions of work schedules. 
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It is quite apparent from a reading of the discussions of the Forand 
committee in executive session that the proposed amended legislation 
is designed to correct a supposed inequity against tire dealers which, in 
fact, does not exist. Moreover, it is suggested it would create more 
inequities than it would cure. This proposal: 

(1) Discriminates against and penalizes tire manufacturers as con- 
trasted to manufacturers of other taxable articles where the tax liabil- 
ity would continue to accrue at the point of sale. 

Mr. Foranp. Right there may I interrupt. I would like you to 
explain the paragraph on page 3 where you state: 

It is quite apparent from a reading of the discussions of the Forand com- 
mittee in executive session * * * 

Where did you get the information that comes out of our executive 
session ? 

Mr. Secur. Charlie? 

Mr. Hatxiaan. I am not sure. It was in printed form, the hear- 
ings. Whether it is executive session 

Mr. Secur. Then Iam sorry for that mistake. 

Mr. Foranp. Then you wish to correct that in your statement—— 

Mr. Secur. Yes. 

Mr. Foranp. Because if there is anything coming out of the execu- 
tive sessions I would want to know about it. 

Mr. Seeur. I would think you would. 

Mr. Foranp. You may proceed. 

Mr. Secur. (2) Is designed to equalize a supposed inequity as be- 
tween tire dealers and tire manufacurers’ retail stores. However, 
tire dealers are not actually tire-excise taxpayers to the Government 
and do not actually carry the financial cost of the tax. As a part of 
their regular credit terms, tire manufacturers, who are actually the 
taxpayers, now carry the financial cost of the tax for an average period 
of 38 days before being reimbursed by the dealer. 

(3) Raises the cost of distribution to tire dealers, especially to those 
thousands of small dealers who are most dependent on manufacturers’ 
wholesale branches for the service they require to be competitive. 

(4) Arbitrarily penalizes tire manufacturers whose sales are limited 
to distributors and dealers through wholesale outlets and who do 
not have company-owned retail stores or multiple plants. 

While the effect of the proposed legislation would be highly detri- 
mental to large tire manufacturers it would be extremely burdensome 
to the small manufacturer who has only a single munafacturing plant. 
The large manufacturers have plants at strategic points throughout 
the country and so would continue to have some geographical distribu- 
tion of inventories by virtue of these plant locations. However, the 
manufacturer with a single plant would either have to carry the added 
burden of tax-paid inventories at his present strategic distribution 
points, or would have to give up all distribution points and distribute 
countrywide from his single plant location. 

Again with your permission I would like to illustrate the type 
of distribution which a small single plant could require. In this case 
I have used our own company, which is a small single-plant company. 
There are over 100 warehouse points on that map. It would be im- 
possible for us to service 48 States without at least that field distribu- 
tion, and I might say, being a sales manager, I would be very happy 





248 EXCISE TAXES 


to see more warehouses than we are able to show on that chart today. 

(5) Raises the cost of carrying inventory to stabilize production, a 
factor of major interest to tire companies’ employees. 

(6) Creates an unduly wasteful administrative burden for the In- 
ternal Revenue Service and for industry in establishing the tax based 
on shipments from factories or warehouses within 20 miles of a factory 
as compared to the simplicity of a tax based on the passing of title. 
This entirely new method of accounting for the tax will impose ad- 
ditional burdens upon Internal Revenue Service in establishing the 
tax base as well as in the examination and verification of tax returns 
on tires and tubes moving back and forth within a 20-mile radius. 
Additional clerical help will be required by both the Service and 
manufacturers. A complete change in accounting methods is un- 
avoidable. 

In order to balance tire inventories geographically, it is constantly 
necessary to transfer tires from one inventory location to another. 
The recommendation under consideration would impose the tax at the 
time of the first shipment from the manufacturing plant or the nearby 
warehouse point. ‘The determination of tax liability on tires that have 
been transshipped from without to within the 20-mile limit due to 
the needs of servicing accounts, inspections and balancing of inven- 
tories will necessitate burdensome recordkeeping and require numerous 
refund claims to the Internal Revenue Service. 

Because of the intolerable and unnecessary financial and adminis- 
trative burdens that would be placed on tire manufacturers by the 
adoption of this obviously discriminatory recommendation with 
respect to tire and tube excise taxes and in view of the fact that it would 
not relieve tire dealers of a generally nonexistent tax burden on inven- 
tories, we submit that the Committee on Ways and Means, in all fair- 
ness, should reject this proposed amendment of the revenue code. 

However, should the committee conclude that the 1954 Internal 
Revenue Code should be amended, then it is respectfully suggested that 
through the following phraseology this can be accomplished with the 
least interference with the tire industry’s normal and long-established 
distribution pattern. 

By inserting in the code new material to be known as section 
4071 (b): 

SHIPMENTS TO COMPANY-OWNED RETAIL STORES.—For the purpose of imposition of 
the taxes provided in section 4071 (a), a tire or inner tube shall be deemed to be 
sold by a manufacturer when shipped from the factory or warehouse of the manu- 
facturer to its company-owned retail store. 

In making this suggestion, however, I should like to reiterate the 
tire industry’s contention that such legislation discriminates against 
and penalizes tire manufacturers as contrasted to manufacturers of 
other taxable articles whose tax lability would continue to accrue at 
point of sale. 

In the foregoing statement tire manufacturers have outlined their 
reasons for objecting to the proposed so-called 20-mile limit. They 
have also clearly stated why they believe no legislative action at all is 
needed in this situation. However, should the committee continue to 
be impressed with some necessity for changing the existing regulations, 
it is hoped it will adopt the foregoing practical substitute suggested 
by tire manufacturers for the impractical 20-mile limit contemplated 
by the proposed bill. 
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Mr. Chairman, with your permission I would like to make a few 
additional remarks for the record which are not parts of the prepared 
statements furnished the committee. 

It has been suggested that some members of this committee may feel 
that manufacturers might attempt to avoid payment of the tax at the 
time a tire is shipped from a plant or wholesale warehouse to a com- 
pany-owned store by establishing a warehouse in close proximity to 
each of their stores. 

This would not be done for the following plain good business 
reasons: 

1. Retail stores are located in high-rent districts while ordinarily 
warehouses must be located in the outlying low-rent districts of a city 
in order to distribute tires on an economical basis. 

2. The cost of relocating warehouses could never be justified by the 

small saving which circumvention of the proposed legislation would 
vield. 
* 3. Most important of all, additional handling of the tire would be 
required in order to make the circumvention possible. A current in- 
dustry survey disclosed that the average cost per tire for wholesale 
warehousing, including handling in and out, is 36.6 cents per tire. 
We estimate that the average interest on investment for tire excise tax 
is about 2 cents per tire and it is obvious that no businessman is going 
to aaa 36 cents per tire to save 2 cents per tire. 

This concludes my statement concerning the so-called 20-mile limit 
proposal. The members of the committee at this time may have some 
questions concerning this before I continue with tire manufacturers’ 
views on a different proposal. 

Mr. Foranp. Are there any questions? 

Mr. Krocu. I would like to ask Mr. Segur a few questions, Mr. 
Chairman. 

Mr. Foranp. Mr. Keogh. 

Mr. Krocu. Mr. Segur, do you appear here on behalf of just the 
Lee Rubber & Tire Co. ? 

Mr. Seaur. No; on behalf of the tire division of the Rubber Manu- 
facturers Association. 

Mr. Krocu. How many members are there of that association ? 

Mr. Secur. There are, I believe—and I would have to furnish you 
the exact figure—18 members. 

_ Mr. Keroer. I wonder, Mr. Chairman, if I might ask that Mr. 
Segur include the list of those members in the record with his state- 
ment. 

Mr. Secur. We would be very glad to. 

Mr. Foranp. Without objection that will be done. 

(The information requested is as follows:) 


MEMBERS OF TIRE MANUFACTURERS DIVISION, THE RUBBER MANUFACTURERS 
ASSOCIATION, INC. 


Company and address: 
Armstrong Rubber Co., West Haven, Conn. 
Armstrong Tire & Rubber Co., Natchez, Miss. 
Carlisle tire and rubber division of Carlisle Corp., Carlisle, Pa. 
Dayton Rubber Co., Dayton, Ohio 
Dunlop Tire & Rubber Corp., Sheridan Drive and River Road, Buffalo 7, N. Y. 
Firestone Tire & Rubber Co., Akron, Ohio 
General Tire & Rubber Co., Akron, Ohio 
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The B. F. Goodrich Co., Akron, Ohio 

Goodyear Tire & Rubber Co., Akron, Ohio 

Kelly-Springfield Tire Co., Cumberland, Md. 

Lee Rubber & Tire Corp., Conshohocken, Pa. 

Mansfield Tire & Rubber Co., Mansfield, Ohio 

Frank G. Schenuit Rubber Co., Baltimore, Md. 

Seiberling Rubber Co., Akron, Ohio 

United States Rubber Co., 1230 Avenue of Americas, New York 20, N. Y. 

Mr. Kroeu. What is the method of distribution employed by the 
Lee Rubber & Tire Corp., Mr. Segur ? 

Mr. Secur. We distribute directly through our branch warehouses 
to either distributors or dealers, dealers in the sense of retailers selling 
directly to vehicle owners, or distributors in the sense of selling to 
dealers who in turn retail the tires to vehicle owners. 

Mr. Keoeu. In other words, you have no company-owned retail 
outlets ? 

Mr. Sxecur. No; we don’t. 

Mr. Krocu. What percentage of the production of the tire industry 
is distributed by the manufacturers through independent retailers as 
compared with the percuniage that is distributed through company- 
owned retail outlets ? 

Mr. Sreeur. Of course some of that information is fairly confiden- 
tial. It seems to me that in the record of Dr. Smith’s testimony before 
this subcommittee last year he furnished some figures which I believe 
came from the Bureau of the Census, and I think the company-owned 
stores accounted for about 6 percent of the business. The balance 
of the business does not necessarily all go to independent dealers 
because some of it went through mail-order houses. The only figure 
that I have in mind is the approximately 6 percent through company- 
owned stores. 

Mr. Keroeu. In connection with your statement concerning the 
average period that runs before payment is received, that period is 
the result of the credit terms that are extended by manufacturers to 
the retailers ? 

Mr. Szeur. That is right. 

Mr. Krocu. Those terms of course are subject to change, aren’t 
they ? 

Mr. Seeur. Yes; in the sense that there is no forward commitment 
about what we are going to do next year, you are quite right. How- 
ever, in practice, if I may add this, the industry as a whole has what 
they call either spring dating or winter dating covering shipments in 
November, December, and January of each year. The November 
and December shipments carry payment terms of March, April, and 
May. The January shipments carry payment terms of April, May, 
and June. 

Mr. Krocu. But generally speaking that is a privilege that is given 
to the customer rather than a right that he has? 

Mr. Secor. It is very definitely a privilege and not a right. How- 
ever, I would like to say that the practice has been going on for so 
many years it has almost become a right. 

Mr. Koen. I wonder, Mr. Segur, if you would be good enough to 
elaborate on the point you make on page 4, that the proposal of the 
subcommittee arbitrarily penalizes those manufacturers whose sales 
are limited to distributors and dealers through wholesale outlets and 
who do not have company-owned retail outlets or multiple plants. 
That would be the Lee Rubber & Tire Corp., would it not? 
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Mr. Secur. I think the point we are making there, Mr. Keogh, is 
the fact that the companies that do not have their own retail outlets 
are by and large the small single-plant companies, and while it may 
not be great—I believe it is—the companies that have their own retail 
outlets by and large have 4 or more plants and they would have 4 or 5 
depending upon the number of plants, of tax-free points to warehouse 
tires for distribution to their trade. 

Mr. Kroon. As a matter of fact, when a manufacturer distributes 
through company-owned retail outlets, the manufacturer’s excise tax 
is, according to your contention, paid when title passes, is it not? 

Mr. Szeur. With one exception. When a manufacturer ships to 
his own retail outlet the tax is not paid until the tire is sold by that 
retail outlet. The title doesn’t pass until that time. 

Mr. Kroenu. That is the exception that I made, wasn’t it? 

Mr. Secur. Yes. I guess I got the wrong inference, Mr. Keogh. 
I thought you meant when it moved to the retail store. 

Mr. Krocu. When that happens the tax becomes payable when the 
sale is made to the consumer ¢ 

Mr. Seeur. Yes, sir. 

Mr. Keroeu. So in effect that which started out to be a manufac- 
turer’s excise tax becomes a sales tax, doesn’t it ? 

Mr. Seeur. It would in that case; yes. 

Mr. Krocu. So you are destroying the basic concept that this is 
a manufacturer’s excise tax, aren’t you? 

Mr. Sreur. Again talking about sales through a company-owned 
retail store. 

Mr. Kroeu. Yes. If I change my illustrated case I will give you 
notice. 

With respect to the proposed change which you make on page 6 
of your statement, are you not in effect suggesting a fictitious date 
of passing of title? 

Mr. Sxeur. Unfortunately, Mr. Keogh, I am not either an attorney 
or a tax expert. I think probably that is correct. As I see it, what 
we are aiming at is to wipe out a supposed inequity between the 
company-owned retail store and the independent-owned retail store. 

Mr. Kroeu. Was that not the objective or the apparent objective 
of the subcommittee, too? 

Mr. Srcur. That is what we feel it is. 

Mr. Kroeu. In that regard you are in agreement with the sub- 
committee, aren’t you? 

Mr. Srecur. Yes, sir; we are. 

Mr. Kroeu. You are here conceding that there is an inequity that 
exists between the method of distribution through company-owned 
retail outlets and what might be described as the normal method of 
distribution through independent wholesale outlets, are you not? 

Mr. Secur. Not to play on words, Mr. Keogh, I am not conceding 
the point. I feel that the average independent dealer is not reim- 
bursing his manufacturer-supplier for the tax until after he has col- 
lected from his customer in most instances. What I am saying is 
that apparently the committee feels that there is an inequity inasmuch 
as independently owned and operated retail stores do have the tax 
= its inventory whereas the company-owned retail store does not 

ave, 
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I will be quite frank in saying that I know that one company now, 
which operates a great number of their own retail stores, are paying 
the tax on those shipments voluntarily. 

Mr. Keocnu. That leads me to this point. Excuse me. Had you 
finished ¢ 

Mr. Secur. No. Whether that concedes the inequity exists or not, 
I don’t know. Quite frankly and for the record I can’t concede that 
the inequity does exist. I realize that there is a feeling that it is 
there. Our proposal we think is a solution to that feeling on the part 
of the subcommittee. 

Mr. Keocu. That is my point. The solution that you suggest, to 
me at least, is based upon assuming that title passes when the article 
is shipped from the factory or warehouse of the manufacturer to the 
company-owned retail store, and I contend that that is not a passing of 
title. 

Mr. Secur. I don’t think it is, either. 

Mr. Kroeu. I gathered from your statement in the main that your 
objection to the subcommittee’s recommendation is based largely on 
the fact that it contemplates a change of the usual test, which is, has 
title passed? So I cannot quite understand how you can argue 
against the subcommittee’s recommendation on one ground and then 
make a suggested solution that is based precisely on the same ground. 
However, that is more argumentative than a question. 

Mr. Secur. Would you like me to talk to that for a minute, Mr. 
Keogh ? 

Mr. Mason. Before the witness proceeds to his other point, it seems 
to me the impression is that you agree that there is an injustice or an 
inequity, that you agree with the committee in its objective to get rid 
of that inequity, but you don’t agree with the method that he com- 
mittee has tentatively approved for getting rid of that inequity. Is 
that the point? You have another method of getting at that objective. 

Mr. Srecaur. Mr. Mason, let me answer that two ways. I think in 
answering you I will be talking to Mr. Keogh’s point too. 

Mr. Mason. I am trying to clear up the difference between you and 
Mr. Keogh. 

Mr. Srecur. As I see it, we could have appeared here today and said 
we are getting away entirely from the principle of an excise tax 
being paid when title passes—period. Just stop there. It is wrong. 
It is evil. Or whatever we wanted to say. Perhaps that is what we 
should have done. On the other hand, we—and when I say “we” I 
mean the industry—are completely aware of the fact that there is a 
feeling on the part of the subcommittee that there is an inequity 
between company-owned stores and individually owned retail stores. 

It would appear that we have gotten ourselves in to something of a 
box between; No. 1, our statement which we believe in that excises 
should be paid when title passes; and No. 2, our practical knowledge 
or practical belief, I had better state it that way, that the subcommit- 
tee feels that there is an inequity and that they want to iron that 
inequity out. 

Quite honestly, stating my own position on the matter, it appears 
that the subcommittee does feel that the inequity is there. They 
feel they should do something about it. They are certainly aware 
that one major company with retail stores has in a sense conceded the 
point by paying the tax on shipments to their retail stores. They 
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have fired at this target with a shotgun instead of a rifle. They have 
gone afield from talking about retail stores and wholesale warehouses. 
' Mr. Kroeu. Mr. Chairman, if my friend will yield —— 

Mr. Foranp. Mr. Keogh is recognized. 

Mr. Krocu. Lest I appear to be more intolerant than I am, I hasten 
to assure you that I am conscious of the proposals that have been forth- 
coming from some of the manufacturers in an effort to solve this 
problem, and I want to join in those who commend you for those efforts 
that you are making. 

Mr. Sreur. Thank you. 

Mr. Krocnu. At least I am delighted to know that you concede that 
there is a problem that deserves attention and the best solution. 

Mr. Seeur. Thank you. 

Mr. Foranp. You may continue. 

Mr. Secur. I would like now to refer to section 121 of bill H. R. 
12298. This section proposes to amend section 4221 of the Internal 
Revenue Code by adding subparagraph (b), “one intermediate pur- 
chaser permitted.” 

Tire manufacturers believe this section 121 should be deleted from 
the proposed bill for the following reasons: 

1. It would be impossible for the manufacturers to obtain the exemp- 
tion certificates or other proof of exempt sales from the dealers and 
service stations who are authorized by this section to make tax-exempt 
purchases and sales. The manufacturers will not have any effective 
means of requiring dealers and service-station operators to furnish 
such certificates, nor adequate protection against loss resulting from 
intermediate purchasers who cannot meet their financial obligations, 
cannot Sernich such proof, or change ownership, et cetera. 

2. ‘The proposed amendment will provide means for the intermedi- 
ate purchaser to buy tires and tubes free of tax and place the burden 
of obtaining the tax-exempt proof on the manufacturer when the 
burden should be on the purchaser who buys tax exempt. 

3. The present method of providing for tax credit or refund through 
the manufacturer or tax-exempt sales has operated satisfactorily for 
the Internal Revenue Service and the manufacturers for many years. 
It would be preferable to continue the present practice. 

4. As an alternative, tire manufacturers suggest making the inter- 
mediate purchaser responsible to the Internal Revenue Service for the 
burden of sustaining proof of exempt sales. This procedure conforms 
to the general practice of holding the tax-free seller directly respon- 
sible for the proof of the tax-free sale. 

Mr. Foranp. Does that conclude your statement, Mr. Segur ? 

Mr. Secur. Yes, sir. 

Mr. Foranp. Are there further questions? 

Mr. Jenxrns. I would like at this point to insert in the record a 
statement of the Goodyear Tire & Rubber Co. of Akron, Ohio. 

Mr. Foranp. Without objection, it is so ordered. 
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(The statement referred to follows :) 


Tue Goopyear Tire & RvuBBER Co., 
Akron, Ohio, November 28, 1956. 
Subject : Excise tax on tires and tubes. 
Hon, AIME J. FORAND, 
Chairman, Subcommittee on Excise Tazes, 
House Ways and Means Committee, Washington, D.C. 


Deak Sire: This statement concerns provisions of H. R. 12298 requiring the 
payment of the excise tax on tires and tubes at the time of shipment by the 
manufacturer to a warehouse located more than 20 miles from the place of 
manufacture. 

We have been told the purpose of this language is to make sure that tires 
and tubes in retail stores owned by tire manufacturers are tax paid the same 
as similar tires in the hands of retail tire dealers. At the present time the tax 
attaches to the tire when it is sold. For the dealer his tire was taxed when he 
bought it. In the manufacturer’s store the tax does not apply until sold. This 
is said to be prejudicial to the dealer. The amount of tax paid is not changed, 
but merely the time of payment. 

The proposed legislation is entirely unnecessary to accomplish the desired 
purpose and would operate to complicate the distribution of tires to auto 
manufacturers, wholesalers, retailers, and consumers. It would seriously affect 
manufacturers who have no retail stores of their own. Great amounts of 
paperwork serving no useful purpose would be required. 

To help the committee judge the relative importance of making a change 
in the law and to choose the most desirable method of accomplishing the desired 
end, we offer the following facts and observations. 

Of the twenty-odd manufacturers of tires, only three own and operate retail 
stores on a large scale. Firestone has some 700 such stores and Goodrich and 
Goodyear about 500 each in the United States. The great preponderance of their 
replacement tire business is done through independent tire dealers to whom they 
sell for resale. Each of these companies sells tires to auto manufacturers for 
original equipment on new cars. 

Goodyear consumer tire sales are made by some 50,000 retail tire dealers 
under contract with the company or with our dealers. There are probably 
another 25,000 retail outlets handling Goodyear tires who are not under such 
contract. Our retail stores also sell to consumers as well as to other retailers. 

A large part of all consumer tire sales are made in three summer months. 
This calls for production in excess of sales in the other months and the 
warehousing of tires at strategic places throughout the country having in mind 
market demands. 

Possibly 7 percent of all consumer tires are sold by retail stores owned by 
manufacturers. These stores also sell to other retailers for resale. This 
percentage is no greater today than 25 years ago. The record of hearings of this 
subcommittee shows that in 1947 these company-owned stores did 5.8 percent of all 
replacement tire business. 

In any trading area where we have energetic and effective selling of our tires 
by an independent dealer, Goodyear prefers that kind of distribution. For 
example, in Winchester, Va., we have very good distribution through such a 
dealer, and we do not have our own store there. 

Tires are sold to dealers on deferred payment plans. For example, a tire 
delivered to a dealer in January is paid for one-third on April 10, one-third on 
May 10, and one-third on June 10. Other deferred payment schedules are ap- 
plied during the year. 

On a tire sold and delivered to a dealer in January, the manufacturer pays 
the tax before March 1. Thus on the average the Government carries the tax 
for 45 days. Rubber industry people agree that an average of 83 days elapses 
between delivery to a dealer and payment by a dealer. Thus the tire manu- 
facturer carries the tax for the next 38 days on an average. Obviously very 
many of his tires are sold by the dealer before he pays for them. 

The tax on a popular priced passenger tire at 8 cents per pound is about $2. 
At 6 percent interest the carrying charge on this tax would be 12 cents per year 
or 1 cent per month. Insurance cost might add one-twentieth of a cent to one- 
tenth of a cent per month. These items are the measure of the disadvantage 
per month per tire which the dealer bears versus the company-owned store. 

Considering the impact of interest on tax and insurance on tax together with 
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deferred payment by the dealer, it appears that the burden of these items for 
a dealer who sells a passenger tire 90 days after purchasing it amounts to 9 
days interest or three-tenths of a cent plus insurance cost of another three-tenths 
of a cent or less making a total of six-tenths of a cent with respect to that tire. 

If he sold the tire after 4 months, this penalty would grow to 1% cents and 
inerease 1449 cents each month thereafter. If sold in less than 90 days the 
burden on the average would be negligible—say one-fifth of a cent. 

In the ease of a large truck tire (10:00 by 20) the tax would be $8.58 and 1 
month interest on this would be 4.3 cents. The list price to a consumer is $180 
for this tire. 

In this ease the added cost by reason of tax paid if the tire is sold by the dealer 
at the end of 90 days would be less than 2 cents to cover interest and insurance. 
Is the differential in tax treatment of a degree that calls for a revamping of 
administrative procedures and practices? 

In May of 1956, Goodyear stated in a letter to Chairman Forand of your com- 
mittee that Goodyear has no objection to payment of the tax at the time of 
shipment to our retail stores. The present method of assessment and collection 
is of great convenience to the Government. The advantage to a Goodyear store 
is only in the amounts above indicated which we consider negligible. 

We suggested to Mr. Forand that if the Congress were determined to remove 
this difference in tax treatment then this could be accomplished by providing 
in the law that the tax should apply at the time of sale by the manufacturer or 
at the time of shipment to a retail store owned by such manufacturer, which- 
ever shall first occur. Such shipments to stores are now treated as sales in our 
internal accounting and we can readily compute this tax. 

We understand there is a fear by some that tire manufacturers would establish 
and maintain warehouses in cities where they also had retail stores in order to 
defer the payment of the tax on tires. Therefore, the proposal to levy the tax 
when shipped more than 20 miles from the factory was inserted in the bill. 

In one northern city it costs Goodyear 714 cents handling charge to put a pas- 
senger tire in and take it out of a warehouse excluding trucking to and from. 
It costs 7% cents per month to keep it there. This does not cover the paper- 
work involved in keeping track of what was put in and taken out, nor the addi- 
tional shipment by truck in taking out. Often this paperwork costs more than 
the physical handling. 

Here the cost of warehousing a passenger tire for 1 month would be 15 cents 
plus cost of paperwork and extra trucking which would run it to more than 
20 cents. The advantage gained in interest and insurance in deferring the tax 
would only be 1.1 cents. No one is going to spend 20 cents to save 1 cent. Is 
it not obvious that manufacturers could not afford to establish warehouses 
near retail stores in order to defer the tire tax briefly? 

In the case of a truck tire, the handling cost would be 30 cents plus 14 cents 
per month for storage. Thus some 44 cents plus cost of paperwork and extra truck- 
ing would be incurred. Only 434 cents in interest and insurance on tax would 
be involved. 

The cost figures given are not extreme. We have some higher and some 
lower. The average cost per tire (all sizes) of warehousing corresponds with 
the figures given. 

Stated differently it requires roughly three-fourths square foot of floor space 
to store a passenger tire. The average cost of such space including necessary 
office and shipping area is 4 cents per month without anything for handling or 
extra trucking, heat and light, or paperwork. Compare this with the 1.1 cents 
advantage from deferring the tax. 

A manufacturer would gain no advantage however small unless his ware- 
house were in the same premises or so close to the retail store that no rehandling 
or paperwork would be involved in the retail operation. Retail space costs 
much more than warehouse space. We could not afford to pay the retail price 
for wholesale space. 

Moreover, our warehouses are primarily wholesale establishments main- 
tained for the supply of the thousands of dealers scattered throughout the 
country who sell the great bulk of our tires to consumers. These warehouses 
are strategically located to serve this purpose. It would be an unnecesary 
expense and procedure to have other warehouses to supply our own stores. 

We have some five factory warehouses in this country. Bach stocks mer- 
chandise of many kinds such as tires and tubes, mechanical goods, belting, shoe 
soles and heels, fire hose, air hose, electrical appliances, and what not for ship- 
ment to automobile manufacturers, to our wholesale warehouses, to shoe manu- 
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facturers, to bicycle manufacturers, to airplane manufacturers, ete. Some ship- 
ments are made to retail dealers and our stores, but these mainly come from our 
wholesale warehouses. In the Akron area, Goodrich have their factory ware- 
house in Akron. General Tire is within 5 miles of Akron. Firestone and Good- 
year factory warehouses are at Brook Park, a suburb of Cleveland, which is 
somewhat more than 20 miles from Akron. Two of the companies would have 
tax-free tires in stock and two would not. 

Goodyear at Brook Park will store tires made in Gadsden, Ala., and Jackson, 
Mich., for delivery to automobile manufacturers who will claim refund of the 
tax. 

Goodyear’s factory warehouse at Gadsden, Ala., is close to the factory there. 
It will store tires made at Gadsden not yet taxable. It will also have tires 
made at Akron, at New Bedford, Mass., and at Topeka, Kans., all taxed. Con- 
fusion in shipping, in paperwork and in auditing by the Government of ship- 
ments from such a commingled stock would seem to be inevitable. 

We ask that you give the subject matter your earnest attention. We sug- 
gest that you may find the differential in tax treatment as between retail dealers 
and company-owned stores to be so inconsequential in actual practice as to not 
warrant a revamping of the law and resulting complication of administrative 
procedure. 

If, however, your committee is determined to make a change, the desired 
result can be had by having the tax apply when shipments of tires are made 
by a manufacturer to a retail store he owns or operates or to the premises 
thereof. 

Very truly yours, 
R. H. MINER, 
Assistant Secretary. 


Mr. Foranp. The next witness is Mr. Joseph V. Heffernan. Will 
you come forward, please, sir, and give your name and the capacity in 
which you appear for the record. Also please identify the gentleman 
who accompanies you. 


STATEMENT OF JOSEPH V. HEFFERNAN, VICE PRESIDENT, NA- 
TIONAL BROADCASTING CO., ACCOMPANIED BY LAWRENCE W. 
KEEPNEWS, OF COUNSEL 


Mr. Herrernan. Mr. Chairman and gentlemen of the subcommittee, 
my name is ae V. Heffernan. lama vice president of the National 


Broadcasting Co., which has been in the business of broadcasting 
for 30 years, I am accompanied today by Mr. Lawrence Keepnews of 
counsel. 

Mr. Foranp. Proceed. 

Mr. Herrernan. We appreciate this opportunity to come here and 
state our position. We believe this hearing can serve a most con- 
structive purpose in developing the need for action in an area that is 
vital to the public—the elimination of the excise tax on all-channel tele- 
vision receivers, as recommended by the Senate Interstate and Foreign 
Commerce Committee. 

This action is needed, not as an aid to broadcasters or to television- 
set manufacturers. It is needed as an aid to the public—because the 
public has a vital stake in obtaining the most effective nationwide 
television system—a system based on a multiplicity of television 
stations. 

The development of such a system has been declared by the Federal 
Communications Commission to be the national policy. That policy 
is being frustrated, however, because of handicaps which stand in 
the way of the growth of UHF. The elimination of the excise tax on 
all-channel television receivers will remove a principal handicap. 





EXCISE TAXES 257 


That is the reason such action has been strongly recommended by the 
Senate Interstate and Foreign Commerce Committee. We join in that 
recommendation. 


THE NATURE OF THE PROBLEM 


Until 1952 television broadcasting was based on the use of 12 VHF 
channels, as compared with more than 100 channels in radio, It 
was recognized that 12 channels were not sufficient to permit the de- 
velopment of a nationwide competitive system, with an adequate 
number of stations in the various communities of the country. How- 
ever, because of the scarcity of frequencies in the spectrum and the 
needs of many other services—including the military—for frequencies, 
it was not possible to make more VHF channels available for television 
broadcasting. 

In 1952, the Federal Communications Commission, after several 
years of study, sought to meet the problem by authorizing the use of a 
new area of the frequency spectrum for television broadcasting. This 
is the UHF band, and 70 UHF channels were allocated to broadcasting. 
With the 12 VHF channels, plus the 70 UHF channels, a basis was 
provided for a nationwide competitive system, and many expected 
that hundreds of UHF stations would soon go into operation. Indeed, 
under the FCC’s allocation plan, provision was made for 1300 UHF 
stations. 

This expectation has not been realized. Only 91 UHF stations (a 
bare 7 percent of the number contemplated under the FCC plan) are 
in operation today. A large number of other UHF stations which 
commenced broadcasting have abandoned their operation, and an 
even larger number of UHF grantees have not proceeded with the con- 
struction of the stations for which they have been authorized. As a 
result, the potential of a nationwide system based upon a multiplicity 
of stations 1s not being realized, and the public is being deprived of the 
benefits such a system would provide. 

How did this situation come about? The problem is rooted in the 
history of television development, but it is a problem which has a 
solution. 

When the first UHF stations went into operation, there were already 
21 million VHF sets in the hands of the public. None of these sets 
could receive UHF. A UHF broadcaster entering the field in areas 
where VHF was established had to build up an audience from scratch, 
in competition with VHF stations which had an existing audience. 
To receive the UHF service at all, members of the public had to equip 
themselves with all-channel receivers, or had to convert their VHF 
sets to receive the UHF signals. In both cases, additional cost was 
involved, because an all-channel receiver contains more components, 
is more expensive to manufacture, and therefore the price to the con- 
sumer is higher than for a comparable VHF-only set. 

This price differential was a deterrent to the development of UHF 
circulation through purchases of sets capable of receiving UHF. 
Without substantial demand for all-channel receivers, most set produc- 
tion continued to be VHF only. And this in turn limited the growth 
in the number of UHF stations, and also limited the success of UHF 
stations which managed to get on the air and maintain operations. 

18 
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Thus we have in UHF a vicious circle. Without audience—or 
circulation, as it is called in the trade—a UHF station is starved for 
revenue. But revenue is the very thing the station needs to provide 
good programs, meet the competition of other stations, and build 
more circulation. 

This vicious circle which limits the development of UHF has 
intensified in its effects in deadening the growth of television broad- 
casting. The disparity in circulation between VHF and UHF has 
increased each year. The greater that disparity becomes, the greater 
the handicap television has to overcome if it is to expand in the only 
area available for a broad expansion—the UHF. 


SIGNIFICANCE OF THE TAX PROPOSAL 


In urging elimination of the tax on all-channel sets, the objective 
is to make such receivers competitive in price with VHF-only re- 
ceivers, so that the circulation handicap under which UHF broad- 
casting has labored would progressively diminish. 

If such tax action were taken now, the very prospect of the resulting 
increase in UHF circulation would give a big lift to the development 
of UHF. There would, of course, be some revenue loss, but there 
are these points which in our view more than outweigh the loss. 

The first is the tremendous help which excise tax action would give 
to the preservation of UHF as a critically scarce national resource 
since it is only through:the preservation of UHF that the people o 
this Nation can have the extensive television service which they need 
and deserve. 


This — depends in turn on the complexities of frequency alloca- 


tion and frequency scarcity, which are a specialty of the Federal Com- 
munications Commission and the Senate Interstate and Foreign 
Commerce Committee. That committee has general legislative juris- 
diction in this area but not of course jurisdiction in respect to tax 
matters. The members of that committee have already demonstrated 
that they are aware, and we hope they will convince this subcommittee 
as well, of the vital public considerations which establish the need 
to help UHF. 

We refer to public consideration favoring excise tax action because 
they are and should be stated as public considerations. The relief 
is not sought to help manufacturers. Nor is it sought to help broad- 
casters as such. It is sought to help the public get the kind of 
television service it can get in only one way—the preservation and 
growth of UHF. 

Such relief would of course have the incidental effect of helping 
some broadcasters—those on UHF. But as it does, as it helps them 
and the many other television broadcasters who would take to the 
air if the circulation problem of UHF gave promise of easing—as it 
helps them become established and profitable operators, it provides 
an offset to the revenue loss in excise tax relief through the revenue 
gain in corporate income tax collections. 

We feel the record is fully made on the plight of UHF broad- 
casting. In its recent report, the Senate committee stated: 


It is no exaggeration to say that the situation of UHF broadcasting today is 
desperate. 
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That is from the report of the Senate committee of July 23, 1956, 
just a few months ago. 

But as we have seen, it is only through utilization of the UHF 
channels in addition to the VHF channels that we can attain the type 
of nationwide competitive television service which the American pub- 
lic should have. This is the point made by President Meany of the 
AFL-CIO in his letter of comments to Chairman McConnaughey of 
the FCC, urging preservation of the UHF channels. President 
Meany said in part: 

* * * At stake here is whether the American people are to eventually have 
a nationwide system of 2,000 TV stations, or to be cut down to a system of 
scarcity of stations * * * 

We have one final figure which relates to the home districts of two 
of the members of this subcommittee. In one of those districts there 
are 6 radio stations: in the other there are 5. In neither district, 
however, is there a single television station, although in each, three 
UHF channels have been allocated and are awaiting broadcasters to 
activate them and provide a television service to the communities 
concerned. 

Mr. Chairman, I don’t mean to leave an element of mystery as to 
what those districts are. They are your district, Mr. Jenkins, and 
your district, Mr. Mason. 

In one instance you have six radio stations and no television station. 
In the other there are five radio stations and no television station 
within your district by virtue of the situation to which I am addressing 
myself here, although in each of your districts there are three of 
these you had of channels available to be taken up if an operator 
could see a solution such as the one we are urging here today. 

Mr. Exsernarter. This situation is not due to the lack of capital? 

Mr. Herrernan. Capital is not now attracted by virtue of this 
serious circulation handicap under which UHF labors. If that were 
overcome, I think you would see a land rush into this area. 

I might say in your own district, as you may know, there is a UHF 
station struggling to keep head above water. The same is true, Mr. 
Karsten, in your district, as you may know. 

Mr. Karsten. I don’t want to interrupt but what do you think 
of the policy of the FCC in that connection of allocating a UHF 
station in an area where you already have an established pattern of 
VHF stations? 

Mr. Herrernan. I want to say, Mr. Karsten, in defense of their 
policy, that is called the intermixture policy. Some persons have 
advocated that this problem might have been solved by not mixing 
UHF and VHF in the same area. But the problem is not quite that 
simple. We had only 12 VHF channels—— 

Mr. Karsten. I don’t want to interrupt you. 

Mr. Herrernan. That is perfectly all right. 

Mr. Karsten. We have two VHF stations. 

Mr. HerrerNAN. In operation and a third assigned. 

re Karsten. We could have probably as high as 8 or 10, couldn’t 
we ? 

Mr. Herrsrnan. It is not possible with 82 channels to assign that 
many. 

Mr. Karsten. With what? 
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Mr. HerrerNan. With 82 channels there is a limitation. You have 
2 V’sand 1 U now operating in St. Louis. 

Mr. Karsten. We may have more VHF stations. 

Mr. HerrerNan. There is a third assigned to St. Louis and in con- 
test and it will go on the air presumably fairly soon. The problem 
here is that the declared national policy is one of free enterprise com- 
petition with the maximum choice of the public among programs, 
which we think isa very sound policy. But in providing that by virtue 
of this history of the situation, with VHF getting started first and 
having a big lead over UHF, UHF has been hobbled and at a great 
handicap ever since. 

Mr. Karsten. Where the Commission allocates a UHF station in 
a district where you have existing, established VHF stations, the UHF 
station would have a great disadvantage without the tax. 

Mr. HEFFERNAN. ft is not by virtue of the technical situation of 
UHF operation. UHF can provide a good signal. It is this circula- 
tion problem to which I am addressing myself and to which a solution 
is recommended here and I am coming to that again. 

Mr. Mason. What I want is the solution, Mr. Chairman. Let’s get 
to the solution. 

Mr. Keogu. Mr. Chairman, I am going to reserve my right to put 
questions to the witness until after % finishes his direct statement, 
as is our general policy. 

Mr. Foranp. I think that is correct. We have stepped out of line 
here a bit this morning. You may continue with your statement, Mr. 
Heffernan. 

Mr. Herrernan. Referring back to the condition in the two con- 
gressional districts : We hope of course that this condition can be over- 
come. But without the tax action the Senate committee so strongly 
recommends, we know of no realistic basis to hold out encouragement. 


RECOGNITION OF THE PROBLEM 


We have touched only briefly on factors which have seriously hurt 
the growth of television broadcasting in America. We have done this 
to conserve the time of the subcommittee and because the problem in 
this area is already well documented in the statement which the chair- 
man of the Senate Committee on Interstate and Foreign Commerce, 
Senator Warren Magnuson, has filed with you, representing the unan- 
imous views of his committee, and recommending the elimination of 
the tax on all-channel television receivers. That is, receivers which 
can receive both the UHF signal and VHF. 

The problem is also extensively documented elsewhere. A sub- 
committee of the Senate Interstate and Foreign Commerce Commit- 
tee, under the chairmanship of Senator Charles Potter, held com- 
prehensive hearings on it in 1954, and concluded with a resolution of 
the entire Senate committee favoring the removal of the excise tax on 
all-channel television receivers. 

Senator (now Governor) Edwin C. Johnson, who was then a member 
of both the Senate Interstate and Foreign Commerce Committee and 
the Senate Finance Committee, introduced a bill to accomplish that 
result. His bill was favorably reported by the Senate Finance Com- 
mittee in August 1954, but died in the adjournment rush. 

In February 1955, Congressman Frank Ikard, a member of the Ways 
and Means Committee, in troduced H. R. 4070, to reach the objective 
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sought by the resolution of the Senate Interstate and Foreign Com- 
merece Committee and by Senator Johnson’s bill in the 83d Congress. 
In May 1955, Senator Magnuson wrote the chairman of the Senate 
Finance Committee urging elimination of the excise tax on all-channel 
sets. 

In 1956, with the problem unresolved and becoming more aggravated 
with the passage of time, extensive hearings were again held, this 
time before the full Senate Interstate and Foreign Commerce Com- 
mittee. Among those who supported the elimination of the excise tax 
on all-channel receivers at this time was the Federal Communications 
Commission. In March 1956 the Commission endorsed the Ikard bill, 
and its senior member, Commisisoner Hyde, had this to say at the 
Senate committee hearing: 

Mr. Hype. That bill which would take the excise tax off the all-channel set 
* * * would be a tremendous incentive. 

His views were immediately endorsed by Chairman McConnaughey 
of the Commission, who commented on Mr. Hyde’s remark: 


Mr. McConNAuGHEY. No question about it. 


In addition to these representatives of the public, all-channel tele- 
vision receivers has been or is to be endorsed here by the National 
Association of Radio and Television Broadcasters, the Committee for 
Competitive Television, the Association of Maximum Service Tele- 
casters, several educational broadcasters, and others. 


CONCLUSION 


The situation before the subcommittee is, we believe, unique. We 
have in the UHF broadcasting channels a precious national resource. 
The Federal Communications Commission opened up this resource 
for broad national use. It has found, however, that at the very time 
the number of radio stations has greatly increased, the growth in the 
number of television stations has virtually come to a stop—and at a 
level which falls far short of fulfilling the national policy for a televi- 
sion system based upon a multiplicity of stations. 

The problem which brought about this condition is a stubborn one. 
The Senate committee has functioned twice on it; found the situation 
to be “desperate”; and a solution beyond the purview of its own com- 
mittee. That is why they have come here and we have come here—to 
urge the one step that offers a practical way out. 

If that step—the elimination of the excise tax from all-channel 
television receivers—is approved here and by the Congress, it will give 
the public the best prospect for a broadly competitive television service 
in America—for an economy of competitive choice in the smaller com- 
munities as well as the big cities of our country. If that step is taken it 
can prove of incalculable value to all the people of the Nation. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Hnrrernan. It does, sir. 

Mr. Foranp. First of all I would like you to clarify for me the 
statement on page 5, the third paragraph, which states: 

If such tax action were taken now, the very prospect of the resulting in- 
crease in UHF circulation would give a big lift to the development of UHF. 


There would of course be some revenue loss, but there are these points which 
in our view more than outweigh the loss. 
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Does your recommendation go so far as to say that the tax should 
be removed from all television sets or simply from those that would 
take in both VHF and UHF? 

Mr. HerrerNnan. It is the latter, Mr. Chairman, but I do want 
to make it clear that the Senate committee in proposing the elimina- 
tion of the excise tax on all-channel sets, that is, the latter category 
to which you referred, do so with the objective that the manufacture 
of sets after enactment of such relief would in that case swing over 
to be nothing but all-channel sets. So if that occurred, you would 
lose the tax on television sets. 

Mr. Foranp. You are not recommending that the tax be removed 
from either the UHF or the VHF if they work on just 1 of those 2 
systems ? 

Mr. Herrernan. That is correct. 

Mr. Foranp. But rather, if it is a combination of both in the one 
set which you call the all-channel, that particular type of set would 
be tax free? 

Mr. Herrernan. That is correct. I am glad you bring out that 

oint, Mr. Chairman, because if the real idea proposed here by the 
Baende committee should not be effective to bring about the national 
service which they want to bring about in the interest of the public, 
if the manufacturers should continue nevertheless to make the V-only 
sets, which would not be exempt, then the Government would con- 
tinue to get the revenue. So this proposal is either effective to give 
the public a broadly competitive system based on a multiplicity 
of choice or, if it is not effective, the Government gets the revenue. 

Mr. Foranp. You have answered my question. I wanted to make 
that very clear for the record. I thought I understood you, but I 
wanted to clear it up. In other words, we would lose money if they 
didn’t make the shift. 

Mr. Herrernan. That is right. 

Mr. Foranp. The loss would come if the shift were made to the 
all-channel sets instead of the V or the U? 

Mr. Herrernan. The loss in revenue, but my very point is that 
there would be a great gain to the public through a national com- 
munications system. After all, in the last Congress we provided 
for a national transportation system at great cost, which I approve 
and I am sure the public generally approves. That is a national 
transportation system. This is a national communications system. 
It is the declared policy of our Government to have a national com- 
munications system, with a multiplicity of choices, not just in big 
cities, not so that Mr. Mason would have to go to Chicago but so he 
could speak on a television station in his own district. That is the 
national policy. That national policy is being frustrated today. 

Mr. Foranp. And the loss that would occur would be more than 
made up through the corporation income taxes by virtue of the fact 
that many people would buy the all-channel set. 

Mr. Herrernan. I am not suggesting, Mr. Chairman, that the loss 
would immediately be made up, because it would take time for these 
UHF stations to build circulation, but in the long pull. I am glad 
again you bring up this point because it enables me to say that I am 
not here speaking for these 91 UHF stations that have managed to 
survive. I am thinking, rather, of the many, many stations. The 
FCC allocation provides for 1,300 of these UHF stations. If you 





EXCISE TAXES 263 


had 1,000 stations with an average profit of $50,000, there is $25 mil- 
lion. That doesn’t wholly make it up because this tax amounts to 
more than that today. 

Mr. Foranp. The manufacturers of the sets would be paying more 
corporate taxes, and the wholesalers and retailers would be selling 
more sets because people would want the all-channel set. 

Mr. Herrernan. That is right. 

Mr. Foranp. So there is an opportunity to pick it up. 

Mr. Herrernan. There is, yes, sir; plus the fact that there are the 
great public benefits not directly measurable in dollars in having a 
national communications service in this country. 

Mr. Foranp. You understand we are interested in the revenue? 

Mr. Herrernan. Your own committee is, yes, and quite properly. 

Mr. Foranp. If we can cut off a tax here we probably will have 
to make it up somewhere else. We have to find an offset for that loss 
before we can go all-out. 

Mr. Herrernan. That I understand, and that is a very proper 
consideration. 

Mr. Foranp. Thatis the reason for my questions on this particular 
angle which I think is very important. 

Mr. Herrernan. I am glad you bring it out. 

Mr. Foranp. Mr. Mason. 

Mr. Mason. If I gather the substance of your 12-page statement, 
it is simply this: You are recommending that by taxation—by taxa- 
tion—we shall force these manufacturers to build all-channel sets 
instead of U sets or V sets, and I do not know that that is the objec- 
tive of taxation, to help out those 2 competitive channels, U and V, 
in their scramble for an audience. 

I am wondering if the committee has gotten that idea, that we are 
by taxation going to try to force all manufacturers of these sets to 
provide the all-channel sets rather than the U sets or the V sets. 

Is that not about the substance of your paper ? 

Mr. Herrernan. May I comment on that, Mr. Mason, because I do 
not think that is really the objective. 

Mr. Mason. That would be the ultimate result if we did accept your 
suggestion on taxation. 

Mr. Herrernan. In the first place, as to the manufacturer today, 
he passes this tax along and he is not particularly hurt by the tax. 
Sure, he would like to see it eliminated like any manufacturer. It is 
not the purpose to force the manufacturer, but to provide a means 
by which the cost to the public would be equalized, or approximately 
so, enough so to make this thing effective, as between the all-channel 
set and the V-only set. However, it is the public which the Senate 
committee, which has recommended this solution, is thinking of. 

May I bring out what I think is an analogy in the tax structure 
itself, which is what you are addressing yourself to? The tax struc- 
ture today provides an exemption from the communications tax, which 
18 10 percent and 8 percent. It provides an exemption today, to quote 
the language “for services or facilities utilized in the collection of 
news.” That I submit, sir, is a recognition in the tax structure itself 
of Reo public interest in the enlightenment and information of the 
public. 

Now, a television service is that today. It is another method of in- 
forming and enlightening the public. 
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Just as the tax structure today recognizes the public interest in the 
dissemination of news, I am suggesting here, and the Senate commit- 
tee before me has suggested, that it would be appropriate for the tax 
structure to recognize that in order to develop a national communica- 
tions system, a broad national communications system, in smaller 
communities as well as big cities, a broadly competitive system. 

It is true that the device used to stimulate that system is in the tax 
structure, just as this exemption for facilities in the dissemination 
of news is in the tax structure. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Krocu. Mr. Chairman. 

Mr. Foranp. Mr. Keogh. 

Mr. Krocu. Mr. Heffernan, does your company operate any UHF 
stations ? 

Mr. Herrernan. We operate one, sir, and we are applicant for a 
second, and I would like to add the circumstances under which that 
came about, if I may, just very briefly, so it does not appear that I am 
here primarily in our own interest. 

We had five VHF stations and no UHF stations. When UHF 
got into this difficulty, it not developing on a national basis, the FCC 
cast about for ways and means to help it and to do what is in their 
power to help it, and one means suggested was if companies which have 
experience in broadcasting and financial resources would step in and 
operate UHF stations that would help give UHF a lift; so they au- 
thorized us to go into UHF, but limited us to two stations, and that 
is the circumstances under which we got in, as part of the rescue 
operation. 

Mr. Kreoeu. Where are those two stations? 

Mr. Herrernan. One in Buffalo. The application for the second 
is New Britain, Conn. 

Mr. Krocu. When you talk of those two you are talking of company- 
owned stations ? 

Mr. Herrernan. That is right. 

Mr. Kroeu. Do you have any affiliates? 

Mr. Herrernan. We do. 

Mr. Kreoou. UHF? 

Mr. Herrernan. We do, sir. 

Mr. Kreoeu. How many? 

Mr. Herrernan. About 31. 

Mr. Kroen. Thirty-one of the 91 operating ? 

Mr. Herrernan. That is correct. I think it is 33, sir. It is a little 
over a third of the 91. 

Mr. Krocu. You have some intercorporate relations with a manu- 
facturing company ; do you not ? 

Mr. Herrernan. NBC is owned by RCA, wholly owned. 

Mr. Kroeu. Do you have any knowledge of the policy of that manu- 
facturing company on this point ? 

Mr. Herrernan. They certainly have no objection to the position 
we are taking. 

Mr. Kxoeu. Could you state that as a fact, that the manufacturing 
memes in your opinion has no objection to the proposal you make 
today ¢ 

Mr. Herrernan. I think I can go further than that, sir. 
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The president of the Radio-Television Manufacturers Association, 
of which RCA is a member, appeared before the Senate committee 
last spring and urged the very tax elimination which I am urging 
here today. 

Mr. Kroeu. That is all I wanted to ask, Mr. Chairman. Thank you 
very much. 

Mr. Foranp. Are there any other questions? 

Mr. Karsten. Mr. Chairman. 

Mr. Foranp. Mr. Karsten. 

Mr. Karsten. Mr. Heffernan, we already have, as I said, in my area 
a television pattern of VHF. We have one UHF station, but most 
people do not buy this converter because of the cost. 

Would you go so far as to include converters for existing television 
receivers in your proposal ¢ 

Mr. Herrernan. Senator Johnson’s bill did, yes, in order to stimu- 
late DHF. Senator Johnson’s bill eliminated the excise tax both from 
all-channel sets and converters. 

Mr. Karsten. How much would that bring down the cost of the 
converters ; would you have any idea ? 

Mr. Herrernan. Converters vary in cost from about $20 up to $40, 
and that is at retail, so it might be $1.50, but to that extent it would 
help. However, may I say this, Mr. Karsten, and I appreciate the 
patience of you gentlemen i in this problem, because it is a very complex 
situation as to how we got into the place where we now are. 

It has been studied by the FCC and by the Senate committee twice, 
and they have arrived at the conclusion that this is a practical solution 
and are urging it here. 

The background of it is very complex. They rely, as we do, for 
the solution of this problem and the development of television on a 
broad national basis upon the fact that if UHF station broadcasters 
colt see a solution coming, could see light at the end of the tunnel, 

they don’t mind going in and pioneering a situation, even though they 
are losing money. 

We, Mr. Keogh, are losing money on our station. They don’t mind 
doing that, if they can see a solution, if they can see light at the end 
of the tunnel, and know if they keep’ pioneering some day it is going 
to work out allright. Their problem today is the »y don’t see a solution. 

Mr. Karsten. Can the UHF stations handle colors just like VHF 
stations ? 

Mr. Herrernan. They can; yes. 

Mr. Hertone. Mr. Chairman. 

Mr. Foranp. Mr. Herlong. 

Mr. Hertone. You are asking for an exemption of the tax on the 
all-channel television receivers? 

Mr. Herrernan. That is right, sir. 

Mr. Hertone. Let us get down to cases now. What is the differ- 
ence in the price of an all-channel television set and a set that is 
UHF or VHF, and, how much would that tax cutoff amount to? 

Mr. Herrernan. Just about the difference, sir. It would come 
at retail to just about the difference. 

Mr. Hertonea. In other words, the all-channel sets are relatively 
about 10 percent higher than other sets, is that right? 

Mr. Herrernan. When you build that up at retail, yes, that is 
right; they are. 
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Mr. Hertone. So that would put them on a competitive basis if 
the taxes were eliminated. 

Mr. Herrernan. That is right. 

Mr. Krocu. I would like to ask one more question just to complete 
the record I have been trying to make. 

Do you know how many of the other 60 operating UHF stations 
a re affiliated with one or another network, and what the breakdown 
is? 

Mr. Herrernan. I could supply that for the record. I would say, 
Mr. Keogh, that of the other 60, most of them are, though not all, 
but most are. 

Mr. Krocu. Affiliated with one or another. How many are there? 

Mr. Herrernan. There are three operating television national 
networks; yes. 

Mr. Kroeu. So that the 91 UHF stations now operating are for the 
most part either coowned by the network operators or affiliated with 
them ? 

Mr. Herrernan. Only three are coowned by networks. We have 
1, CBS has 2, and we are applicant for a second. Only they are 
coowned. The others are independently owned, but most of them by 
far are affiliated with 1 of the 2 networks. 

Mr. Kroon. And you will attempt, if you can obtain it, to give us 
the breakdown. You have 31 affiliated UHF stations. 

Mr. Herrernan. Thirty-three, I believe it is. 

Mr. Keoegu. And how many the other two have each ? 

Mr. Herrernan. Yes; that is public information. 

(The information requested is as follows:) 


NATIONAL Broapcastine Co., Inc. 
New York, N. Y., December 6, 1956. 
Hon. Evcene J. KeooH, 
House of Representatives, Washington, D. C. 


Dear Mr. Keocu: At the hearing on November 29 before the subcommittee on 
Excise Taxes of the Committee on Ways and Means, you asked about the 
affiliation of the 91 commercial UHF stations referred to in Senator Magnuson’s 
statement and in mine. In preparing my statement, I had been informed that 
the records of the Federal Communications Commission show that number 
of commercial UHF stations in operation at November 15, 1956, and I therefore 
used that figure. 

Our own records are prepared as of the first of each month and show 90 
commercial UHF stations in operation at October 1, November 1, and December 
1, 1956, and in the analysis which follows I use the figure 90. If the difference 
between 90 and 91 is regarded by you as significant in this context, I will try 
to run down how that difference came about. 

Our records indicate that at December 1, 1956, these 90 stations were affiliated 
as follows: 32 with NBC, 28 with CBS, 42 with ABC, 11 unaffiliated. 

These figures, of course, aggregate more than 90, and the explanation for 
this is that 19 of these stations are affiliated with more than one network. 
A breakdown follows: 


Station affiliated with— 


NBC only 
ABC only....... 
CBS only 
NBC-ABC 


All 3 networks 
Unaffiliated - - 


Total 
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As indicated, these 90 UHF stations are the commercial stations. There were 
in addition 6 noncommercial UHF educational stations in operation at December 
1, 1956. Since these stations are in fact noncommercial, they do not seek com- 
mercial affiliations with the major networks. The 1 UHF station owned by 
NBC and the 2 owned by CBS are included in the totals above. 


If there is any other information you would like to have, I shall be glad to 
try to get it. 
Sincerely yours, 


J. V. HEFFERNAN. 
Mr. Foranp. We thank you very much for your contribution. 
Mr. Herrernan. Thank you, sir. 
Mr. Foranp. The next witness is Mr. Hassil Schenck. 
Is Mr. Schenck here? 


Come forward, please. 
For the purpose of the record will you give the name, the capacity 
in which you appear, and also identify who is with you? 


STATEMENT OF HASSIL E. SCHENCK, DIRECTOR, ACCOMPANIED 
BY HUGH HALL, LEGISLATIVE ASSISTANT, AMERICAN FARM 
BUREAU FEDERATION 


Mr. Scuencs. Mr. Chairman, and members of the committee, I am 
Hassil E. Schenck, president of the Indiana Farm Bureau, Inc., and 
a member of the board of directors and executive committee of the 
American Farm Bureau Federation. 

Iam a farmer. I own, live on, and operate a family farm in Boone 
County, Ind. 

The gentleman with me is Mr. Hugh Hall, legislative assistant of 


the American Farm Bureau Federation, working out of the Washing- 
ton office. 


Mr. Foranp. You have a renee statement ? 


Mr. Scuenck. I have, and you gentlemen, I think, have copies. 

Mr. Foranp. You may proceed without interruption. 

Mr. Scurenck. I am appearing on behalf of the American Farm 
Bureau Federation which represents 1,623,222 farm and ranch fami- 
lies in 48 States and Puerto Rico. These families are producers of 
all kinds of agricultural commodities, including livestock and poultry, 
dairy products, poultry products, and fruits and vegetables. 

The policies af the American Farm Bureau Federation are deter- 
mined annually in a convention held for this purpose, of delegates 
from all of the areas mentioned above. Among these policies is the 
following resolution which relates to the subject matter under con- 
sideration by this subcommittee : 

Elimination of existing excise taxes which affect agricultural production and 
distribution costs should be given high priority— 
when the Congress gives consideration to tax reduction or other 
change in tax policy. 

The following are sources of Federal tax revenues which affect 
agricultural production and distribution costs : 

1. Excise tax on transportation of property (freight), including 
transportation of coal and oil by pipelines. 

2. Excise tax on farm tractor tires and on tires mounted on farm 
machinery other than “over the road” equipment, such as grain com- 
bines, cornpickers, manure spreaders, and similar machinery and 
equipment used on farms. 
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I might state that almost every type of farm machinery now oper- 
ates on rubber. I can only think of two, the old-fashioned drag and 
the spike-tooth harrow which do not. You even raise the disk off 
the ground when moving from one field to another and run on rubber. 

You might be interested in knowing that there is far more rubber 
in one rear tire of the average farm tractor than there is on an entire 
automobile. 

3. Tax on tractor and machinery parts, which bear a resemblance 
to automotive parts and accessories but which, in turn, are not used 
interchangeably. 

I might state that it is the intention of the law now that the farmer 
not be out of pocket for that tax. Provision is made in the law for 
refunds. However, the matter of refunds is impractical and in our 
opinion should not be paid in the first instance. 

4, 'Tax on telephone service, particularly long-distance service. The 
revenues aniaad from taxes on the foregoing are estimated to be as 
follows: 

Three percent tax on transportation of property, including coal, 
$450,580,000. 

Tax on oil transported by pipeline, $35,680,000. 

Tax on farm tractor and equipment, tires, and tubes, $13 million. 

Tax on parts and accessories for farm equipment, $500,000. 

Tax on telephone and telegraph service (local and long distance), 
$557,233,000. 

I might state that the item on tires and on accessories are estimated. 
The others are actual. 

Mr. Mason. May I question your figures on $557 million for tele- 
phone and telegraph ? 

You mean to say that the farmers have paid a half-million dollars 
in 1 year on telephone and telegraph? 

Mr. Scuencn. I do not. That is the total excise tax used by all 
people. 

Mr. Mason. Oh; I have it. I thought this was all—what the farm- 
ers were paying. 

Mr. Mason. Oh; [have it. I thought this was all what the farmers 
were paying. 

Mr. Scuenck. No. We donot have that segregated. We are giving 
the total there. For instance, in item No. 1, that is all property, not 
Just that that relates to farms. 

Since the budgetary situation may not permit the repeal of all of 
these taxes at this time, we would place first priority on the repeal 
of the transportation taxes. 

In support of our recommendation, I wish to point out that the 
transportation tax on property contributes both directly and indi- 
rectly to the spread between prices which farmers receive and prices 
paid by consumers, and thus this tax is of major interest to all farm 
people. 

Incidentally, listed in the consumers are also farmers as well as 
nonfarmers. 

Farmers undoubtedly bear a large share of the burden of the excise 
tax on transportation of farm products either in lower prices or 1! 
reduced consumption. Furthermore, there can be little question but 
that farmers pay this tax when they buy production supplies from 
industry. Production supplies to which 1 refer include farm ma- 
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chinery, equipment and tools, fertilizers, insecticides, fuel and petro- 
leum products , and other products and materials used for both farm- 
production purposes and for consumption by farm families. 

I would also call your attention to the fact that the transportation 
tax is paid on feed shipped from one farm area to another for the 
feeding of livestock and poultry and is paid again on the livestock 
or poultry shipped to a slaughtering plant and still again on the ship- 
ment to consumers of meat and the products of slaughter plants. This 
illustrates the pyramiding effect of the transportation tax on property. 

The several excise taxes which have been enumerated play an 
important part in farmers’ costs. While we cannot segregate excise 
taxes as a portion of farmers’ production and distr ibution costs, we do 
wish to point out that the repeal of these taxes would make a contri- 
bution toward the relief from the cost-price squeeze which has been 
so noticeable during recent years. The following tabulation of costs 

f farmers, as reported by the Department of Agriculture, when com- 
a se with the gross receipts from farming, clear rly shows that farmers 
have suffered most from rising costs, while their gross farm income 
has been maintained. 


Gross and net farm income 


[Billions] 


Operators 2 Operators 2 
realized | Production | realized 
gross farm } expenses | net farm 
income ! | ineome! 


$ 34. 516.8 
34. 6 6 
31.6 { 
$2. 

37. 
36 
35. 
33.! 
32. 9 
33 


ne 
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Includes estimated rental value of farm residences and estimated value of food and fuel produced and 
consumed on the farm. 
? Based on Ist 3 quarters of the year. 


Note. All data from The Farm Income Situation, USDA. Data in 3d and 4th columns do not add to 
data in 24 column because of inventory adjustments. 


1 would like to call your attention to the table there. You will 
notice from 1947 through and including the first three quarters of 
1956 the farmers’ gross income has been relatively stable, but you will 
also notice that the production expenses of farmers have risen im- 
ineasurably during that period from $16.8 billion to $21.7 billion or an 
increase of appr cmmaaty A $5 billion in our production costs, and it is 
that $5 billion and not low farm prices that is hurting the American 
farmer today. The farmers’ realized net income has dropped from 
“17.2 billion to $11.7 billion or $51, billion. 

There are several other factors relating to the transportation tax 
which we believe afford justification for our recommendations that 
termination of this tax be given priority in any tax-revision program. 
Repeal of the transportation tax would correct an obvious and major 
discrimination between private transportation and the transportation 
systems offered by sublic carriers. We have always supported the 
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right to engage in private transportation, but we believe the time has 
arrived when public transportation should no longer be subjected to 
a tax which appears to be discriminatory in its effects. 

We believe the transportation tax also discriminates against small- 
business operations, because normally small business cannot so readily 
undertake private transportation as can large-scale business opera- 
tions and, therefore, must pay the transportation tax to public car- 
riers, whereas large concerns can often avoid this burden by private 
transport. Repeal of the transportation tax would also eliminate the 
discrimination against small express shipments which must pay the 
transportation tax, as compared with tax-exempt parcel post 
shipments. 

We are aware that the margin of tax revenues over expenditures is 
small; but the tax on transportation and the other excises, to which 
we have referred, are relatively minor items in the total revenue pic- 
ture and we believe these excise taxes can be repealed with relatively 
minor effect upon the tax revenues of the Federal Government. 

We respectfully recommend to your subcommittee that the excise 
tax on the transportation of property, including oil by pipeline, the 
excise tax on rubber tires used on farm tractors, equipment and other 
farm machinery, and the excise tax on telephone service, be repealed. 
We further recommend clarifying legislation to establish more effec- 
tively the principle that tractor parts, not interchangeably usable in 
automobiles, should be exempt from excise taxation. 

Gentlemen, that concludes my prepared report. 

Mr. Foranp. That concludes your statement ? 

Mr. Scuenck. That is right. 

Mr. Foranp. Are there any questions? 

Mr. Mason. Mr. Chairman. 

Mr. Foranp. Mr. Mason. 

Mr. Mason. I am in full accord with your request to repeal the 
tax on transportation and also on communications, because that effects 
everybody. I am not in accord with your request to repeal the tax 
on rubber, which is used on the farm and on farm machinery, because 
that applies simply to the one group in our population, the farmers, 
and I think any tax repeal or any tax reduction should apply all 
across the board to all segments of our economy, but I will do every- 
thing I can to repeal the tax on transportation. 

Mr. ScuEncr. My only answer to that, Congressman, would be that 
a piece of farm machinery is farm machinery, whether it is made in 
part out of rubber, out of steel, out of wood, or what it is made of, 
and I can see no more justification for a tax on the rubber part of a 
piece of farm machinery used in agricultural production than I can 
on the steel or wood parts that are used in the manufacture of that 
farm machinery. 

Mr. Mason. I agree there, but I would put a tax on the steel and 
other parts as the end product. 

Mr. Scnencx. I would like to also state on the rubber that a goodly 
portion of rubber taxes now are earmarked for highway purposes, 
and running a tractor over the farm or a piece of farm machinery 1s 
far from highway purposes. 

Mr. Foranp. Are there further questions ? 

Mr. Krocn. I would like to ask one, if I may, Mr. Chairman. 
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Have you seen the proposed provision of the exemption from the 
excise for the replacement parts for agricultural equipment? 

Mr. Scuenck. We have a copy of it here, Mr. Congressman. 

Mr. Krocu. Do you approve of it? 

Mr. Scuencn. We certainly do, yes. 

Mr. Foranp. If there are no further questions, we thank you for 
your contribution. 

The next witness is Mr. Frank B. Walker. 

Is Mr. Walker here? 

Come forward, please, sir. 

Will you give your name and capacity in which you appear, and also 
identify the gentlemen who accompany you? 


STATEMENT OF FRANK B. WALKER, PRESIDENT, ACCOMPANIED 
BY JOHN W. GRIFFIN, EXECUTIVE SECRETARY, AND ERNEST S. 
MYERS, GENERAL COUNSEL, RECORD INDUSTRY ASSOCIATION 
OF AMERICA, INC., NEW YORK, N. Y. 


Mr. Wautxer. Mr. Chairman and gentlemen of the subcommittee, 
my name is Frank B. Walker and I represent the Record Industry 
Association of America, at 1 East 57th Street, New York City, and 
I am president of the association. The gentleman on my left is Mr. 
John W. Griffin, the executive secretary of our association, and on my 
right is Mr. Ernest S. Myers, who is our general counsel. 

The members of our association manufacture about 85 percent of 
the phonograph records produced in the United States. 

I appreciate this opportunity of appearing before the subcommit- 
tee and to conserve the time will make my remarks as brief as pos- 
sible. I will ask permission, however, to file a more complete state- 
ment for inclusion in the record following my oral remarks. 

Mr. Foranp. Without objection it is so ordered. 

Mr. Waxker. Our association asks for repeal of the existing Federal 
excise tax of 10 percent on phonograph records because this tax was 
reimposed in 1941 as the result of a serious misunderstanding of the 
economic position of the record industry. The governing considera- 
tion which first resulted in the imposition of an excise tax on records 
in 1917 during the First World War is no longer pertinent in 1956 
for three reasons: 

1. In 1917 records were generally regarded (and rightly so) as one 
of the most important segments of the amusement industry and they 
were unchallenged in their influence on home entertainment. In the 
intervening years records have been so far surpassed by the popularity 
of radio and TV that they are now far from dominant in the home- 
entertainment industry. 

2. In 1917 most of the consumer dollar that was allocated to home 
entertainment was spent on records. Today the per capita expenditure 
in the United States for phonograph records is so small as to be 
almost incalculable. 

3. Record manufacturers have been able to survive only by reason 
of their ability to develop uses for records in fields far removed from 
the entertainment business and they now find themselves in competi- 
tion with products which are not subject to excise tax. 
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WHAT WAS TRUE IN 1917 IS DEFINITELY TRUE IN 1956 


In 1917—long before radio or TV were heard of—phonograph 
records toridal the principal form of home entertainment. Conse- 
quently, when Congress singled out many amusement corer pres for 
the imposition of an excise tax to support the cost of World War I, 
records were, of course, included. This tax was in due course repealed 
in 1921, 

During the next 11 years many important things occurred. The 
year 1932 found the country in the midst of its greatest depression, 
home radio had put in an appearance, and the phonograph record 
had nearly disappeared as an article of commerce. The famous Victor 
Talking Machine Co. had been absorbed in its entirety by the Radio 
Corporation of America, and the Columbia Record Co. was in bank- 
ruptcy. Other famous names of records were all but forgotten. 
During 1922 record manufacturers had sold records at a total billing 
price of $50 million. Ten years later, in 1932, these billings had 
dropped to less than $2 million. 

In spite of this deplorable condition the eee Department ap- 
parently still thought of the record business as it had in 1917 when 
it was the principal and practically the only form of home entertain- 
ment. Incredible as it now seems this form of home-entertainment 
industry was again selected in 1932 to bear an excise tax to help bail 
the country out of the depression. 

So weak and impoverished was the record industry at that time 
that it did not have a trade association to represent it, and no company 
was enough concerned to make an appearance before the committee 
of Congress to protest against the obvious injustice. 

By 1938, 6 years later, the record business had pulled itself together 
sufficiently to organize an appearance of a few representatives before 
the Ways and Means Subcommittee in Congress, and the tax was 
promptly repealed with this comment in the report of the committee: 

Its revenue is small and, since the product is used to a considerable extent for 
educational and cultural purposes, its continuation is deemed undesirable. 

With the advent of World War II came again the need for increased 
revenue and the Treasury Department, completely forgetting the 
experience of 1932 and ignoring the conclusion of the House Ways and 
Means Subcommittee in 1938, once more turned to the record business 
as it did in 1917. The recommendation to impose an excise tax on 
records likewise disregarded the fact that radio had pushed phono- 
graph records to a position of very minor importance, and that the 
new giant TV was ready to replace what little was left. And so, once 
more, in 1941 a 10 percent excise tax was imposed on the record 
industry and so it has remained until this day. 

In the rush and confusion which pas, pat the beginning of the 
war, one argument and one argument only seemed to be conclusive: 
“Records were taxed in World War I and they should, therefore, be 
taxed again in World War II.” Little or no opportunity was open to 
explain that the record business in the intervening 25 years had 
radically changed in nearly all its essentials and that it now repre- 
sented only a relatively small segment of the amusement business. 

It is surprising that the phonograph record has survived at all in 
the face of competition from radio and TV. The reason, of course, is 
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that the record manufacturers have been sufficiently farsighted to 
develop new types of records to meet new conditions, and that their 
former dominance in the entertainment field has been exchanged for 
a new and important position in the field of education and culture. 
This modification in the nature of the business was recognized in the 
report of the Ways and Means Subcommittee, as quoted above. With 
the practical disappearance of fine music from both radio and TV, 
lovers and students of classical music have been obliged to turn back 
to recorded music. Each year the companies have also recorded an 
increasing amount of nonmusical records, including poetry and ex- 
tracts from great literature. Records have long been accepted as the 
best way to learn a foreign language. 

Today the record companies are seeking new and different means to 
offset the market largely lost to radio and TV. More and more we 
find records replacing or substituting for the written word as record 
manufacturers each year more closely parallel the operations of book 
publishers. Thousands of the finest examples of literature, whole 
novels, the Bible, and many technical subjects have been recorded on 
records, and no longer must the blind depend upon the slow and hard- 
to-learn Braille system of reading. 

If the record business of today is accepted as a business dealing in 
any important way in products which are essentially cultural and edu- 
cational—admitting, of course, that many records of current popular 
music are made for entertainment purposes, just as many books are 
published for no more serious purpose than to amuse-—then it appears 
that this is the only industry of this nature upon which an excise tax 
has been imposed. There has never been any serious suggestion that 


a similar tax should be levied against a book or periodical publishers, 
and yet it is with these organizations that the record companies now 
find themselves chiefly competitive. As for instance, it seems mani- 
festly unfair that a blind person buying a magnificent recording of an 
epic poem by Stephen Vincent Benet must pay a substantial excise tax, 


whereas his more fortunate neighbor is able to buy the same composi- 

tion in book form free of tax. 

RELATIVELY LITTLE REVENUE WILL BE LOST BY REPEAL OF THIS 
DISCRIMINATORY TAX 


In the fiscal year ending June 30, 1956, the Federal excise tax on 
records produced only $12,324,000 in revenue. 

Records were among the lowest excise tax producers of all groups 
of products subject to this manufacturers’ tax. Records account for 
less than one-third of 1 percent of the total manufacturers’ and retail 
excise taxes collected. 

During the same period of time mentioned above record manufac- 
turers paid the Federal Government about $15 million in excise and 
income taxes combined, and it is estimated that these companies earned 
about $3,675,000 after taxes. If the excise tax is repealed the Govern- 
ment should make a substantial recovery eal increased record 
sales resulting in increased income tax payments. 

During the fiscal year ending June 30, 1955, radio, TV sets, and 
component parts account for more than $1,000,600,000 in sales. Dur- 
ing the same period, record manufacturers’ sales amounted to a mere 
$120 million. 


85776—57 19 
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Mr. Foranp. Does that conclude your statement? 

Mr. Wacker. It does, gentlemen, except that I have something that 
I have added of a personal nature. I would like to read it. 

Mr. Foranp. You may. 

Mr. Warxer. Gentlemen, I know that figures can be boring and tha 
factual data is sometimes not easily unders stood, so may I be per- 
mitted at this time to draw on my memory for two little items which 
may clarify somewhat the point I tried to present. 

I recall some 2 years ago reading in many of the daily newspapers 
an ace ‘ount of a little party given by members of the Cabinet to Presi- 
dent Eisenhower and Mrs. Kisenhower on the occasion of their wed- 
ding anniversary. At the party the President was presented with a 
set of books and to Mrs. Eisenhower was given an album of phono- 
graph records that were recorded directly from the sound track of 
the motion picture Deep in My Heart. This album contained a selec- 
tion of the finest songs written by the great composer, Sigmunc d Rom- 
berg, for the motion picture was the story of his life. The set of books 
carried no excise tax. The records did. Yet I wonder if there is any- 
thing anywhere more cultural, inspirational, or heart warming than 
the beautiful compositions contained in this album. 

My second point has to do with the greatest book that was ever 
written, the all. time best seller, the Holy ‘Bible. Surely this wonder- 
ful work carries no excise tax, and I am sure no one would want or 
expect it to. 

We are but 4 weeks away from another wonderful Christmas season 
and the Bible story of the Nativity will be heard everywhere. One 
can buy a Bible in every city and town in the country and read the 

account of the Nativity with no excise tax. 

Gentlemen, here is the story of the Nativity, word for word, taken 
from the Bible and narrated on a record by the immortal Lionel 
Barrymore. I was present at the recording. This too can be pur- 
chased in any record store in any city or town in the country, but you 
must be prepared to pay an excise tax. 

These are but two simple examples out of a thousand in our record 

catalogs of the discriminatory nature of the excise tax imposed 
upon phonograph records. 

We in the record industry who have given so liberally of our prod- 
uct to churches, hospitals, radio stations, and educational institutions 
and the Libr: ary of Congress look forward eagerly to Christmas of 
1956 in the hope that we ‘might receive from Congress a tiny present, 
the abolition of the excise tax upon phonograph records. 

Thank you. 

Mr. Foranp, Are there any questions? 

Mr. Eberharter ? 

Mr. Esernarrer. Mr. Walker, aside from books and periodicals 
that are in competition with the record industry, what other products 
which are not subject to tax are in competition with the record in- 
dustry? Are there any other products that you can mention ? 

Mr. W ALKER. That would fall within the scope of the entertainment 
field ? 

Mr. Esrrmarter. Yes; and not taxed. 

Mr. WALKER. Quickly I could not answer that because frankly I 
do not know. We normally think of books and records as occupying 
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the same table in the home and therefore the comparison is a very 
plain one. 

Mr. Eseruarrer. Books and periodicals are the only product in 
competition which are not taxed ? 

Mr. Waker. They are about our only inside-the-home competi- 
tion. The other comes from outside in the form of radio and tele- 
vision broadcasts. 

Mr. Esvernarrer. Radio and television? 

Mr. Waker. Yes. 

Mr. Epernarter. Thank you. 

Mr. Foranp. Mr. Keogh. 

Mr. Kroeu. Mr. Walker, I should like to tell you that I am im- 
pressed with the content of your statement and I would like, however, 
to ask you if you draw the correct conclusion from the language 
which appears on page 5, where you state: 

If the excise tax is repealed the Government should make a substantial recovery 
through increased record sales resulting in increased income-tax payments. 

I ask you if my conclusion that the remission of this excise will be 
passed on to the purchasers of the records is correct ? 

Mr. Waker. That is correct; yes. The word “income” might be 
the wrong word. It would bea corporate tax. 

Mr. Kroc. I am not quarreling with the semantics. I am simply 
trying to find out from you, as the president of your association, 
whether it is the intention of your association in the event of the 
repeal of this tax to pass the savings on to your purchasers? 

Mr. Waker. The only thing I can say in answer to that is, of 
course, the individual members of the association have the rights 
themselves, but certainly it has always been done in the past—always. 

Mr. Keocu. Thank you very much. 

Mr. Foranp. Mr. Herlong? 

Mr. HERLONG. That being the case, then, it would follow that the 
increase in revenue for the various companies upon which they would 
pay more income tax would be by reason of the fact that they would 
be selling their records at a lower price, and there would, therefore, 
be more sales. 

Mr. Waker. That is right—the increased volume of sales. Per- 
haps that might bring in a little more money and the individual 
salaries would go up, and it would mean more income tax. 

Mr. Foranp. “W e thank you very much for your contribution. 

The next witness is Mr. Max Berkowitz. 

Is Mr. Berkowitz here? 

Come forward, please, sir. 

For the purpose of the record, will you give your name and the 
capacity in which you appear, please ? 


STATEMENT OF MAX BERKOWITZ, DIRECTOR, NATIONAL AUTHOR- 
ITY FOR THE LADIES’ HANDBAG INDUSTRY, NEW YORK, N. Y. 


Mr. Berkowitz. Mr. Chairman and gentlemen of the committee, 
my name is Max Berkowitz, 347 Fifth Avenue, New York City. I 
am director of the National Authority for the Ladies’ Handbag Indus- 
try, a national trade association for handbag manufacturers. There 
are 250 handbag manufacturers in our organization and they produce 
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nited States. 

We have appeared before the Ways and Means Committee several 
times in the past 10 years, since the end of World War II. On Decem- 
ber 31, 1946, it will be 10 years since President Truman declared hos- 
tilities at an end. At that time it was supposed to have meant, in 
this connection, that the excise tax would automatically end on July 
1, 1947. Ten years later we again appear before you gentlemen and 
are still urging the same relief, the same fair and equitable considera- 
tion, the same nondiscriminatory treatment that is afforded to other 
commodities that are necessities, and we are still asking to be given 
the same status, taxwise, that other industries in the wearing-apparel 
field enjoy. 

In the last few years we have heard a great deal about aiding small 
business. The Small Business Administration was created to aid 
small business. The national political party yeaa and consid- 
erable political oratory dwelt on the subject. Governmental commit- 
tees have given consideration to giving small business certain tax 
advantages. Yet, in spite of all this hue and cry, here is an entire 
industry composed of small-business firms only—the average handbag 
industry has 20 to 25 employees—at a decided tax disadvantage. Here 
is an opportunity to help 500 small businesses to be given a fair tax 
status that they should have had 10 years ago. 

In an economy where the gross national product is in constant rise 
and while most industries in this country are showing greater profits, 
the handbag industry works so close to “break-even,” that the firm 


approximately 70 percent of the total production of handbags in the 
U 


that makes a profit in the industry is a rarity. A recent survey by a 


national credit reporting organization showed that of 42 representa- 
tive handbag firms’ annual statements analyzed, the average rate of 
profit was one-half of 1 percent. This is so close a margin that there 
is good cause for great concern. The industry is in a highly com- 
petitive condition, aggravated by an import problem that has everyone 
in the industry frightened. 

Handbag imports from France, England, and especially Italy 
have been coming in at an alarming rate of increase. In 1954 we 
imported 974,084 leather handbags. This does not include straw 
and other materials, just leather. In 1955 we imported 1,465,439 
leather handbags, and and for the first 8 months of 1956 (January to 
August) we have already imported 1,460,927 leather handbags. Con- 
sidering that the last 4 months of the year usually account for about 
one-third of the annual imports, we will import an excess of 2 million 
leather handbags for 1956. This will be the largest number of units 
ever imported in our history. 

While this problem is not before you at this time, it is one that is 
plaguing the handbag industry, and coupled with the excise tax is re- 
sponsible for shackling the industry and causing a distressed and 
depressed condition. 

On April 1, 1954, the tax was reduced from 20 percent to 10 per- 
cent. There’s no denying this was of some help. We are grateful for 
that. But the basic and fundamental injustice and error was con- 
tinued. The promise to remove the war-imposed tax, 6 months after 
the termination of the war, was not fulfilled. The selective aspects 
of the tax still persists. The original reasons for selecting handbags 
to be subjected to the tax do not exist today. 
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The unfairness of this 10-percent tax is particularly evident at this 
time of the year when people are considering the purchase of Christ- 
mas gifts. Before the tax, the handbag was very favorably considered 
and made an ideal Christmas present. We have lost a great deal 
of this business because of the tax. All the other items of women’s 
apparel and accessories are not subject to the tax and naturally the 
tax is a deterrent to many of these sales. 

We believe the tax is an inordinate burden and creates an undue 
hardship on a small American industry and should be eliminated 
in the next session of Congress. In 1950, the House agreed with this 
thinking and in an overwhelming vote of 375 to 14 passed the 1950 
excise tax bill which called for the complete elimination of the excise 
tax on handbags. Unfortunately, the outbreak of war in Korea 
caused the Senate Finance Committee to shelve all tax reduction at 
the time and the bill never reached the floor of the Senate. 

Since there was a clear and unequivocal expression that this tax 
was a temporary war measure, we believe that this intent of the 
original bill should be given full faith and effect. We don’t believe, 
after 12 years, it can still be called a temporary measure. It’s begin- 
ning to take on an appearance of a permanent tax. This we strongly 
object to and consider an unfair and onerous burden. 

We are very conscious of the fact that we are appearing before a 
subcommittee of the House Ways and Means Committee, whose chair- 
man and members are fully familiar with our problem and so we 
haven’t taken too much time and repeated all our arguments. We 
couldn’t ask for a more understanding and sympathetic audience for 
this plea. We realize we are before a committee whose members 
bewbibven in the forefront of this fight in Congress to repeal a tax 
which is definitely considered an inequitable deterrent to business, and 
whose members have introduced legislation in the past to effect such 
relief. We know you have heard all of our arguments in the past and 
by your statements and action agree with our conclusion. We are very 
pleased that your constituents saw the wisdom of continuing your 
tenure and returned you to Washington for another term. 

We have always received the most considerate and courteous atten- 
tion and I, personally, wish to sincerely thank you. 

Mr. Foranp. That concludes your statement ? 

Mr. Berxowrrz. Yes. 

Mr. Foranp. We thank you for your fine complimentary remarks. 

Are there any questions? 

M. Keocu. Mr. Chairman, I have no questions, but I should like to 
commend my friend, Mr. Berkowitz, from New York, for his typically 
fair presentation of the problem with which his industry is faced, and 
for my part it is always a pleasure to have you appear before the com- 
mittee, Mr. Berkowitz. 

Mr. Berxowrrz. I thank you. 

Mr. Foranp. If there are no further questions, we thank you for 
your contribution. 

The next witness and the last witness before we recess is Mr. Ossip 
Walinsky. Is Mr. Walinsky here? 

Come forward, please, sir. 

Will you give your name and the capacity in which you appear for 
the purpose of the record, please ? 
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STATEMENT OF OSSIP WALINSKY, INTERNATIONAL PRESIDENT, 
INTERNATIONAL LEATHER GOODS, PLASTICS, AND NOVELTY 
WORKERS’ UNION, AFL-CIO 


Mr. Waurnsxy. Mr. Chairman and distinguished members of the 
committee, my name is Ossip Walinsky. I am the president of the 
International Leather Goods, Plastics, and Novelty Workers Union, 
AFL-CIO, a union eee mainly the three principal branches 
of our industry, namely, ladies’ handbags, luggage, and personal 
leather goods—all of which suffer because of the so-called luxury tax 
on di aily necessities. I beg to touch at this time in this case on the 
subject matter of the excise tax on ladies’ handbags, pocketbooks, and 
purses. 

The Committee on Ways and Means is fully familiar with the sub- 
ject matter under discussion, hence I shall briefly state the following 
by hy ay of summation, to wit: 

The ladies’ handbag, pocketbook, and purse trade is not a luxury 
tri aes It is variously estimated that between 65 and 70 million women 
and children of all ages are users or potential users of ladies’ hand- 
bags, pocketbooks, and purses. It has often been said that a lady’s 
handbag i is the sum total of men’s pockets in the trousers, waistcoat, 
suit, and coat pockets, plus. 

The Armed Forces of our country have long recognized the 
utilitarian purposes of a lady’s handbag when it provided the Wacs, 
Waves, women of the Marine Corps, and the nurses in the services 
with said useful containers. 

The so-called luxury tax (a misnomer if there ever was one) 
on ladies’ handbags was imposed on the trade on April 1, 1944, as 
a war measure, and I cannot emphasize too strongly that the Com- 
mittee on Taxation at the time it shackled the excise tax on ladies’ 
handbags, pocketbooks, and purses, made a promise and went on 
record that said excise tax would be removed upon cessation of hos- 
tilities. Instead we have been made to live and suffer with it ever 
since. 

4. The Ways and Means Committee of Congress, to its credit, one 
day prior to the outbreak of hostilities in Korea did consider favor- 
ably the removal of the excise tax from ladies’ handbags, pocket- 
books, and purses. But Congress failed to act on same because of 
the involvement of our country in the battle for freedom in that 
oe of the world. 

May I briefly draw the attention of the distinguished members 
of iin Ways and Means Committee to the vast expansion of our 
population i in the United States. In the year of 1944, the date of the 
imposition of the excise tax on the ladies’ handbag, pocketbook, and 
purse trade, the population was approximately 140 million. The 
population of our country in the year of 1956 is estimated at over 
and above 168 million, or an increase of more than 28 million. It is 
estimated also that the female population exceeds the male population 
now by 3 million souls. 

6. We also know of the vast expansion of industry, trade, and 
commerce, which has increased by tens of billions and already has 
exceeded the figure of $350 billion a year. And we are told that the 
country is enjoying the greatest prosperity in the annals of our 
history. 
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Hence I cannot emphasize too strongly the fact that in the year 
1946 the volume business of handbags at wholesale was estimated at 

$200 million. The most recent Government figures we have are for 
the year 1954 and, unbelievable as it may sound, the volume business 
in ladies’ handbags, pocketbooks, and purses for that year was only 
$100 million. 

I can safely state from the employment figures of the union that 
the year of 1955 did not see any improvement over 1954 and as for 
1956, we have just finished the poorest of years, with workers laid 
off in early November while the shops should be humming with 
pre- -Christmas orders. 

8. These figures speak for themselves, as follows: 

(a) The excise tax in our case is a killer of business and is re- 
tarding, stifling, and hampering proportionate trade expansion, in- 
crease In employment, and in turn makes for poor business, the sharp- 
est competition, underemployment, and unemployment. 

(>) It is well known that for more than 50 years handbags, pocket- 
books, and children’s purses were used as gift items. Mother’s Day, 
Easter, and Christmas holidays made for ‘at least 40 percent of our 
volume business. The excise tax has robbed our trade of a great 
portion of that gift business with the consumers of America turn- 
ing to other vift. items including lingerie, underwear, hosiery, com- 
pacts and toiletries, et cetera, 

It is variously estimated that more than 650 manufacturers of 
ladies handbags, pocketbooks, and purses, are competing for this 
small and limited volume business of $180 million, or less than $280,- 
000 per manufacturer. Yes, as compared to a giant manufacturer 
like General Motors, which did a business last year in the amount 
of $10 million, we are but pygmies. 

10. According to union figures, more than 200 of our manufacturers 
employ from 1 to 10 workers only, and operate on a tailormade scale. 
The number of employers in our trade who employ from 100 to 250 
workers can be counted on the fingers of 2 hands. 

11. Ladies’ handbags, pocketbooks, and purses are manufactured 
in 17 States, but the bulk is concentrated in the city of New York. 
The mortality is out of all proportion as evidenced by the trade figures 
as follows: in 1950, 60 r— went out of business; in 1951, 32; in 1952, 
39; in 1953, 67; in 1954, 39; in 1955, 42, and I am not talking about 
— who went out of iscultintl outside of New York at this time. 

May I draw your attention to the fact that as a result of poor 
vantiada ‘underemployment, and unemployment, the wages of our 
workers are also depressed. According to the Bureau of Labor Sta- 
tistics, the average ae earnings in this “laxur y trade” as of April 
1956, were only $1.3 Again quoting the Bureau of Labor Statistics, 
the average heated earnings of our workers employed in the ladies’ 
handbag, ‘pocketbook, and purse shops in the city of New York in 
April 1956, was only $1.51. When one remembers that the national 
hourly wage average in industry has already exceeded $2 per hour, 
a depressed conditions in our trade need no further elaboration. 

3. The luxury tax on ladies’ handbags, pocketbooks, and purses is 
a ‘eal stigma on our trade. It defines a necessary and vital trade 
dedicted to the manufacture of utility and women’s accessory items 
indispensable in their daily pursuits. It has proven to be a ‘disease 
which eats into the very core of our existence. It is a red mark which 
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calls on the consumers to refrain from buying the articles of our 
manufacture. 

It is expec cted that an average woman would buy at least 2 pocket- 
books a year; hence the expected volume of 150 million units. Figur- 
ing ultraconser vatively each unit wholesale at on] a bag, the total 
would be $450 million. That is the volume we aa be doing, but 
instead our volume is only $180 million, or approximately 60 million 
units per year and less. 

Yes, it is commonly considered that the average wage earner and 
consumer—and there are 66 million of them—refrain from buying 
items labeled “luxury” and resent at all times paying a luxury tax 
of any amount—and 10 percent in tax on a luxury is indeed a luxury 
that the average consumer can’t afford. Moreover, the consumer in 
our case rebels at the 10- percent luxury tax, convinced as he is that he 
is not buying a luxury. 

14. It is estimated that the excise tax on ladies’ aetna , pocket- 
books, and purses yielded the Government approximately $28,759,000 
for the year July 1, 1955, to June 30, 1956. This revenue would cer- 

tainly be made up by an increase in withholding taxes from employees 
enjoying full-time employment instead of part-time employment, 
greater income taxes from employers, et cetera. 

In conclusion, we have been before your committee many times 
before, pleading for consideration, equality of treatment, and demand- 
ing fair play and justice at your hands. We do so again today, 
convinced as we are that our case of discrimination and unfair treat- 
ment cries aloud for correction and removal of the excise tax on daily 
necessities for 75 million women of our country. We insist that we 
should not be subject to continued victimization because once, during 
a war emergency, without due consideration our trade was branded a 
juxury trade, which it never was and is not today. 

Thank you ever so much for your kind consideration. 

(Mr. Walinsky’s prepared statement follows :) 


MEMORANDUM RE Excisz TAx on LuGGAGE AND Persona LEATHER 
Goops, Supmitrep By IntTerRNATIONAL LeatHEeR Goons, Prastics., 
AND Noveitty Workers’ Unton, AFL-CIO 


The position of the International Leather Goods, Plastics, and 
Novelty Workers’ Union, AFL-CIO (formerly International Hand- 
bag, Luggage, Belt, and Novelty Workers’ Union) is known to the 
Committee on Ways and Means of the House of Representatives. 
Hence the following in summation as well as our plea and appeal to 
Congress to repeal “the excise tax on luggage and personal leather 
goods. 

1. Hand luggage and personal leather-goods items, far from being 
luxuries, are ‘indispensible necessities in our daily life and living. 
Travel by car, by rail, or by plane may call for a different kind of 
luggage container, but. alwi ays calls for some kind of appropriate 
traveling bag. 

Besides, hand luggage is not only for purposes of travel from city 
to city, or from city to country, or from homeland to strange land, but 
necessary utility items to millions of Americans in their, pursuit of 
business and calling, whether they use a brief case, attaché case, travel 
bag, sample case, or what have you. The errand boy, the salesman, 
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the messenger, the professional, the doctor, the bank messenger, the 
housewife, the taxicab driver, the secretary, and the average consumer 
knows of the need for utility travel containers of one kind or another 
as well as the vital necessity of their personal leather-goods items. 

2. It is commonly agreed that both reasons which prompted the 
imposition by Congress of an excise tax on luggage and personal 
Jeather goods as a war measure in the year of 1944 (many contend there 
was only one reason—that of conserving vital materials to the war 
effort) no longer exist, namely: 

(a) The need to conserve vital materials such as steel, hardware, 
zippers, mountings, leather, linings, whether of textile or artificial 
material, etc., all of which the country has plenty today and which 
need no longer be conserved. 

(6) The need for special revenues to pay for the war surely is no 
longer a factor of such dimensions as to justify the ruining of a trade. 
In the first place, the revenue derived from the excise tax on luggage 
amounts way to less than $25 million a year. Second, it is now 6 
years after the war in Korea and our country, thank God, is not at 
war today. Third, if an excise tax on necessities is inevitable, why 
single out luggage and personal leather goods? 

3. It is commonly known that all trades and industries live on 
replacements; that goes not a for wearing apparel but for all con- 
sumer items. The tens of millions of users of luggage are in open 
revolt against the excise tax and refuse en masse to replace their items 
of luggage however shabby, worn, insufficient, and inadequate. 

4. The population of the United States in 1944 was estimated at 
approximately 140 million. The population of our country in the 
year of 1956 is estimated over and above 168 million, or an increase of 
more than 28 million people. We have enjoyed not only an enormous 
increase in population but a fantastic increase in national income and 
national output. Economists estimate a record production for 1956 
in the amount of $412 billion. 

The mass rebellion of the consumer public against the excise tax 
on luggage is confirmed by the following statistics: 

Steamship travel increased 788 percent from 1946 to 1954; airline 
travel increased 164 percent; automobile travel increased 72 percent; 
consumer income increased 59 percent; department store sales in- 
creased 39 percent; yet luggage and leather goods sales decreased 5 
percent. 

In face of this progress all along the line, we find a luggage indus- 
try depressed, stymied, without a future. The Department of Com- 
merce gives the following data on dollar volume sales figures for the 
category “luggage,” namely: personal consumption expenditures for 
luggage for the year 1947 amounted to $194 million; and personal 
consumption expenditures for luggage in the year of 1954 amounted 
to only $183 million. 

_5. The sad state of conditions in the luggage industry may be 
further confirmed by the following: : 

(a) It is commonly considered that luggage values today are the 
greatest ever at both the wholesale and retail levels, which ordinaril 
would be the greatest inducement to consumers to buy and replace ad, 
dilapidated luggage containers, but that is not the case today. Asa 
result, of depressed trade conditions and lack of volume business, 
cutrate luggage sales are rather the rule than the exception. 
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(6) The wages of workers are likewise depressed (which is usually 
the case in a Senna trade). According to available figures, the 
average hourly wage for luggage workers is presently only about 
$1.61, while the national hourly wage average has already exceeded $2. 

6. The Bureau of Census, in its report on the luggage industry 
based on its 1954 Census of Manufacturers, lists 591 luggage establish- 
ments for the year of 1947; but today the number of luggage estab- 
lishments is only 477. 

7. In 1947, according to the same report, 16,000 employees were 
working in the luggage industry. Today the number is even less, 
Of course we are conscious of the fact that improved machinery, fac- 
tory efficiency, new methods of production, have made possible sub- 
stantially increased output without adding new workers. But the 
point that we cannot emphasize too strongly is the lack of sales in 
luggage to keep abreast of increased travel; the lack of sales to keep 
abreast of increased population; the lack of sales to keep abreast of 
national income. 

8. It is variously estimated that since the year of 1944, an additional 
28 million wage earners have secured vacations with pay. Ordi- 
narily that would make for new potential buyers of luggage of what- 
ever kind, type, and price. Business, trade, and employment in the 
luggage industry certainly does not reflect this revolutionary change 
in the American way of life. 

We insist that this army of wage earners should not be called upon 
to give away from their meager vacation pay any of their hard-earned 
dollars to pay an excise tax on a luggage container or travel bag so 
essential and indispensable for their use for vacation travel. 

9. We are perplexed witnesses to the following: 

(a) The demand for good leather luggage is constantly on the 
decline. 

(6) Even those who can afford to buy better and higher priced lug- 
gage choose poorer and less expensive luggage to save on the excise 
tax. 

10. The excise tax on luggage since its imposition has robbed the 
trade of a considerable portion of its business as gift items. Con- 
sumers have turned away from using luggage, travel bags, brief and 
attaché cases, and personal leather goods items as gifts and turned to 
other items which bear no luxury tax. 

This has made the luggage industry a seasonal trade with under- 
employment, unemployment, with depressing labor standards and con- 
ditions as steady companions. 

In conclusion, we respectfully submit that the consciences of our 
legislators and the merits of the case presented herein justify favorable 
action on your part to repeal this discriminatory so-called luxury tax 
on luggage and travel bags as well as personal leather goods items, 
which never have been and are not today luxury items but rather items 
of daily necessity. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Waurinsky. Yes. 

Mr. Foranp. Are there any questions? 

Mr. Krocu. Mr. Chairman, I have no questions, but I would like 
to make a brief statement and commend Mr. Walinsky for his obviously 
concise, but complete, statement of the factual situation with which 
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this important industry of the city of New York is presently faced, and 
I commend you for it. 

Mr. Waurnsky. Thank you ever so much. 

Mr. Foranp. We thank you for your contribution. 

The committee will now stand adjourned until 2 o’clock. 

(Whereupon, at 12:17 p. m., a recess was taken until 2 p. m., this 
same day.) 

AFTERNOON SESSION 


Mr. Foranp. The committee will be in order. 

The first witness this afternoon is Mr. Irving Rossman. 

Mr. Rossman, for the record will you give your name and the ca- 
pacity in which you appear, and also identify the gentleman with you. 


STATEMENT OF IRVING ROSSMAN, DIRECTOR, MAGNETIC RECORD- 
ING INDUSTRY ASSOCIATION; ACCOMPANIED BY JOE HARDS, 
PRESIDENT, AND MARK MOONEY, EXECUTIVE SECRETARY 


Mr. Rossman. Mr. Chairman, my name is Irving Rossman. I am 
president of the Pentron Corp., of Chicago, Ill., speaking as the 
representative of the Magnetic Recording Industry Association on 
behalf of the manufacturers of tape recorders and prerecorded tapes. 

The gentleman on my left is Mr. Mark Mooney, executive secretary 
of the association. The gentleman on my right is Mr. Joe Hards, the 
president of the association. 

My statement relates to section 115 of H. R. 12298, which provides 
for amendment of section 4141 of the Internal Revenue Code to impose 
a 10 percent manufacturers’ excise tax on tape and wire recorders. 
It appears to be the further purpose of this section to extend the 
application of the manufacturers’ excise tax under chapter 32, sub- 
chapter C, part 1, by changing the definition of taxable products to 
“Records, ete.” 

First, I want to urge your serious consideration of the following 
industry information. 

The tape recorder manufacturing industry is a small industry com- 
prised of about 65 companies, and about two-thirds of the companies in 
the industry have fewer than 100 employees. Further, we respect- 
fully point out that a significant number of companies in the industry 
are operating with fewer than 25 employees engaged in the manu- 
facture of tape recorders. 

This industry is very young, the manufacturing companies within 
it having an average tape recorder production age of less than 7 years. 
Quite a few of the manufacturing companies have been producing 
tape recorders for less than 5 years. This comparatively short period 
of industry existence has not been sufficient to develop the mass con- 
sumer market necessary to provide a sales volume large enough for 
the industry to reach the stage of profitable operation. On the basis 
of operations for the last full calendar year, 1955, half of the com- 
panies manufacturing tape recorders failed to reach a break-even 
point on such production. 

Most of the companies in the industry that are enjoying profitable 
operations can significantly point out that their successful operations 
are due to sales of large unit value, special purpose equipment for use 
in technical instrumentation, professional recording, science, Gov- 
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ernment and military fields. Therefore, it appears the conclusion is 
inescapable that the impact of the proposed excise tax would be on 
the largely unprofitable, certainly the least profitable, segment of the 
tape recorder market. 

n further support of our contention that the home market for the 
entertainment-type tape recorders is now small and unprofitable, I 
wish to point out that several of the large and important-label re- 
cording companies have thus far declined to enter the prerecorded tape 
field because of the inadequate home market. I cannot overemphasize 
the industry’s need for greatly expanded mass markets and sub- 
stantially increased sales volume to sustain the important and neces- 
sary continuing product research and development. Magnetic tape 
recording is a highly versatile and sensitive field of sound recording 
and it has made moperiant contributions in the fields of instrumenta- 
tion, science, and military use. It is certainly reasonable to expect that 
continuing research will lead to further contributions, but profits 
from expanded mass consumer market must substantially provide 
the funds for such research and product development. 

No specific figures are available with respect to the 1955 sales of 
tape recorders. However, from information derived from many 
sources it has been carefully estimated that in 1955, manufacturers 
sold approximately 360,000 units having a total dollar volume of 
$65,500,000 retail value. From the same source of information it 
appears that about two-thirds of the dollar volume was realized from 
sales made to technical, scientific, educational, professional, military, 
and other governmental areas of use, and a substantial proportion of 
this dollar volume was produced by sales of tape recorder units 
specifically designed for such areas of use. 

I also want to point out that sales of tape recorders in the educa- 
tional and professional fields of use include a significant number of 
units of that type appropriate for inclusion in the definitive term 
“entertainment type.” Sales of tape recorders through distribution 
channels normally reaching the domestic home entertainment market 
represent about 32 percent of the 1955 industry dollar volume. Again 
I would like to point out that many tape recorder units sold through 
these channels go into many areas of nonentertainment use. Some 
of these fields are religious training, home education, speech therapy, 
psychiatric examination, measurement of hearing impairment, indus- 
trial and business training programs, and the recording of books and 
educational material for the use of the blind. 

The foregoing, detailing some of the varied and important uses 
of tape recorders points up to the fact that imposition of an excise 
tax on the sale of recorders of the “entertainment type” (as the defin- 
itive term is used in the subcommittee report and H. R. 12298) will 
seriously and adversely affect the markets and potential users of tape 
recorders in the important but nonexempt areas of application in 
professional recording, science, medicine, religion, industry, and 
assistance to the physically handicapped. 

The subcommittee summary of decisions sets forth elimination of 
competitive discrimination arising from present taxation of phono- 
graphs as the purpose of its recommendation for the imposition of 
excise tax upon sales of tape recorders. The following information 
is submitted in the belief that it will place this area of competition 
in its proper perspective. 
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For over half a century the phonograph and record industry has 
been growing in stature as a medium of entertainment and cultural 
advancement both in the home and elsewhere. The past growth and 
present position of the phonograph in our social, cultural, and educa- 
tional life is believed to be preeminently due to the immense quantity 
of recorded material which has been available for home use since the 
early years of the ens industry, and thousands of new record- 
ings become available every year. It is estimated that 3 million 
phonographs were sold last year and certainly it must be recognized 
that there is an indisputable growth factor and demand market accru- 
ing to any product when there is an enormous amount of desirable 
material available for use with such product. 

In contrast with the vast number of records available for sound 
reproduction on a phonograph, at the present time there are fewer 
than 1,500 prerecorded magnetic tapes available to the public for play- 
back on a tape recorder. ‘This figure takes into account all categories 
of tape recorded material eudadiog religious and educational, and 
we have already cited the fact that several large and important re- 
cording companies have declined to enter this field until the potential 
market is considerably larger. 

To further emphasize the disparity in volume of entertainment 
media for use on home equipment, we call your attention to the fact 
that in 1955 dise record sales totaled $225 million whereas the total 
sales of musical tapes in the same year is estimated at $500,000. It is 
also important to note that the present home-use tape-recorder market 
utilizes less than 30 percent of the production of recording tape. At 
the present time producers of prerecorded tapes for home entertain- 
ment, initiate religious use are, with few exceptions, operat- 
ing at a loss, and in 1955 three companies discontinued business 
because of financial losses. 

In addition to the generally acknowledged repressive effect of excise 
taxes, because of increased prices, we can foresee great difficulty in the 
equitable administration of a tax law imposing an excise tax on enter- 
tainment type tape recorders. 

In the area of tape-recorder products which might be construed to 
be competitive to phonographs (taxed as entertainment-type equip- 
ment), most generally used recorders will reproduce the recorded 
sound through play-back mechanisms but serious consideration must 
be given to the fact that many types of tape recorders are designed 
and produced for special purposes although they fit into the general 
category of recorded sound reproducers. 

Some of the complex products of this industry are designed for such 
uses as video recording, noise analysis, geophysical recorders, tele- 
metering and in the military establishment. It is possible that through 
legislative or administrative definition some, but not all, of the tape 
recorders used in these fields might be held to be exempt from tax as 
being outside the area of the cited phonograph competition. Such 
restrictive definitions will certainly be necessary in order to avoid areas 
of more serious competitive discrimination than those in which avoid- 
ance of imputed discrimination is now sought. 

However, tape recorders of the type considered suitable for home 
entertainment use are known to be used for purposes far removed from 
home entertainment and as previously cited are being importantly used 
in such diverse fields as religion, education, spool therapy, psychi- 
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atric examination, accurate measurement of hearing impairment, in- 
dustrial and business training programs, books and educational re- 
cordings for the use of the blind, and recording sound from outer 
space. 

It does not appear to be the intent to impose excise tax on products 
in these areas of application but under the phraseology “entertainment 
type” many tape recorders in these fields of use will be taxed. 

Ve respectfully submit that beginning with the Revenue Act of 
1951 and continuing in a notable measure through the summary of 
subcommittee decisions preceding H. R. 12298, legislative actions and 
recommendations have been in the constructive direction of narrowing 
the excise-tax base through definition of taxable products and exten- 
sion of exemptions. In the instance of tape recorders, at this time we 
do not see how it will be possible by legislative or administrative defi- 
nition to limit application of an excise tax on tape recorders to prod- 
ucts in areas of use consistent with the terms “entertainment type.” 

We again call your attention to the fact that the tape-recorder- 
manufacturing industry is far from realization of the state of develop- 
ment which the phonograph industry had reached when excise taxes 
were imposed. Small business and industry is and should be encour- 
aged and the imposition of an excise tax upon tape recorders would 
certainly be an adverse factor. 

The tape-recorder-manufacturing industry has a justifiable pride 
in its contributions to the science of electronics, instrumentation, mili- 
tary uses, and the various areas of benefit to the general public and, 
except in the event of a national emergency requiring large increases 
in revenues. We earnestly and respectfully request deferment of the 


imposition of an excise tax upon tape recorders for a reasonable period 
in order that the industry might be afforded a deserved and —~ 


opportunity to grow into a substantial and profitable industry and to 
continue and enlarge a program of research and product development. 

Thank you. 

Mr. Foranp. Does that conclude your statement? 

Mr. Rossman. Yes, sir. 

Mr. Foranp. Are there any questions? 

Mr. Herlong. 

Mr. Hertone. I am familiar with the operation of the tape record- 
ers that we have around home, but do you have machines that only 
record and others that only play back ? 

Mr. Rossman. Yes; there are machines of both types. 

Mr. Hertona. As well as the combination ? 

Mr. Rossman. That is correct, sir. 

Mr. Hertonc. Thank you. 

Mr. Rossman. Actually, if I might comment just a moment, we 
were here earlier in the morning when Mr. Walker was here from the 
record industry and it was interesting to us to note that by admission 
of the record industry itself it did not classify the tape or tape-recorder 
industry as a competitive item in the home-entertainment field. We 
felt that the substantiated our argument to some degree, too. 

Mr. Hertone. I recall that discussion this morning. 

Mr. Foranp. If there are no further questions, we thank you for 
your contribution. 

At this point, without objection, I shall insert in the record a state- 
ment on behalf of the Office Equipment Manufacturers Institute as 
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submitted by Mr. E. D. Taylor, administrative vice president of the 
Office Equipment Manufacturers Institute. 
(The statement referred to follows :) 


STATEMENT ON BEHALF OF THE OFFICE EQUIPMENT MANUFACTURERS INTITUTE ON 
Excise TAx ON BUSINESS MACHINES IMPOSED BY SECTION 4191, INTERNAL 
REVENUE CopE OF 1954. 


This statement is submitted by the Office Equipment Manufacturers Institute, 
a trade association of the office machines and equipment industry, with offices 
in the Wyatt Building, 777 14th Street, NW., Washington, D. C. The membership 
of the institute includes the principal manufacturers of business machines in 
the United States and approximately 85 percent of the entire office machine 
manufacturing industry. In this statement, submitted on behalf of our industry, 
we urged the repeal of the excise tax on business machines imposed by section 
4191 of the Internal Revenue Code of 1954. 

As this committee is fully aware, the excise tax on business machines, originally 
imposed by the Revenue Act of 1941, was not intended as a revenue measure—the 
only possible justification that can be offered for its continuance to the present 
time. It was conceived and enacted as a World War II temporary emergency 
measure solely for restrictive and nonfiscal purposes designed to limit consumer 
purchasing, save strategic war materials, and to enable this important industry 
to devote its extensive facilities to war production. The original justification for 
this tax has long ceased to exist, and the full impact and effect of the continua- 
tion of this tax as a business cost factor should now have the most serious 
consideration of your committee.’ 

The institute, in prior hearings before the House Committee on Ways and 
Means, has presented in detail the reasons supporting its recommendations for 
the repeal of this tax.27 We have repeatedly contended before the committee that 
this excise tax is neither sound nor equitable, and as a tax on essential business 
and office operations, it is discriminatory in character and adds materially to 
the cost of doing business. For these reasons, we submit that the tax on business 
machines should be repealed. 

In recent years, the Congress has recognized that excise taxes that contribute 

to the cost of doing business are objectionable and should be eliminated. In 
the President's message on Congress of January 23, 1950, with reference to pro- 
posed revenue revision, he stated (S. Doc. 451, Sist Cong., 2d sess.) :* 
. The excise taxes are still at substantially their wartime levels. Some are 
depressing certain lines of business. Some burden consumption and fall with 
particular weight on low-income groups. Still others add to the cost of living 
by increasing business costs.” [Italie supplied. ] 


In the Revenue Act of 1951, certain excise tax reductions and exclusions were 
effected in order to eliminate excise taxes on business cost items. The House 
report on that act (H. Rept. 586, 82d Cong., 1st sess., p. 48) states with reference 
to the reduction of excise tax on photographic equipment: 

“Second, the bases of these taxes are revised so that the tax is imposed only on 
film, cameras and lenses which, insofar as is administratively possible, do not 
represent a cost of doing business. 

“Your committee excluded from the base of this tax the business cost items 
because it believes that a tax on business cost items is likely to be shifted forward 
as an operating expense and thus appear in the price of commodities gen- 
erally. * * *” 

The Senate Finance Committee approved such reductions for the same reason. 
With reference to the excise tax on electric appliances, the committee said 
(S. Rept. 781, Sist Cong., 1st sess., p. 101) : 

“Industrial type direct motor-driven fans are excluded from the base of the 
tax both because they are business cost items and because they are competitive 


1As pointed out in the statement filed with the House Committee on Ways and Means 
in connection with the 1947-48 excise-tax hearings (see footnote 2, infra), certain of the 
origin restrictive taxes were subsequentiy removed by the Revenue Acts of 1942 and 

2 Hearings before the Committee on Ways and Means, Revenue Revisions, 1947—48, 80th 
Cong., 1st sess. (pt. 1, Excise Taxes), pp. 335-337. Hearings before the Committee on 
Ways and Means, Revenue Revision of 1950, 81st Cong., 2d sess., vol. 1, Excise Taxes, pp. 
1653-1659. Hearings before the Committee on Ways and Means, General Revenue Re- 
vision, 1953, 83d Cong., ist sess., pt. 4 (topic 40), pp. 2313-2315. 


* Hearings before the Committee on Ways and Means (81st Cong., 2d sess., vol. 1, 
Excise Taxes, p. 3. 
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with industrial-type belt-driven fans which are not subject to excise tax.” 
[Italic ours.] 

The conference report on the Revenue Act of 1951 reaffirmed these reasons 
for congressional action, as follows: * 

“The Senate agreed to the House provision with respect to the photographic 
items. This provision eliminated certain business cost items and approved a 
tax on the articles retained at 20 percent.” 

In the Excise Tax Reduction Act of 1954, the House Ways and Means Com- 
mittee in explaining certain of its tax reductions stated (H. Rept. 1307, 83d Cong., 
2d sess., p. 1): 

“Some of these taxes enter directly into business costs and a reduction of such 
costs is desirable.” 

The Senate Finance Committee in its report on this legislation agreed with 
the above reasoning of the House committee for tax reduction and commented 
further (S. Rept. 1085, 88d Cong., 2d sess., p. 3) : 

“Many of the excise taxes now in effect were imposed during World War II 
or at the outbreak of the Korean war and need to be completely overhauled or 
eliminated. * * *” 

This same tax philosophy prompted Congress in the enactment of the Manu- 
facturers’ Excise Tax-Exceptions Act, Public Law 367 (1955), to eliminate the 
tax on equipment used in business. In restricting the application of the excise 
tax on radios, television sets, etc., the report of the Senate Finance Committee 
states (S. Rept. 1162, 84th Cong., 1st sess., p. 3) : 

“The excise tax on radios, television sets, etc., would be limited under the bill 
to items of the entertainment type because your committee sees no reason for 
singling out for excise-tax levy special communication, detection, and navigation 
equipment used by businesses. This change is in conformance with similar 
actions taken by Congress in recent years in revising the tax basis of the 
excises on photographic apparatus and film and electric, gas and oil appliances. 
* * *” TTtalics supplied. ] 

No clearer example of a “business cost” excise tax can be found than the 
excise tax on business machines. This is obvious to every member of this 
committee who, in the operation of his congressional office—and his business 
or profession—is fully aware of his dependence upon the modern office machine— 
the typewriter, adding machine, accounting and bookkeeping machines, dictat- 
ing machine, duplicating machine, addressing and mailing machines, ete. The 
general classes of business machines taxable under the Internal Revenue Code 
are used by all businesses in their daily operations. 

Without such office tools modern business could not function. Today the 
office machine is an essential business machine tool. Any interruption in the 
use of such machinery has the same serious consequences as a breakdown in 
the factory or production line. Business, both large and small, government 
operations, scientific research, economic and national defense planning are 
broad areas of modern life that are completely dependent upon the efficiency, 
economy, and productivity of office machines. In the statement filed with the 
House Committee on Ways and Means in connection with the 1947-48 excise tax 
hearings, the institute described the scope of business machine uses as follows: 

“Business machines have been properly called the tools of business. They 
bear the same relationship to business that machine tools do to factories, that 
farm machinery does to the farmer, or the hammer and saw to the carpenter, 
or the plumber’s tools to the plumber. They are used in every kind of business, 
public and private, large and small. They are used by local, State, and Federal 
Governments, hospitals, schools, labor unions, professional men, hardware stores, 
grocers, bakeries, restaurants, barber shops, real estate agents, airlines, bus 
companies, laundries, tailor shops, and even the bootblack. 

“In the field of business both large and small these machines, among which 
are typewriters, adding, duplicating, calculating, bookkeeping, tabulating, address- 
ing, billing, check-writing, dictating, time-recording machines and even pencil 
sharpeners, are the means of maintaining the following vital basic functions: 
purchasing, raw materials inventories, production control, sales, shipping, pay- 
rolls, ledger (accounts receivable and payable), taxes, personnel, and many 
others. Under our system of withholding income taxes, it is business machines 
which make it possible for employers in every State in the Nation promptly to 
make payments direct to the Treasury Department of the taxes withheld from 


“See statement of Senator George on the conference report, October 18, 1951, U. S. Code 
Congressional and Administrative Service (1951), vol. 2, p. 2175. 
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individual employees. These same machines provide the employee with an 
accurate record of the amounts withheld. * * 

“In the field of government, countless Seema may be given of the use of 
business machinery. It is felt that the mention of but one outstanding example 
is sufficient for this statement. It may very properly be said that our Federal 
Social Security System, which handles the accounts of over 80 million indi- 
viduals, could never have been installed and maintained as we all know it to 
exist today without the extended use of many of the items of business machinery 
upon which an excise tax is now imposed.” 

Today, 9 years later, this statement is equally pertinent and fairly presents a 
brief yet admittedly limited picture of the countless fields of business and govern- 
ment wherein the business machine alone can perform the functions of the office 
at the speed and efficiency required of modern operations. The dependence upon 
office machines has become more acute as the result of progress made in recent 
years in the field of factory and office automation. Extensive research programs 
are required of this industry to keep pace with the demands of the future for 
increased speed, accuracy, and efficiency and to develop machines and office 
systems to offset the critical shortage of trained and experienced clerical per- 
sonnel. This problem presents a serious challenge to the industry. It requires 
the development of costly and more complex machines to perform more and more 
of the office functions now being performed by office personnel. 

We are certain that this committee will agree that today's business activities 
and essential governmental functions at the national, State, and local level 
could not keep pace with our needs and requirements without the use of office 
machines which are now taxable under section 4191 of the Internal Revenue Code. 
To the list we now have the latest types of office machines, developed through 
extensive and costly research programs, many of which are limited and highly 
specialized in their use and necessarily involve extremely high engineering and 
development costs. These modern machines are mere prototypes of the faster 
and more efficient machines of tomorrow which are planned and designed to keep 
business, government, and scientific research functioning at the most efficient 
levels, 

The role of the modern office machine in the area of national defense planning 
is well known to this committee and to the Congress. In this critical field, busi- 
ness machines are indispensable and, as in the business world, they make possible 
the saving of countless man-hours and cost in the performance of essential 
governmental functions. 

The Federal excise tax on these essential machines is a substantial cost item, 
and thus the tax becomes a direct burden upon doing business and contributes 
materially to its cost. The tax not only affects the price to the immediate pur- 
chaser (manufacturer, distributor, processor, etc.), but as an increased cost of a 
basic business tool it contributes to the increased cost of his business eperations 
and, as pointed out in the committee report above quoted, it becomes a business 
operating expense and a part of the cost of goods and services generally. 

The tax on business machines which directly increases the cost of doing busi- 
ness is the type of tax that Congress has previously declared should be eliminated. 
The needs of business are such that today’s businessman has no alternative as 
far as office machines are concerned. There are no substitutes; he must have 
them if he expects to sell goods or services and meet competition, both domestic 
and foreign. In purchasing this indispensable office tool, he has no choice but to 
pay the tax and add it to the cost of his product. The burden of the tax does 
not discriminate between the large and the small manufacturer or user of office 
machines. Its impact is felt by the proprietor, partnership, and the corpora- 
tion—both large and small—private educational and charitable institutions, and 
the Federal Government itself the largest single user of office equipment and the 
industry’s largest single customer. Virtually everyone engaged in producing and 
selling essential goods or services is subject to the burden of this tax. 

We are confident that your subcommittee like the full committee, and the Sen- 
ate Finance Committee in the past, is genuinely concerned over the impact of any 
Federal excise tax that materially adds to the cost of doing business. The reve- 
nue derived from this tax is an indication of its burden—collected from taxpayers 
who must buy and use office machines if they are to stay in business. We submit 
that the farmer’s machinery, the tools of labor, factory machines, and office 
machines are all engaged in vital phases of the production process—the produc- 
tion and distribution of goods and services that are absolutely essential to the 
maintenance of our national economy. Any direct burden on any segment of 
this process, whether it be on farm, factory, or on the office, is unsound and is not 
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in the public interest. As it stands today, the tax imposed on office machines is 
onerous, highly discriminatory, and it constitutes a very substantial cost item to 
the operation of any business or office function. 

The institute feels that it is in the interest of a sound and fair national tax 
policy that this tax be repealed. As a restrictive nonfiscal emergency measure, 
it was never intended that this tax should be exended and continued year after 
year, and Congress has repeatedly recognized in recent years that such a tar 


which materially contributes to the cost of carrying on business is objectionable 
and should be eliminated. 


The Office Equipment Manufacturers Institute accordingly urges the elimina- 
tion of this tax on business machines in its entitrety. We submit that while 
such a tax is admittedly a source of revenue, this reason alone does not justify 


its continuation as a permanent part of the Federal excise-tax structure. 
Respectfully submitted. 


E. D. TaYtor, 
Administative Vice Presiednt, Office Equipment Manufacturers Institute. 
Mr. Foranp. The next witness is Mr. John J. Roth. Mr. Roth, 
come forward, please, and for the purpose of the record give your 
name and the capacity in which you appear, and identify yourself. 


STATEMENT OF JOHN J. ROTH, TREASURER, RONSON CORP. ; ACCOM- 
PANIED BY MICHAEL GOULD, WASHINGTON COUNSEL 


Mr. Rorn. My name is John J. Roth, treasurer of the Ronson 
Corp., and the gentleman on my left is Mr. Michael Gould, our 
Washington counsel. 

Mr. Foranp. You may proceed with your statement without 
interruption. 

Mr. Rorn. In previous representations before this committee on 
excise taxes with particular reference to cigarette lighters under 
section 4201, the presentations were made up by a group of manu- 
facturers known as the Cigarette Lighter Manufacturers Association. 

The cigarette-lighter industry prior to 1951 was able to muster 
well over 50 companies, and the association represented producers of 
approximately 90 percent of the total dollar volume of pocket and 
table lighters produced in the United States. 

Ronson Corp., as one of the members of the association, made its 
voice heard through that organization for relief from the inexorable 
toll which would be exacted ‘against the members of the association if 
the Government did not remove from its head the two-edged sword 
in the form of lower tariffs on one side and excise taxes on the other 
side. 

The mere fact that I am here today, representing the Ronson Corp. 
alone, asking you for relief to prevent further deteriorating action 
on an industry which at one time provided employment to upward of 
10,000 persons, is evidence of what occurred to the association mem- 
bers in the intervening years. 

I use the year 1951 to measure the size of the industry, for it was 
in that year that the Ronson Corp., together with the association, 
represented before the various agencies of the Government that unless 
constructive action was taken, we could only see major trouble ahead 
for the industry. We foresaw at that time that the levying of an excise 
tax, on the one hand, and the lowering of the tariff rates from 110 
to 55 percent on the other hand, would spell the ruination of many of 
our domestic manufacturers. 

The lowering of the tariff rates opened up the floodgates for an 
inpouring of tremendous quantities of cheaply made foreign lighters. 
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Not only were they cheaply made, but they pirated the designs, shapes, 
and forms, slavishly imitating cigarette Seldans of domestic manufac- 
turers, and chiefly that of the Ronson Corp., in order to capitalize on 
the millions of dollars which not only Ronson, but other companies, 
have spent to establish their brand name and product recognition. 

We appeared before this committee in 1953 to request a shifting 
of the tax from that of a manufacturers’ excise tax to a retail tax, 
such as was in existence on precious-metal lighters subject to the 
jewelry tax. Its reason was very logical in that it would have elimi- 
nated a pyramiding of the cost of our product to the consumer, and at 
the same time afford us the opportunity of meeting the unfair com- 
petition of cheap imported lighters permitted to enter this country 
by the lowering of the tariff rates by the Government. 

We were unsuccessful in obtaining such relief, and then on top of 
that there was an additional reduction in the tariff rates from 55 to 
45 percent, further aggravating the bad conditions which faced a once 
flourishing industry. 

I bring to your attention, for I do not think you are aware of this 
fact, that in its largest part the revenue received from the excise tax 
on mechanical lighters is exacted primarily from two companies. It 

vas estimated in 1951, when the excise tax was first placed on mechani- 
cal lighters, that the anticipated revenue therefrom would range any- 
where from $2 million to $3 million. At that time Ronson’s contribu- 
tion to that revenue amounted to about 55 to 60 percent. Is is our best 
guess and it can only be an estimate because the Bureau of Internal 
Revenue does not break down the amounts collected on cigarette light- 
ers from that of fountain pens and pencils, which fall under the same 
section of the code, that Ronson’s share, together with that of one 
other well-known company, makes up 80 to 85 percent of the revenue 
received from domestic lighter manufacturers. 

Certainly, gentlemen, I do not believe, and that is only to the best 
of my knowledge, that you can finda parallel situation where an excise 
tax is levied on any other commodity, that revenue is largely derived 
from but two companies, both, incidentally, located in the State of 
Pennsylvania. It may be true that this situation was not a fact in 
1951, when the excise tax was first levied, but certainly after having 
continuously appeared before one or the other agency of the Govern- 
ment, requesting relief from an oppressive condition brought about 
by governmental actions, some relief should be granted now that the 
detrimental effects have taken their toll. 

I know that the now limited industry, including Ronson, hopes that 
there is yet a chance for survival if some relief can be afforded to it. 

The domestic lighter industry now employs approximately one- 
third of its previous manufacturing personnel. This is due to the 
many hardships that it has faced in recent years, such as the influx of 
lighters of foreign origin, the lowering of tariffs on imports, and the 
excise tax that continues to be imposed in a manner that is just short 
of being punitive, since the burden primarily falls on two domestic 
lighter manufacturers, who pay about 85 percent of the total revenue 
derived from that source. 

There is a crying need for bold governmental action if the domestic 
lighter industry is to be salvaged. First and foremost, the excise tax 
should be removed. This and this alone will save the domestic in- 
dustry and the jobs for several thousand employees. The work in 
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manufacturing lighters is highly skilled, since precision and crafts- 
manship are basic requirements in this type of production. Con- 
tinuing such employment of the craftsmen in the lighter industry is 
a national asset in many respects, particularly during a period when 
such workers can make so many contributions to our defense efforts. 

Gentlemen, an industry has been literally decimated. Its pleas 
for relief in the past have gone unheeded. The industry’s predictions 
of dire consequence made in 1951 have actually come to pass. We 
respectfully request you to prevent further deterioration of this im- 
portant industry by eliminating the excise tax at the earliest day 
possible. 

Thank you. 

Mr. Foranp. Are there any questions? 

If not, we thank you for your appearance and the contribution you 
have made. 

The next witness listed on the calendar is the Zippo Manufacturing 
Co. 

Is a representative of that company present ? 

Mr. Rorn. May I answer that. I received a call, I believe from 
Mr. Crabbe, their controller, who told me that he did not think he 
would be able to come down until late in the afternoon. That is the 
other company that I was talking about in my presentation. 

Mr. Foranp. You suggest to him when you see him that he had 
better file his brief. 

Mr. Esreruarter. Zippo is your competitor ? 

Mr. Roru. Friendly competitor, let us say. 

Mr. Hertone. You are in the same boat on this particular issue. 

Mr. Rorn. Yes. 

Mr. Foranp. The committee will stand adjourned until 10 o’clock 
tomorrow morning. 

(Whereupon, at 2:30 p. m. the committee was recessed, to recon- 
vene at 10 a. m. Friday, November 30, 1956.) 
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FRIDAY, NOVEMBER 30, 1956 


Hovse or REPRESENTATIVES, 
SvuscoMMITTEE ON Excise Taxes 
oF THE CoMMITTEE ON Ways AND Means, 
Washington, D. C. 
The subcommittee reconvened, pursuant to recess, at 10 a. m., Hon. 
Aime J. Forand, chairman of the subcommittee presiding. 
Mr. Foranp. The committee will come to order, please. 
The first witness this morning is our colleague from Virginia, Hon. 
Watkins M. Abbitt. Mr. Abbitt, we know you very favorably but 
please identify yourself for the record. 


STATEMENT OF HON. WATKINS M. ABBITT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF VIRGINIA 


Mr. Assirr. I wish first to commend Chairman Forand and the 
members of the Subcommittee on Excise Taxes, as well as the Ways 


and Means Committee itself, for their decision to examine the entire 
subject of discrimination, inequitable operation, and hardship within 
the Federal excise-tax structure. Overall excise-tax revision is long 
overdue. As a Member of the Congress, 1 am happy to see that this 
first forward step is now being taken. 

No other subject is more des serving of this subcommittee’s careful 
attention than the problems presented by the manufacturers’ excise 
tax now imposed by section 4201 of the 1954 Code on “mechanical 
pencils, fountain pens, and ballpoint pens.” My position in this 
matter was reflected last Congress when I introduced H. R. 7721. 

I wish now to reaffirm that position before this subcommittee: The 
manufacturers’ excise tax in these items should be repealed forthwith. 

The reason for the enactment of the tax on mechanical pencils, 
fountain pens, and ballpoint pens provides the very reason for its 
needed repeal as of the present time. ‘his tax was a hurriedly de- 
veloped measure, which was reported from the Ways and Means 
Committee in 1951 as an extension of the jewelry tax solely to aid in 
meeting the Korean war emergency. The industry itself was given 
no opportunity to be heard prior to the press announcement by the 
Ways and Means Committee that such a tax was under consideration. 

Since that time efforts either to place a termination date on the tax 
or to repeal it completely have been balked because of the purported 
revenue loss involved, 1 am certain that members of the mechanical 
pen and pencil industry will demonstrate plainly in their testimony 
before this committee that whatever minor revenue loss may be os- 
tensibly involved if this tax is repealed, all of these funds will be 
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readily made up by the Treasury in the form of greatly reduced ad- 
ministrative expenses as well as increased sales of the items involved. 

Equ: ally as important as are the above revenue considerations, we 
must also consider the fact that an excise tax on pens and pencils i Im- 
plies that these items are luxury items—when in fact they are as neces- 

sary a part of our daily living as food, shelter, and clothing. Modern 
American progress in industry, farms, and homes could not have pro- 
ceeded at its present extensive pace had it not been for the faithful 
and long years of service of mechanical handwriting instruments, 
The usefulness of these essential tools should in no way be impeded 
by the imposition of a hidden manufacturers’ excise tax. As is well 
known to this committee, such a tax is pyramided from manufacturer 
to wholesaler to retailer so that the consumer is forced to pay a tax far 
beyond the actual rate imposed upon the manufacturer. 

The most glaring discriminatory aspect of this tax, however, is the 
obvious fact that its basic impact falls upon the nonbusiness con- 
sumer—particularly housewives and schoolchildren. Virtually every- 
one who uses a mechanical pencil or pen is able to “write off” its cost 
as a business expense—except the schoolchildren and housewives. 
Why should a tax be imposed whose chief burden falls upon the very 
people for whom this country relies for its educated leaders of the 
future? In my opinion, such a result impedes rather than aids Amer- 
ican progress. Our Congress should do all possible to encourage edu- 
cation, not to retard—even in the slightest way—the opportunity of 
every schoolchild to obtain mechanical pencils and pens at the lowest 
possible cost. 

Repeal of the manufacturers’ excise tax on these items, by reducing 
these costs, will further this vital objective. Its continued imposi- 
tion, far from producing additional revenue, works a detriment to the 
Nation as a whole. 

For these reasons I urge this committee to recommend outright 
repeal of that part of section 4201 which applies to mechanical pen- 
cils, fountain pens, and ballpoint pens. 

Mr. Foranp. We thank you for your appearance and the informa- 
tion given the committee. 

Mr. Asetrr. Thank you, Mr. Chairman. 

Mr. Foranp. Our next witness is Mr. George Trautman. 

Mr. Trautman, for the purpose of the record will you give your 
name and the capacity in which you appear? 


STATEMENT OF GEORGE M. TRAUTMAN, PRESIDENT AND TREAS- 


URER, NATIONAL ASSOCIATION OF PROFESSIONAL BASEBALL 
LEAGUES 


Mr. Trautman. My name is George M. Trautman. I am president 
and treasurer of the National Association of Professional Baseball 
Leagues—in simple words, the minors. 

Mr. Foranp. Have you a prepared statement ? 

Mr. Trautman. I do, sir. 

Mr. Foranp. You may proceed with your statement without inter: 
ruption. 

Mr. Trautman. This statement is submitted in behalf of the 192 
clubs which are members of the leagues of the National Association 
of Professional Baseball Leagues and which are located within the 
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continental United States and therefore subject to the Federal tax 
on admissions. These clubs and the leagues of which they are members 
will hereinafter be referred to as the minors. 

I think I should say here that in addition to the 192 clubs in the 
continental United States we also have clubs, members of our associa- 
tion, in Mexico, Cuba, and the Dominion of Canada, and we have 
winter affiliates in Panama, Cuba, 2 in Mexico, Venezuela and Colom- 
bia, South America, and Puerto Rico. 

Mr. Mason. Are all these others outside the United States taxed? 

Mr. TrauTMAN. No, sir; not to my knowledge. 

Continuation of the Federal admissions tax is unfair and threatens 
the life of the minor leagues. Due to many factors, including espe- 
cially the effect of television upon all forms of entertainment, the 
attendance at minor league games has dropped sharply since 1949. 
In 1956, the total paid attendance at minor league games was almost 
60 percent less than the attendance in 1949. The declining curve is 
attached to this statement as chart A. 

Unless the decline in attendance can be halted, the very existence 
of minor league baseball will be imperiled. Some stimulus is needed 
to reverse the downward trend if the sport is not to be liquidated. 
Many minor league clubs and leagues have already been forced to 
close down because of baseball’s declining market. Since 1949, the 
number of minor leagues has been reduced from 59 to 28 and the 
number of minor league clubs from 448 to 213. Because of existing 
conditions, no league which has disbanded during this period has seen 
fit to resume operations. Continuation of the present trend will in- 
evitably force many more clubs to suspend. 

Elimination of the Federal tax on admissions to minor league 
games would be invaluable in halting, or even reversing, the downward 
trend in attendance. Minor league baseball as a whole is not a profit- 
making enterprise. The attached chart B which sets forth the profit 
and loss experience of minor league clubs in the 1955 season, discloses 
that approximately 1 club in 5 enjoyed a modest profit while 4 out of 
5 suffered substantial loss. No similar survey has been made for the 
1956 season, but all informal reports indicate that the condition has 
worsened rather than improved. 

The Federal tax on admissions, which is imposed regardless of 
profit or loss, hits minor league ‘baseball very hard. This is the 
natural consequence of the fact that minor league baseball is generally 
a civic activity. Most minor league clubs derive their impetus from 
civic spirit and generally are maintained and financed by public- 
spirited citizens who take a pride in having a baseball team represent 
their community. The deficit sustained by these clubs are made up 
by the local civic-minded citizens. 

In practice, it is difficult for a minor league club to raise its ad- 
mission price in order to increase its income from admissions. Base- 
ball admission prices are fairly well standardized in the mind of 
the consuming public and increases in such prices encounter consider- 
able resistance. Despite the vast changes in all other prices during 
the last quarter of a century, increases in baseball admission prices 
have been very moderate and prices in some cases, particularly at the 
lower levels, have remained constant. Baseball fans have been con- 
ditioned to regard these prices as proper, and say upward change in 
them would encounter far more consumer resistance than would be met 
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by businesses whose prices are known to fluctuate. Usually box office 
prices are set up so as to involve an out-of-pocket payment of an even 
figure, such as $1 or $1.25, and many fans fail to realize that the gross 
admission price includes a substantial payment for Federal tax. 

Furthermore, when the cost of seeing a baseball game takes a bigger 
share of the family budget, fans tend to stay at “home, particularly 
in view of the free enter tainment, afforded by television. Conse- 
quently any increase in admission prices would not only encounter sub- 
stantial public resistance because of the historically fixed nature of 
baseball prices, but would intensify the existing decline in baseball 
attendance. The recent action of Congress in eliminating admission 
tax where the established price is 90 cents or less was a step in the right 
direction but it will actually have the effect of reducing net prices for 
many minor league clubs, because many such clubs have been charging 
$1 for grandstand admission, 9 cents of which has been Federal tax. 
In order to qualify for the exemption now given admissions of 90 

cents or less, these clubs will be obliged to reduce to that figure and 
thus will actually sacrifice 1 cent per admission. 

As already pointed out, minor league clubs are primarily civic 
enterprises. Consequently they rarely rise above the break-even point 
and normally operate at a small loss. © The effect of the admission tax, 
however, has been to increase substantially this normal loss. Civic- 
minded individuals who are willing to make up small deficits are not 
prepare «1 to meet losses of the present magnitude. Minor league clubs 
In every category are now operating at a “loss, as is apparent from the 
attached chart B which sets forth the results of 1955 operations. 

The inevitable result of the fact that minor league baseball is now 
in a loss position has been a steady diminution in the number of 
minor leagues and in the number of clubs. Unless relief is given the 
remaining le: 1gues, a further decline is inevitable. 

The disappearance of minor league baseball would represent an 
irreparable loss to the sport and to the community. Minor league base- 
ball is indispensable to professional baseball. The major leagues look 
to the minor leagues as their chief source of new players. Almost 90 
percent of the play ers employed in professional baseball are employed 
in the minor leagues. About as many people see minor league games 
as major league games and as recently as 1949, more than twice as 
many fans view ed minor league baseball. Furthermore, the minor 
league club, particularly in our smaller cities, is a source of civic pride. 
The decline in minor league games means the disappearance of a 
source of community pride, of employ ment for athletes, and of a valu- 
able type of entertainment. 

Minor league baseball would be substantially assisted by the elim- 
ination of the admissions tax, the civic-minded citizen who supports 
the local clubs would be encouraged to continue to do so and the loss 
of revenue to the Government would be small, as is illustrated by the 
attached chart C. In order to arrive at an approximation of the 
total Federal tax paid by minor league clubs in 1956, the 192 clubs 
located in the United States were asked to report the total Federal 
admission tax paid for 1956. Fifty-nine clubs have reported to date 
and chart C reveals their answers. 

Utilizing these answers to determine the average tax for the clubs 
of the various classifications and projecting this average to include 
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the entire 192 clubs, we arrive at a total payment to the Federal Gov- 
ernment of $1,144,785 in 1956. While this is a moderate figure from 
the standpoint of loss to the Federal Government, it represents the 
difference between black and red ink for many minor league clubs, as 
is indicated by the typical statements of club set forth in chart D. It 
is noteworthy, in this connection, that the average indicated loss per 
club in 1955, as computed in chart B, was $12,759 and the average 
indicated admission tax paid the Federal Government in 1956, as com- 
puted in chart C, was $5,962. 

As stated, the continuation of minor league baseball is vital not only 
to the civic-minded individuals who generally meet the operating 
deficits of the clubs, but also to the major league clubs which rely 
almost entirely upon the minors for development of their player 
talent. But of even greater importance, minor league baseball un- 
questionably contributes to the welfare of the youth of the land in 
that it provides a wholesome outlet for energies and enthusiasms which, 
if otherwise applied, could lead to an intensification of the juvenile 
delinquency problem. And it of course makes a substantial con- 
tribution to the objective sought by President Eisenhower when he 
created the national physical fitness program under the direction of 
Vice President Nixon. 

Baseball, as a participant sport, is an ideal vehicle for the develop- 
ment not only of physical fitness but also of the mental health and good 
sportsmanship which are difficult to separate from prime physical 
condition. More amateur baseball than ever before is now being played 
in the colleges, the high schools, the Little Leagues, the Pony Leagues, 
the American Legion Junior Baseball program and many other 
similar organizations. The professional game, including the minor 
leagues, serves as the paragon of this amateur play. Every encourage- 
ment should be given the minor league so that the current decline in 
operations may be arrested and the present trend reversed. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Trautman. It does, sir. 

Mr. Foranp. Do you want the charts to which you referred to be 
made a part of your statement ? 

Mr. TrautmMan. Yes, sir. 

Mr. Foranp. Without objection that will be done. 

(The charts referred to follow :) 
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Cuart A—Continued 


| 
Number | Number 
of leagues of clubs 


| Number | Number| Paid at- 
lof leagues) of clubs | tendance 


Paid at- 
tendance 


Year 


40, 949, 028 95: 38 
41, 872, 762 ys pitas 269 
34, 534, 488 3 243 
27, 518, 837 212 
25, 301, 253 


58 438 

59 | 448 | 

58 | 446 
365 


50 ? 
43 324 


292 22, 183, 821 
19, 585, 819 
19, 042, 825 


17, 031, 069 


CHART B 


Financial experience of national association clubs for 1955 season 


Average 
Total loss of 
loss clubs 

reporting 


loss 


| Average 

| Number | Number; Number| Total profit of 

| of clubs of reporting; profit | clubs 

| answers profit reporting 
| profit 


Number 
reporting 
loss 


Class 


ais, 
Dipthcse Odetecanees 
BBiniccesnttin on 


$89,643 | $44,821 3 
97,385 | 24,346 6 
206,911 | 51,727 10 

7, 55 7, 553 12 


7, 5f 7, 
13, 6&0 4, 560 | 19 


$133, 024 $44, 341 
342, 505 57, OR4 
340, 068 , 006 
263, 420 1. 950 
464, 665 24, 456 
194, 119 10, 216 
284, 590 9, 375 


12, 240 2,040 19 
8, 524 31 


25, 572 


452, 984 


19, 694 


20, 223 





Note.—Average loss: 
Total loss all reporting clubs_- ee a 
Less total profit all reporting clubs_---_- 


Net loss all reporting clubs____- 
Average loss per club ($1,569,407+ 123) 


Federal admission tax paid by minor league clubs in 1956 


Number 
answering 
question- 
naire 


| Number 
| of clubs 
| in United 


Projected 
for all 
clubs by 
use of 
average 


Total 
Federal 
tax 


Average 
Federal 
tax 


Classification 





$107, 189 
111, 193 | 
157, 504 

58, 043 


$193, 579 
289, 354 
286, 400 
139, 296 


29, 913 
35, 997 
7,116 


NotTr.—Average admission tax for 192 clubs in 1956: $1,144,785+ 192=$5,962. 
Cnart D 


TYPICAL STATEMENTS OF MINOR LEAGUE CLUBS ON EFFECT OF ADMISSION TAX 


Portland, Oreg. (Pacific Coast League) 


_ The Portland club operated in 1956 with a loss. Our Federal admission tax 
is the difference between our loss and a profit. If the Portland club had not 
been required to pay Federal admission tax, we would have shown a small 
profit for the year and it would have meant a great deal toward creating public 
confidence and continued operation of the club. With the narrow margin on 
which National Association clubs are forced to operate, the Federal admission 


taxes have become extremely important and an increasingly heavy burden toward 
breaking even. 
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Sacramento, Calif. (Pacific Coast League) 


The total Federal admission tax paid during the 1956 season amounted to 
28,675.86. The Sacramento Baseball Association has paid no Federal income 
taxes since 1949, for 6 consecutive years, operating at a loss. During the 1956 
season we operated at a loss of approximately $35,000. This is for the fiscal year 
ending October 31, 1956, and is subject to review by our auditors. Had we 
operated without Federal admission taxes we would have had a cash gain for 
the year of about $8,000, as included in our loss for this year is a $15,000 item of 
depreciation. 


Charleston, W. Va. (American Association) 


The figures speak for themselves. In our case the taxes enacted by the 
Federal Government alone represent the difference between a loss and a modest 
profit on the operation. 


Rochester, N. Y. (International League) 


The total Federal admission tax paid by us during the 1956 season was $26,- 
507.20. The Federal admission tax usually spells out the difference of whether 
the baseball club can break even or lose money. Certainly in recent years it is 
the common practice among minor league baseball clubs to lose money. The 
elimination of the Federal admission tax would be one of the greatest things 
that could happen to professional baseball. 


Atlanta, Ga. (Southern Association) 


Each year it is a struggle for a baseball club to meet its normal expenses 
during the winter months and spring training, until it begins to produce revenue 
with the opening of the club’s regular season. Many repairs, much of the re- 
painting and upkeep of the stadium and grounds must be left undone each year 
simply because we do not have the money. If admission taxes were put into 
stadium improvements, our baseball fans would have a much nicer place in which 
to enjoy baseball games. 


Nashville, Tenn. (Southern Association) 


We still would have lost money, but it would have helped us to a great extent 
if we did not have to pay admission taxes. We might be able to see our way 
clear without Federal admission taxes. 


Dallas, Tex. (Texas League) 


Total Federal admission tax paid, $24,786.42. Our club, without regard to 
depreciation, will probably show about a $5,000, cashwise profit in 1956. 


San Antonio, Tex, (Texas League) 


The total Federal admission tax paid by the San Antonio Club in 1956 totaled 
$8,248.92. Needless to say, our profit-and-loss statement would be much health- 
ier if that amount could have been retained by the San Antonio Club. It is also 
possible that elimination of such taxes could result in a ticket price reduction, 
thus presenting the opportunity to increase our volume. 


Shreveport, La. (Texas League) 


Our profit and loss for the period January 1 through October $1, 1956, is a 
loss of $48,986.60. Had the Federal tax of 10 percent been eliminated our loss 
would have been reduced to $38,066.87. 


Tulsa, Okla. (Texas League) 


We have been operating for the past 2 years in a deficit position, and it goes 
without saying that elimination of the Federal excise tax which we have paid 
would have substantially improved our situation to the extent of bringing us 
to an almost breakeven position. 


Columbia, 8. C. (South Atlantic League) 

Naturally, we would have lost $2,492.21 less than we did, if the tax had not been 
in effect. Twenty-five hundred dollars does not seem a large sum under present- 
day values, but when attempting to operate an enterprise such as most of the 


present National Association clubs, this amount could mean the difference in 
completing a season or being forced to disband. 


Des Moines, Iowa (Western League) 


The total Federal admission taxes paid by our club for the 1956 season 
through the period ending October 31, was $6,013.24. In view of the foregoing 
amount paid the Federal Government by our club during the past season 0D 
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ticket sales for our home games, our loss for the season could have been reduced 
by 25 percent, if we did not have to pay a Federal admission tax. 


Abilene, Tex. (Big State League) 

In 1956 we paid admission taxes in the amount of $1,873.47. The amount cf 
admission taxes paid in 1956 represents approximately one-half of our net 
operating loss for the season, 


Waco, Tex. (Big State League) 

We feel that any reduction in Federal tax on these admissions, and certainly 
a complete elimination of the Federal tax, would materially benefit the clubs, 
especially during a season when the attendance would more nearly be normal, 
than during the 1956 season, when our attendance was very low. 


Eugene, Oreg. (Northwest League) 

To sum up our feeling in the matter, it would most assuredly be of benefit to 
us, to have all Federal tax waived on admissions. It would be a great step in 
permitting successful operation of a Minor League setup. 


Carlsbad, N. Mex. (Southwestern League) 


If no Federal tax had been paid, our club would still have operated at a loss; 
however, the loss would have been greatly reduced had the tax not had to be paid. 


Keokuk, Iowa (Three-I League) 


We lost approximately $1,300. Had it not been for Federal admission taxes 
our ball club would have finished in the black for the first time in its history. 


Quincy, Il. (Three-I League) 
If we had not had the Federal admission tax to pay, it would have meant 


$2,858.60 more in the bank for the Quincy Club, thus reducing our loss for the 
year by that much. 


Reno, Calif. (California League) 
We paid a total Federal admission tax of $3,904.99. This club finished just 


a shade above the breakeven point in the past year. Obviously, being able to 
retain the $3,904.99 would have put us in a definite profit category. 


Monroe, La. (Evangeline League) 


The effect from a profit-and-loss standpoint is that we lost approximately 
$13,000 instead of $10,000. 


Eau Clair, Wis. (Northern League) 


Incomplete audit on the season’s operation indicates an operating deficit 
of about $125; elimination of Federal admission taxes would have changed 
our operating from a losing one to a profitable one. 


Billings, Mont. (Pioneer League) 
Our total amount of tax paid plus our lease tax on the box seats sold on the 
season basis amounted to slightly over $6,000. There is no doubt this club 


would have shown a profit for the 1956 season instead of a loss without the pay- 
ment of the above amount of tax. 


Missoula, Mont. (Pioneer League) 


During the 1956 season we suffered a loss of $7,649.53. Anyone can see that 
if this Federal tax item would be eliminated we will be in business as a National 
Association club a lot longer than we presently believe. Our loss would have 
been but $3,387.90 for 1956 if such a law had been in effect. That is much 
easier to overcome—and gives the independent operator some hope. 


Salt Lake City, Utah (Pioneer League) 


If the Federal tax was eliminated, it would insure our operation over the 
years. As it is now, it is always touch and go. This money could be put 
into improvements, ete., to make our operation better, hence more attendance, 
and a better operation for longevity and stability. It is the dividing line to 
economic stablity for sound leagues, 


Albany, Ga. (Georgia-Florida League) 
The Albany Club paid a total of $1,108.33 in Federal admission tax for the 
1956 season. The elimination of this tax would have cut the loss suffered by the 


Albany Club by about 10 percent. Of course, this tax has already been eliminated 
from our price tickets with the new law effective last September 1. 
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Dublin, Ga. (Georgia State League) 

Our total Federal tax amounted to $350.14. Of course the amount of Federa} 
taxes would not pay off our complete indebtedness but it would be a big help. 
Clinton, Iowa (Midwest League) 

Our club operated at a loss during the 1956 season. If there had been no 
Federal admission tax we would have nearly broken even. 


Mr. Foranv. Are there any questions ? 

Mr. Jenkins. 

Mr. Jenxrns. I should like to ask a few questions. Preliminary to 
that, I should like to say this witness is a very distinguished baseball 
man and a very fine gentleman. 

Mr. Trautman, is it your final conviction that this has been a detri- 
ment to many small baseball clubs? 

Mr. Trautman. There is no doubt of that, Mr. Jenkins. The losses 
which I have recited average for the most part, taking the whole pic- 
ture, around $12,000. In the lower classification, of course, it isn’t that 
much. But when you get in the upper classifications the losses run as 
high as $40,000 or $50,000. Any tax relief all the way up the structure 
would be very helpful. I think it would be the difference between sur- 
vival and liquidation, perhaps. At least it will be very much a con- 
tributing factor. 

Mr. Jenxrys. Are you familiar with that baseball league which Mr. 
William Thomas set up down in my district in southern Ohio? 

Mr. Trautman. Yes, sir. 

Mr. Jenxrins. Did the tax have any deleterious effect on that? 

Mr. Trautman. That entire league has dropped out. In 1949, 
which was our peak year, we had 59 leagues scattered all over this 
country. We were in 47 States. Today we are in 27 with 28 leagues, 
two of which are in Mexico. So in reality there are but 26 in the 
United States. 

Mr. Foranp. Mr. Herlong. 

Mr. Hertonea. First I want to compliment the gentleman on his 
very splendid statement. I think it sets up factually the real problem 
that baseball faces. I know a little something about baseball from 
my past experience. 

You have suggested the complete elimination of this tax. I am 
wondering if it would be of some help to you if we raised the exemp- 
tion from 90 cents to $1. 

Mr. TrautMANn. Any raise in the exemption would be helpful. 

Mr. Hertone. Of course, what you would rather have would be 
complete elimination of the admissions tax. 

Mr. Trautman. I would. 

Mr. Hertona. May I say if this tax were eliminated, the saving 
would not in this instance be passed on to the baseball fan but it would 
inure to the benefit of the club owners. 

Mr. Trautman. That is right. 

Mr. Hertone. And they need that benefit because virtually all of 
them are losing money. 

Mr. Traurman. That is correct. 

Mr. Hertone. I can testify that the baseball club in my hometown 
last year had to raise a lot of money locally to meet payrolls the last 
2 or 3 paydays. I know that the gentleman is speaking correctly. 

Mr. ‘Trautman. Some folks challenge the sanity of men in these 
small communities who want to maintain a baseball club but they do 
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it out of a devotion and desire that this be used as a vehicle in their 
community enterprises. 

Mr. Hervone. I think there is a little madness in any baseball fan, 
but I think it is a healthy thing. 

Mr. Mason. Mr. Chairman, I want to say I am in favor of removing 
all admission taxes. 

Mr. Travurman. That makes two of us, Mr. Mason, to be sure of. 
{ Applause. | 

Mr. Foranp. The Chair must admonish the audience that there must 
be no demonstrations in favor or against. 

Mr. Jenxrns. I was very much interested, not financially, in the 
Bill Thomas League, because he did more for nothing than any man 
I ever knew. Mr. Thomas was not interested from a financial stand- 
point. He gave of his time and money freely for he was always 
interested in the welfare of the people. He lost financially in the last 
2 or 3 years. You probably do not know how much he lost, or do you 
have any figures on that? 

Mr. Trautman. I wouldn’t know that, Mr. Jenkins, but I would 
imagine it was substantial. Here is what happens a good many times, 
if I may say so, Mr. Chairman: In the middle of the season a great 
many of our communities in order to meet player payrolls and current 
expenses just go up and down the street and rap on all the doors. It is 
a kind of unfair thing. This tax is quite a factor in that. We enjoyed 
great prosperity back some years ago, but of course there are many 
factors which have entered into the entire recreational and entertain- 
ment field which have made it somewhat difficult. 

Mr. Foranp. Any questions? 

If not, we thank you for your contribution, Mr. Trautman. 

Mr. 'Traurman. Thank you, sir. 

Mr. Foranp. The next witness is Mr. Erskine White. For the 
record, Mr. White, will you give your full name and the capacity in 
which you appear. 


STATEMENT OF ERSKINE N. WHITE, PRESIDENT, NEW ENGLAND 
TELEPHONE & TELEGRAPH CO., IN BEHALF OF THE BELL 
SYSTEM 


Mr. Wntre. My name is Mr. Erskine N. White. I am president of 
the New England Telephone & Telegraph Co. The New England Co. 
is one of the 22 associated operating companies and, with the American 
Telephone & Telegraph Co., we are commonly referred to as the Bell 
System and I shall speak for the Bell System. 

Mr. Foranp. You may proceed with your statement without inter- 
ruption. 

Mr. Wuire. These Bell operating companies which I have just 
referred to furnish local telephone service in every State in the Nation 
as well as in the District of Columbia. In conjunction with the Ameri- 
can Telephone & Telegraph Co., they furnish long-distance service 
through a nationwide network of wire and radio circuits and the 
necessary related equipment. They are also interconnected with the 
facilities of 4,700 independent telephone companies to give the nation 
a complete telephone service. 
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The people of this Nation rely heavily on communications facilities 
and services. This is reflected by the fact that through some 59 million 
telephones in service over 200 million conversations take place every 
day. And we are sure the country’s communications needs will 
continue to grow. 

I would like to say at the outset that we well recognize the problems 
involved in meeting the costs of government. And we believe that a 
fair share of the cost should be borne by the telephone industry. But 
we strongly believe that telephone users should not be required to 
shoulder a disproportionate share of the burden. 

In the light of these considerations my comments will relate to 
telephone excise tax policy and rates and I shall discuss the tax in 
terms of its impact upon telephone users as well as upon our business. 
Technical and administrative problems will be discussed separately by 
one of my associates. 

The connection with the administration, excise tax on our business 
will be discussed separately by one of my associates at a later date. 

First of all, I should like to point out that the telephone excise tax 
is a tax levied directly on the telephone users. 

Practically all of the excise tax revenue from telephone operations 
comes from the current 10 percent tax on regular local and long- 
distance service. This tax is added to the customer’s bill, collected by 
the operating companies, and remitted every month to the Internal 
Revenue Service. As such, it is a direct tax on the consumer. We 
merely act as the collection agency. 

In this connection I would like to add that the monetary relief, with 
the exception of the expense of collecting the tax, that would come 
from the elimination of this tax would go completely and directly to 
the telephone users themselves. The telephone companies would get 
no part of it. And since telephone service is so widely used today, 
this relief would be shared by millions of families across the country. 

That is what happened when the Congress lightened this tax burden 
through the excise-tax reductions that became effective April 1, 1954. 
Every penny of this saving went to the telephone users directly. 

Telephone service is an essential service. Throughout the Nation 
there are some 21,000 central offices. These are the locations of switch- 
ing equipment, switching boards, and other related facilities that are 
used to meet the telephone requirements of the communities. Each 
one of these central offices is a vital communications center—in fact, 
the very nerve center of the business and community life of the area 
that it serves. Through them there are established, as I have mentioned 
before, each day over 200 million telephone conversations. These 
calls relate to every area of our national, economic, and family life, 
dealing with matters of vital national defense, commercial trans- 
actions, all types of government business, industrial production, family 
matters, and the inevitable emergency messages dealing with fire, 
police, and medical attention. 

The public regards telephone service today as a necessity. Few 
businesses can operate without it and most families now find they 
must have it. Where only 37 percent of the households in America 
had telephone service at the beginning of the war in 1940, today that 
figure has just about doubled—75 percent of our American households 
have telephones—and telephone developments continue at a rapid and 
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steady pace under the impetus of a period of unparalleled prosperity. 
[here is every indication that a substantially higher proportion of 
American households will require telephone service in the future. 

In 1924, 5 years after the end of World War I, the excise tax on tele- 

phone service was removed. At that time the Ways and Means Com- 

nittee said: 

This tax was not only a burden on business, but was a tax upon a public utility 

, widely used as to be a necessity. 

Thirty years ago, when that statement was made. there were 16 mil- 
lion telephones in service in this country. Today there are 59 million. 
[t is significant that while the population of the country increased by 
less than half during this period, the total number of telephones in 
service nearly quadrupled. 

Congress has further signified its conviction that telephone service 
Sa necessity by enacting the Rural Telephone Act, under which mil- 
lions of dollars are provided at low interest rates for the consternation 

and rehabilitation of the telephone system in rural areas. 

A large part of industry has no Federal excise tax a on its 
products and services. In general, except in times of emergency, it 
would appear that the Federal excise-tax policy has been to ‘tax lix- 
uries rather than necessities. We find it most difficult to classify es- 
sential telephone services with jewelry, furs, cosmetics, tobacco, alco- 
holic beverages, and other luxuries. 

Since telephone service is a necessity, we strongly believe that this 
tax should be removed entirely. 

This tax has a very real discriminating effect. Here in the United 
States most people rely on the four essential household utilities of 


electricity, gas, telephone, and water. All but the telephone esc a 


this excise tax. It 1s hard to understand why telephone service is the 
only one of these essential services still taxed. 

To segregate telephone service for this kind of tax treatment is re- 

garded as eminently unfair by the users of our service. Through the 
many contacts we have with our customers we are made aware of their 
views on many subjects involving the telephone business. From their 
voluntary comments it is evident that many of our customers still re- 
card this tax as unfair and burdensome and one that should be 
removed. 

The only utility service other than communications subject to a 
Federal excise tax is transportation. In this connection, commuta- 
tion tickets and short-haul fares are completely exempt from the tax. 
But a local call is still subject to tax. 

We feel very strongly on this subject of discrimination. We be- 
lieve that, as a matter of general policy, no essential utility should be 
subject to excise taxes. C ‘ertainly there appears to be no justification 
‘or singling out the telephone service for the type of tax treatment 
that now applies to it. 

Excise taxes on telephone service have been applied from time to 
time during emergency periods, starting with the Revenue Act of 
1914, which was ratiesie d in 1916. The 1917 excise-tax law was re- 
pealed 5 years after the end of World War I, in 1924. 

The Rev enue Act of 1932, which was passed as a revenue-producing 
ineasure in the depression years, covered only a small part of the 

various communications services. In order to meet the emergencies 
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of World War II, this tax was broadened to cover all communica- 
tions services and greatly increased in amount. This broadened scope 
brought about by the war still remains in effect. 

When Congress increased the excise-tax rates during World War II, 
it was expressly provided in the law that these high rates were to re- 
vert to the lower prewar rates shortly after hostilities ceased. 

Since the adoption of the Revenue Act of 1947, however, the law 
has contained no termination date. 

The absence of a termination date for this tax has increased the 
danger of its becoming a “built-in” source of tax revenue. Where a 
tax originally adopted as an emergency measure has extended re- 
peatedly, there is grave danger that it will become imbedded in the 
tax structure. In view of the heavy tax burden already borne by 
telephone users, this would be wholly unfair to them. For this reason 
also we believe this tax should be repealed. 

I wholeheartedly concur with the opinion expressed by some of the 
members of the Ways and Means Committee when the excise tax on 
telephone service was reduced in 1954, evidencing considerable con- 
cern because of the absence in the act of a termination date for the tax. 

Apart from excise taxes, the total operating taxes of the Bell 
System, which are reflected in the rates charged to customers, are at 
an alltime high. They represent the second largest item of expense 
in the provision of telephone service and are exceeded only by wages. 

The combined tax load of operating and excise taxes is one which 
is borne by telephone users and is currently running at the rate of 
about $2.75 per telephone per month, or about $33 per year. Of this 
amount, $10 or 30 percent represents the excise tax. 

It would be most unfortunate for the 10-percent excise tax to 
become a permanent addition to the already heavy tax burden our 
customers carry in their overall payments for telephone service. 

For these reasons I believe the only fair and equitable remedy 
would be the complete repeal of this burdensome excise tax. 

During the postwar years the cost of telephone service has been 
constantly rising. This was caused by the inflationary forces that 
have pushed up the prices of virtually every product and service. 

State and Federal agencies which regulate the rates and charges 
for telephone service are well aware of the impact of these excise 
taxes on the cost of the service to the telephone user. 

In line with what has happened in industry generally, wages in 
the Bell System have gone up steadily. We have also had to pay 
more for the materials and supplies we use in the provision of service. 
These increased costs have forced us from time to time to seek upward 
adjustment in telephone rates. 

As telephone rates go up, so does the amount collected from the 
excise tax. This fact has been repeatedly discussed by the regulatory 
commissions in their rate-case deliberations. It has not been unusual 
for them to allude to the impact of taxes as they determine the gross 
amount of additional revenue required in a rate case. 

Commissions must allow an increase of $2.08 in gross revenues to 
yield an increase of $1 in net income to a telephone company. This 
comes about as a result of the Federal income tax. But, in addition, 
the customer must pay another 21 cents to cover the 10-percent excise 
tax on the Saal rate. Thus, in order to increase a telephone com- 
pany’s net income by $1, the customer must pay a total increase of $2.29. 
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Expressed in another way, for every million dollars authorized in 
increased. ‘ates, $520,000 of this amount goes to the Federal Govern- 
ment as income taxes. But another 10 percent, over and above the 
million dollars, must be paid directly by the customers as an excise tax. 

It is because of this added cost that commissions have been opposed 
to the tax. They regard it as unsound, unjust, and inimical to the 
maintenance of a reasonably priced communication service. 

As recently as last month the National Association of Railroad and 
Utility Commissioners adopted a resolution reaffirming its position 
and advocating the repeal of this tax. We are in complete accord 
with its provisions. 

Up to this time I have discussed this tax from the standpoint of 
the telephone customers. 

I have indicated that any reduction in this tax will result in a 
monetary benefit to the telephone users and to them alone. However, 

I should like to say a word about our concern regarding this tax from 
a standpoint of Bell System management. 

We are eager to provide a complete and comprehensive communi- 
cations service to the people of this Nation. We want to do it at 
prices that are reasonable and within reach of everybody. 

We are faced with the necessity of continuous growth and expan- 
sion during the years ahead. We are currently engaged in new 
construction, the magnitude of which has never been seen before in 


the history of our business. For the year 1956 new construction wil] 


amount to more than $2 billion. We well recognize the risks that 
are involved in going ahead with future construction on such a scale 


in the face of rising costs. But we have no alternative since it is 
urgently required that we keep up with the Nation’s demand for tele- 
phone service. As we move into the future we are concerned over 
the mounting effect of the 10-percent excise tax. 

Just as an illustration, in the first full year under the Revenue 
Act of 1943, the Bell System collected and “paid to the Government 
$300 million in excise taxes. These taxes remained in effect for 9 
years, and by 1953 the collection and payment to the Government had 
increased to $688 million. Even though the tax was reduced in 1954. 
its ever-increasing effect is again becoming evident. Collections in 
1955 amounted to $455 million, and we estimate that they will total 
about 80 million in 1956. 

Another concern is the effect of this using excise tax on the cus- 
tomer’s total telephone charges which could have a throttling effect 
on our business during a period of lessened economic activity and 
when users of service look for ways to reduce expenditures. 

This is particularly true of long-distance service, which today 
provides almost 40 percent of the total revenues of the Bell System 
and which is very sensitive to the rises and dips in the national econo- 
my. During any period the telephone excise tax could have a bearing 
on whether or not our marginal customers continue their telephone 
service. 

In addition, we are disturbed over the element of competitive dis- 
crimination that has been created by this tax. We must compete with 
other industries for the customer’s dollar and for investment capital. 

With this in mind as we look into the future, we are keenly aware 
of the disadvantages that are imposed on us by this tax. To customers 
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it represents an added charge for service. If they deem it excessive 
and limit their service, our earnings are e adversely affected. To the 
management this adds to the risks inherent in our business. 

In concluding my remarks, I should like to summarize some of the 
views I have expressed. 

This tax is a consumer tax assessed directly on the telephone 
users. No part of the tax saving that would come from the repea| 
of this tax could be retained by the telephone companies. 

Telephone service is an essential service. Therefore, it should 
not oF subject to an excise tax which normally applies to luxuries. 

. The tax is discriminatory. It singles out the telephone from the 
other essential household utility services of water, gas, and electricity. 

1. An excise tax enacted and clearly intended as an emergency 
measure should not be permitted to become a permanent built-in source 
of tax revenue. 

5. Regulatory commissions oppose the excise tax on telephone service 
because it adds to the rates and charges they have established. 

6. From the management viewpoint, the’ excise tax increases the 
risks inherent in our business, and it carries with it an element of 
competitive discrimination. 

These are the reasons why we feel that the excise tax on communica- 
tion services should be repealed. 

(Charts submitted by Mr. White follow :) 
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EXHIBIT Ll 


or $100 of additional Telephone Company Net Earnings the 
customer must pay $2.29 of which 21¢ is excise tax 
But including 
the excise tax the 


customer must pay 


Telephone rates 
must be increased by 


$2.08 


For 


an increase 
in Telephone Company 
net earnings of 


$1.00 


io 
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Mr. Foranp. Does that conclude your statement ? 

Mr. Wurre. Yes, sir. 

Mr. Foranp. Are there any questions? Mr. Mason. 

Mr. Mason. I just want to say, Mr. White, that you have given one 
of the clearest and most persuasive arguments that I have had the 
privilege of listening to on this tax problem. 

Mr. Wurre. Thank you, Mr. Mason. 

Mr. Foranp. Mr. Herlong. 

Mr. Hertonc. Just one question: Do you have any figures as to how 
much of this loss of revenue to the Federal Government will be recap- 
tured by reason of the fact that corporations or businesses won't have 
to pay this tax and therefore their earnings would be increased ? 

Mr. Wurre. I don’t have any figures on it, Mr. Herlong, but I 
would assume that it would be a fact that if it was not paid as an 
excise tax that money would available for other purposes. 

Mr. Hertonc. Assuming that they were all corporations, we would 
at least get half of the tax back through the corporation tax. Would 
you say that would be a fair statement? 

Mr. Wurrt. I think that is probably true. 

Mr. Hertone. An amount as great as $450 million is a real concern 
to this committee. The argument that most people make here as to 
the particular item on which they are seeking to have the tax repealed 
is: “This is only going to cost $4 or $5 million, and you can afford 
that loss.” When it gets to the $450 million bracket we have to think 
twice. I am in favor of doing away with this tax myself, as I am in 
favor of repealing a great many other excise taxes. I do want you 
to bear in mind, however, that there is a problem from the revenue 
standpoint that we have to face in this committee. 

Mr. Wurre. I am fully aware of that, Mr. Herlong. The reason 
I made the statement on the first page that we realize that is because 
we are conscious of the money that is involved in this and the problem 
that it presents to you people. 

Mr. Foranp. Mr. White, I want to join in complimenting you on 
your very clear presentation. While we do have headaches and 
troubles, [ am sure that we shall give this most serious consideration. 
Thank you for your appearance and your contribution. 

Mr. Wuire. Thank you. 

Mr. Foranp. The next witness is Mr. Craig R. Shaeffer and Mr. 
Charles Applegate. Come forward, please, and give your name and 
the capacity in which you appear for the purpose of the record, and 
also further identify the men who are with you. 


STATEMENT OF CRAIG R. SHEAFFER, CHAIRMAN OF THE BOARD, 
W. A. SHEAFFER PEN CO., IN BEHALF OF THE FOUNTAIN PEN & 
MECHANICAL PENCIL MANUFACTURERS ASSOCIATION 


Mr. Suearrer. Mr. Chairman and members of the committee, my 
name is Craig Sheaffer. I am chairman of the board of the W. A. 
Sheaffer Pen Co. of Fort Madison, Iowa. With me is Mr. Charles 
Applegate. Mr. Applegate will appear briefly on another matter 
of interest to our committee after I have finished. 

Mr. Foranp. I notice each of you has a statement here. We would 
appreciate it if you would make your statement as brief as pos- 
sible. As I said before, we have an extremely long calendar. 
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Mr. Mason. And talk clearly so we can hear. 

Mr. Suearrer. Yes, sir. 

Mr. Foranp. You may proceed with you statement without in- 
terruption. 

Mr. SuHearrer. I would like to say that after the prepared state- 
ment we will be glad to answer any questions that the committee may 
have to ask. 

With me is Mr. Julius M. Kahn, of the David Kahn, Inc.; Mr. 
Robert N. Wood, of the Esterbrook Pen Co.; Mr. Frank D, Water- 
man, of the Waterman Pen Co.; Mr. Wilbur K. Olson, of my own 
company; and Frank King, executive vice president of the Fountain 
Pen and Mechanical Pencil Manufacturers Association. 

My appearance and that of my colleagues is made on behalf of the 
Fountain Pen and Mechanical Pencil Manufacturers Association, 
an organization whose members account for more than 80 percent 
of the sales volume of the fountain pen and mechanical pencil in- 
dustry. 

We wish first to commend this committee for broadening the 
scope of its inquiry to cover the question of excise-tax policy and rates, 
No facet of the structure of our revenue laws is more sorely in need 
of legislative attention. I welcome very greatly this opportunity to 
participate in these hearings. 

The purpose of my appearance and that of my colleagues may be 
briefly stated : To direct the attention of this committee to section 4201 
of the Internal Revenue Code of 1954 which now imposes a 10 per- 
cent manufacturers’ excise tax on sales of fountain pens, mechanical 
pencils, and ball-point pens and to strenuously urge that this com- 
mittee recommend the immediate repeal of this provision. 

The basis for our request is twofold: First, this tax is severely dis- 
criminatory. It discriminates within industry generally, since count- 
less other items—bearing far less essentiality to our national economy 
than writing instruments remain totally exonerated from all excise 
taxes. Second, from a practical standpoint the tax serves no real rev- 
enue-raising purpose. The total gross revenues from the tax repre- 
sent approximately one-hundredth of 1 percent of Federal revenue 
collections or roughly $7 million. Of this amount, over half of the 
burden is borne by children, students, housewives, and others who are 
either unable to deduct the cost of the tax as part of their business or 
to pass it on to other persons in the course of business. 

I desire briefly to refresh the committee’s recollection as to the mis- 
conceived nature of the original imposition of this tax. Prior to 1951, 
no manufacturers’ excise tax of any sort was imposed on functional 
writing instruments. 

Strangely enough, this traditional congressiona] distinction be- 
tween necessity and luxury was suddenly overlooked in 1951. With- 
out any warning to the industry and without any opportunity to be 
heard, the Ways and Means Committee announced its intention to 
impose the present manufacturers’ excise tax upon fountain and ball- 
point pens and mechanical pencils. 

It is understood that the committee made this decision after the 
formal hearings had been closed. Apparently this background gave 
rise to a true misconception on the part of the committee becanse the 
public announcement concerning the then new but emergency tax to 
meet the Korean war needs indicated that it was intended merely to 
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provide for an extension of the base of the jewelry tax. Since that 
time, the Congress has not seen fit to rectify what we sincerely believe 
to be a grievous misuse of the Federal taxing power. We earnestly 
urge that the time is now at hand for a comprehensive reappraisal of 
the 1951 action. No other subject is more perfectly suited to fulfill 
this committee’s function than the removal of the handwriting tax as 
presently imposed. 

Lest there be any misunderstanding, we note for the record the fact 
that luxury lines of mechanical writing instruments are subject to a 
retailers’ excise tax of 10 percent. This tax is presently imposed upon 
jewelry and similar items under section 4001 of the Internal Revenue 
Code of 1954. We in the industry recognize that this tax draws a legi- 
timate line of demarcation—one which Congress in its wisdom has 
based upon fairness and equity. Thus, under section 4003 (a) com- 
plex exemption is given from this jewelry tax to pens or pencils—even 
though made in part of precious metals—where these metals are essen- 
tial to the operation of the pen or pencil and not used for ornamental 
purposes. 

his distinction, we agree, is a sound one. Its very existence in the 
Internal Revenue Code, however, serves to highlight the glaring in- 
equity of the manufacturers’ excise tax. Whereas the jewelry tax 
applies in full view at retail, the pyramiding manufacturers’ tax 
attaches at a hidden level and in total disregard for the use to which 
the article is put. 

May I at the end of this prepared speech make notation on the 
potential pyramiding of the tax. 

Such an across-the-board application of an excise tax—ignoring its 
essential use—at the very least seems to violate our American sense of 


tair play. As Senator Flanders, of Vermont, noted when this tax 
was debated in the Senate: 


A tax on neckties is more justified than one on pens and pencils. Neckties are 
purely objects of adornment; pens and pencils form an essential complement to 
our daily routine of living. 

Let us now consider for a moment the actual nature of the essential- 
ity of simple mechanical writing instruments. All businesses must 
use them. Indeed, it is impossible to conceive of our great Nation 
today with all of its industrial, intellectual, and military might with- 
out considering the constant and countless uses for mechanical writing 
instruments. 

These instruments are portable and durable; their utility is meas- 
ured in years of service. They are, in fact, the keystone to the modern 
education of our youth, the continuing enlightenment of our adults; 
indeed, the perpetuation of the core of our American society. 

We submit to this committee that these facts are so self-evident 
as to make further reference to them repetitious and unnecessary. 
We emphasize them solely because of their continuing importance: 
On the one hand our Government seeks to further by every means 
possible education of the largest number of people at the most eco- 
nomical cost; on the other hand, through the taxing laws, this key- 
stone governmental objective is directly frustrated through a hidden 
and pyramided excise tax exacted upon the tools of education. 

In this connection we attach to this statement for the record letters 
from the American Council on Education and the National Education 
Association warmly endorsing our position before this committee. 
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We wish next to call to the attention of the committee the Govern- 
ment’s official concern for the critical nature of mechanical writin 
instruments. During the Korean war emergency a serious materia 
shortage for industrial use existed. The National Production Av- 
thority allocated metals in short supply depending upon the necessity 
of the end product to the welfare of the nation. The NPA maintained 
in its directive that a steady source of supply of mechanical writing 
instruments was an absolute necessity. As a result, full allowance of 
metal allocations was made to the handwriting industry to allow 
ample production of fountain pens, mechanical pencils, and ballpoint 
pens to continue. We attach for the committee’s use as evidence of 
the Government's position a press release of the Department of Com- 
merce showing the recognition given mechanical writing instruments. 

A similar position was taken by the Government respecting me- 
chanical writing instruments during World War II. 

In simplest terms, the tax on mechanical handwriting instruments 
is a bad tax. It fails in its affirmative purpose in that it serves no 
real revenue-raising function, it succeeds only in a dangerous negative 
fashion in that it places a premium upon the acquisition of writing 
instruments, the basic tools to the continuing development of an edu- 
cated society. 

For all of the above reasons, the Fountain Pen and Mechanical 
Pencil Manufacturers’ Association urges that this committee recom- 
mend outright repeal of that part of section 4201 which applies to 
=aehaaioel handeersain instruments. 


Mr. Foranp. Does that complete your prepared statement? 
Mr. SuHeAFFer. Yes, sir. 


Mr. Foranp. Do you wish to include as part of your statement the 


figures you mentioned a few moments ago, as well as the documents 
you have appended here? 


Mr. Suearrer. Yes, Mr. Chairman. 
(Documents submitted by Mr. Sheaffer follow :) 


BExcerprs From LETTERS OF AMERICAN COUNCIL ON EDUCATION AND 
NATIONAL EDUCATION ASSOCIATION 


It is our understanding that the contemplated income from this tax is esti- 
While it is impossible accurately to determine 
the percent of purchase of pens and mechanical pencils by children and young 
people in schools and colleges, it may well amount to nearly half of the total 
purchases. Certainly fountain pens are essential equipment in schools and 
colleges. Although the actual increase in the cost of education for any one 
individual appears relatively small, in the total it becomes a real tax upon the 
educational system at a time when all other educational expenditures for stu- 
dents are also increasing. 
In the light of the importance of pens and mechanical pencils as educational 
tools, it is hoped that you will not include these items under the luxury tax.— 
AMERICAN COUNCIL ON EDUCATION. 


We are writing in the interest of 32 million students in our public and private 
schools of the country. About 85 percent of these students purchase personally 
fountain pens, ball pens, and mechanical pencils for use in their schoolwork. 
School administrators encourage this at least indirectly because the days have 
passed when it is practical and even economical to place ink in school desks for 
the use of students. In your day, this ink was placed and often spilled when 
pupils moved the desks and thereby disfigured books in the desks. In addition, 
ink in such small quantities soon evaporates or becomes unfit for use because of 
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its exposure to the air. It is more practical and at the same time economical 
to school communities to have students purchase fountain pens, ball pens, and 
mechanical pencils for their personal use and also for their work in school. 

We believe it was not the intent of the act to impose this burden on such a 
large number of our students in the schools. We, therefore, hope that you can 
give some consideration to eliminating this tax on fountain pens, ball pens, and 
mechanical pencils that are used by school youth in their educational work. This 
association strongly urges you to consider this element in a consideration of the 
Revenue Act of 1951.—NaTIONAL ASSOCIATION OF SECONDARY-SCHOOL PRINCIPALS, 
A DEPARTMENT OF THE NATIONAL EnUCATION ASSOCIATION. 


UNITED STATES DEPARTMENT OF COMMERCE 
NATIONAL PropucTION AUTHORITY 
Washington 25, D. C. 


FOUNTAIN PEN AND PENCIL MEETING 


The Fountain Pen and Mechanical Pencil Industry Advisory Committee re- 
ported today at a second meeting with the National Production Authority, 
United States Department of Commerce, that the industry had cut its use of 
nickel to a minimum. 

Through conversion to less critical materials—carbon and chrome steels— 
and elimination of nickel in all parts except those coming in contact with cor- 
rosive inks, the industry has saved 42,045 pounds of nickel, the committee stated. 
The industry’s minimum current requirement for nickel is 58,282 pounds, the 
committee said. 

There is no corrosive-resistant steel that can be used as a Substitute for 
nickel-bearing stainless steel in the manufacture of fountain pen points, industry 
representatives said. However, approximately 50 percent of the nickel used in 
producing points is returned to the total supply as scrap, it was explained. 

The committee urged that the industry be allowed continued use of nickel 
under a proposed nickel allocation program. 

Conservation and simplification proposals of the industry will be considered 
in formulation of such a program, NPA officials said. 

The committee reiterated the industry’s claim to consideration under the 
controlled materials plan on the basis of essentiality to military operations 
and defense production, and recommended allocation of controlled materials 
to their industry with no limitation on unit production. 

NPA officials explained that CMP is not intended to cut production of any 
item. They also pointed out that the essentiality of the fountain pen and 
mechanical pencil industry is recognized. 

Continued shortage of castor oil (used in certain inks, ineluding ink for ball- 
point pens) and increasing defense demands for the material was reported by a 
representative of the Department of Agriculture. 

Producers of inks containing castor oil are studying possible substitutes, it 
was reported. 

G. Irving Baily, of NPA’s Consumer Goods Division, presided. 


Mr. Suearrer. I want to comment on the assertion by Mr. Sligh of 
the National Manufacturers Association that there was no justice to 
the contention that there was some pyramiding in this type of tax. It 
is not our object to question the wisdom of substituting some form of 
tax for the heavy corporation taxes. We do think that it is wise again 
to reemphasize to this committee the fact that it makes no difference 
to the retail dealer whether his increase in price from the manufac- 
turer comes from a manufacturer’s increase in price or from a tax 
put on top of that manufacturer’s price; it is part of his cost of doing 
business. It is in his inventory. It of necessity requires that he take 
a markup upon that tax. There is no place else for him to recover his 
cost of doing business unless he has adequate markup on the merchan- 
dise that he sells. 
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Therefore, as far as merchandise that is generally stocked and ear- 
ried in inventory by the retail trade of the United States, it is folly 
to say that they must not, cannot, or will not require a markup to cover 
their cost of doing business. It must be there. 

Therefore, the Government does not get the money in toto that the 
consumer pays on the added prices. 

Mr. Foranp. Mr. Eberharter. 

Mr. Exsernarrer. | think, Mr. Sheaffer, that most members of our 
committee will agree with your position w ith respect to the markup on 
the tax because the purchaser naturally has to invest more money in 
the beginning and has to make money on his investment. 

Mr. SHearrer. That is right. 

Mr. Esernarrer. I could not agree with Mr. Sligh in his position 
with regard to the markup. 

Mr. Mason. Mr. Chairman. 

Mr. Foranp. Mr. Mason. 

Mr. Mason. I thoroughly agree with Mr. Sligh in his attitude on 
this so-called pyramiding of the markup. This is no time to argue 
about it, Mr. Chairman. I spent 50 years studying the theory and 
the application of taxes, and 1 can give a pretty good account on the 
pyramiding which is supposed to take place. 

Mr. Foranp. Is the gentleman willing to reserve that for executive 
session ¢ 

Mr. Mason. I am. 

Mr. Foranv. Thank you. 

Any further questions ? 

If not, we thank you, Mr. Sheaffer, for your contribution. 

Now we will hear from Mr. Applegate. 


STATEMENT OF CHARLES W. APPLEGATE, DIRECTOR OF FOREIGN 
SALES, THE ESTERBROOK PEN CO., IN BEHALF OF THE FOUNTAIN 
PEN & MECHANICAL PENCIL MANUFACTURERS ASSOCIATION 


Mr. Appiecate. Mr. Chairman and members of the committee, my 
name is Charles W. Applegate. I am director of foreign sales for 
the Esterbrook Pen Co., Camden, N. J., and appear here as acting 
chairman of the foreign trade committee of the Fountain Pen & 
Mechanical Pencil Manufacturers Association. I am accompanied 
by several other members of the industry and they will be glad to 
answer any questions the committee may have in the course of, or at 
the conclusion of, my testimony. 

My remarks are directed at H. R. 12298, introduced just prior to 
adjournment of the 84th Congress. We are concerned specifically 
— section 121 of that bill which would substantially rewrite sections 

4221 through 4226 of the 1954 Code relating to procedures for tax- 
free sales for export and to State or local governments. 

At the outset, we wish to make clear to this committee that my 
remarks are in no way intended to weaken the force of Mr. Sheaffer’s 
testimony. Put another way, the prime objective of the appearance 
of the Fountain Pen & Mechanical Pencil Manufacturers Asso- 
ciation before this committee today is that of outright and total 
repeal of the manufacturers’ excise tax on mechanic al hi andwriting 
instruments. 
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Should this request be granted, and we sincerely hope it will be, 
all of the questions raised in my remarks will automatically become 
moot. This is so since all of the procedures respecting exemption 
for export and for sales to government units which have caused so 
much burdensome administration on both the Treasury as well as the 
industry will be eliminated if there is no tax. It is, in fact, our hope 
that when the committee fully understands the difficulties with which 
mechanical handwriting instrument manufacturers are now con- 
fronted in administering exemption requirements, the committee will 
recognize another extremely cogent reason for total repeal of the tax. 

The background of this pees is as follows: As is required under 
the Constitution, the present Internal Revenue Code exempts from 
excise taxes sales of goods for export. A similar rule is applied as 
to sales of goods, including pens and pencils, to State or local govern- 
ment units. While there are regulations treating the problems of 
tax-free sales, most of the procedures which govern them have been 
developed internally within the industry through our 5 years of 
experience since 1951. In general, these rules are now working satis- 
factorily. Most fountain pen and mechanical pencil manufacturers 
have developed their own rules. These usually require a showing 
by the purchasing party of a bona fide intention to sell the goods for 
export purposes. Some manufacturers request information as to 
the country to which the goods will be consigned. Others vary this 
practice depending upon the specific identity of the purchasing party. 

As set forth in section 316.26 of the current regulations relating 
to excise taxes, the manufacturer is liable for the excise tax unless 
the following proofs of exportation are supplied: (1) A copy of the 
export bill of lading issued by the delivering carrier, (2) a certificate 
by the agent or representative of the export carrier showing actual ex- 
portation, (3) a certificate of landing signed by a customs officer of 
a foreign country, or (4) a sworn statement of the foreign consignee 
showing receipt of the article; or the manufacturer has in his pos- 
session an affidavit from the actual exporter stating the name of the 
exporter, the foreign destination, a description of the merchandise 
and the name and identification of the actual proof of exportation as 
required in section 316.26, as above noted. 

These proofs of export are often difficult to obtain. As a result, 
some manufacturers require payment of the tax in advance at the time 
of the initial purchase and then, upon receipt of the proof of export, 
make a refund of the tax previously collected in escrow. 

In actual practice this advance collection of tax is a very delicate 
matter. Competition in this industry being what it is, and the gen- 
eral need for working capital by purchasers being so great, manu- 
facturers are hard pressed by purchasers to make the sale on a tax- 
free basis in the first instance and to rely upon receiving the proof 
of export at a later date in order to avoid payment of the tax. Since 
there is now no specific statutory or regulatory means governing the 
furnishing of notice of intention to export, the industrywide practice 
of knowing the exporter, requiring him to advise the manufacturer 
of the country of destination and other procedures help protect the 
manufacturer from selling to parties who in fact never intend or fail 
for good reasons to export the goods. 

The proposed legislation would alter very considerably the fore- 
going practice. In the interest of uniformity as regards all tax-free 
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sales—that is, those made not only for sale to governmental units but 
also sales to vessels or aircraft, educational institutions and others— 
one single system of number registration would be required. Ap- 
parently, under H. R. 12298, a person desiring to make tax-free sales— 
for any of the exempt purchases—would register with the Treasury 
Department. Thereafter he would receive a registration number 
which would be stamped upon his orders for goods. If a manufac- 
turer accepted such a purchase order, he would then be required to 
treat that sale as a tax-free sale in the first instance. In addition, he 
would not know for which of the tax-free purposes it was to be used. 
Thereupon he would wait for a 6-month period until he received proof 
of sale in commerce for the actual tax-free purpose. If this proof is 
not received within the required time the manufacturer would become 
liable for the tax. 

While under regulations the Treasury is authorized, but not re- 
quired, to modify the registration procedure somewhat, both as to 
export sales and those made to State and local governments, there is 
no guaranty that this will occur. 

In general, the overall effect of the proposed legislation will be to 
materially ease the procedures on the part of the purchaser for making 
tax-free sales. No corresponding safeguards to protect the manu- 
facturer would be employed. Whereas in the past under industry 
practices, documented notice of intention to export and other require- 
ments have to be met, manufacturers under the proposed legislation 
would be confronted with a group of purchase orders having a 
registration certificate number merely noted upon them. Ali the 
manufacturer knows is that such a sale is for one of a number of 


tax-free purposes. 

But the point is that he can no longer pin down the purchaser in 
the same manner as heretofore as to whether the sale is specifically 
for export, the country of destination, and other similar important 
matters. There is also nothing in the ees statute which would 


simplify the manufacturer’s problem of obtaining proofs of export. 
Not only are there no guideposts as to what constitutes satisfactory 
proofs of export but, in addition, there is no penalty on the purchaser 
should he fail to furnish these. All that happens is that the manu- 
facturer becomes liable for the tax. 

After considerable discussion and study as to the above-revised 
procedures, the Fountain Pen and Mechanical Pencil Association is 
firmly of the belief that the suggested method—simply obtaining a 
registration number and stamping it on a purchase order—will stimu- 
late dangerously fraudulent sales; that is, those purportedly for ex- 
port but which actually find their way into the domestic market. 

The knowledge that a registration number is all that is required 
will upset the delicate industry balance and practice now in effect of 
requiring more positive notice of intention to export. Again, compe- 
tition being what it is, manufacturers (although they will retain the 
right to make the sales with tax collected in escrow in the first 
instance) will in practice be forced to sell on a tax-free basis to anyone 
supplying a registration number. If they do not receive a sati:fac- 
tory proof of export within the 6-month period, the manufacturer 
then becomes subject to a burdensome tax. While there are pro- 
cedures under the proposed statute for revoking the registration of 
a person should it become necessary to protect the revenues, this, 
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of course, will be a costly enforcement procedure which can never be 
fully effective. 

The nature of the fountain-pen and pencil industry is such that it 
is extremely easy for any fly-by-night businessman to become. “an 
exporter. Since these items are small in size and since they are in 
great demand in all foreign countries the incentive to make export 

sales is very great. W. hen this fact is coupled with the Re anes 

of even greater profit if purportedly export sales can be made and the 
tax-free items on sold in the domestic market, we believe that this 
committee can readily understand the opportunities for tax evasion 
in this entire area. The industry is now coping with this problem in 
the best practical manner possible under the present law. 

Primarily we know our exporters and we require careful documenta- 
tion of their intention to export. All of the practice would be wiped 
out under the registration system. Doubtless, persons would enter 
this business, stamp numbers on purchase orders, and sell goods 
directly on the open market. 

As regards sales to State and local governmental units which are 
entitled to purchase free of excise tax, it is required by the vendor 
that each State, Territory, or political division thereof or the District 
of Columbia, supply an exemption certificate form which contains the 
date, the title of the officer, the name of the Government department, 
the name of the vendor, the use, the statement that the articles item- 
ized in the certificate are purchased for the exclusive use of the body 
and not for resale, signed by a responsible officer of the State govern- 
mental department, and a detailed list of the items purchased on 
which exemption from the excise tax is requested. 

This is supplied to the manufacturer; or to the vendor who may 
forward it to the manufacturer or supplier, or the vendor may fill out 
a supplementary statement stating that the exemption certificate sup- 
plied by the State government is in his position and will be preserved 
for a period of 4 years and will be supplied to the manufacturer or 
supplier at any time in order to satisfy the Internal Revenue Service 
that a refund or credit is justly due. 

This protects the interests of the manufacturer, upon whose shoul- 
ders rests the responsibility for the payment of the excise tax. This 
has proved a simple procedure nel to the best of our knowledge, 
there have been no complaints from either vendors or the State gov- 
ernments or other political divisions entitled to buy articles exempt 
from the excise tax. 

Obviously the granting of a number to any applicant imposes an 
unreasonable responsibility upon the manufacturer similar to that 
beforementioned as regards export sales. 

It is our understanding from the explanatory reports accompanying 
If. R. 12298 that the purpose of the registration provision was simply 
that of uniformity in connection with other tax-free sales. Laudable 
as the objective of uniformity may be, we do not feel it. is at all appro- 
priate in the instant situation. Until either a more satisfactory means 
of policing this problem can be developed or, as we sincerely hope, 
the manufacturers’ excise tax on mechanical handwriting instruments 
is entirely repealed, we respectfully request that the present export 
end State and local governmental unit sales be permitted to remain 
in force as under the ‘existing law. 

Mr. Foranp. Thank you, Mr. Applegate. 
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Are there questions! There being no questions, we thank you very 
much for your appearance and the contr Tadion you have made to the 
committee. 

The next witness is Mr. Vernon Herndon. For the purpose of the 
record, will you identify yourself further. 


STATEMENT OF VERNON HERNDON, IN BEHALF OF THE AMERICAN 
HOTEL ASSOCIATION, AND ARTHUR J. PACKARD AND M. 0. 
RYAN 


Mr. Hernxpon. I am Vernon Herndon, general manager of the 
Palmer House, Chicago, Hil. My sincere apologies, Mr. Forand, for 
not being here when I was called. There was a traffic accident which 
caused the delay—even in Washington. 

Mr. Foranp. Will you identify the gentlemen with you ? 

Mr. Hernpon. I would like to introduce my colleague, Mr. Arthur 
J. Packard, Packard Hotels, and Mr. Ryan of the Washington office 
of the American Hotel Association. 

Mr. Foranp. Do you have a prepared statement ? 

Mr. Hernnon. Yes. 

Mr. Foranp. You may proceed with your statement without inter- 
ruption. 

Mr. Hernvon. Mr. Chairman, I speak today for the American 
Hove Association, of which I am an officer. Our group represents 
early 70 percent of all the hotel rooms in America. 

We have long felt that hotels bear the brunt of excise taxes to a 
ereater extent. than any other industry known to us. Perhaps this 
is because we are an industry which consumes equipment, supplies, and 
services. The action of your committee in 1954 in reducing some of 
these levies was deeply appreciated by us. We earnestly hope that, 
following the deliberations of this subcommittee, you will recommend 
further selected reductions in excises during the 85th Congress. 

Much as we would dislike a sales tax, or an across-the-board excise 
tax, on all commodities and services, such a levy would be far more 
equitable than the hit-and-miss patchwork tax pattern which today 
exists, which strikes directly at a selected list of industries. 

The Federal income tax is based on the principle that he who earns 
a profit should pay a proportionate levy. But, unfortunately, the 
excise tax is a deadweight against a commercial establishment, making 
no allowance for the fact that a given year may witness no profits 
whatsoever. We think this is a grave deterrent to normal business 
processes, and not in line with the high level of statutory guidanc: 
which your committee has always sought to provide for 169 million 
Americans. 

Traditionally the United States Treasury Department has shown 
the hotel industry to be among the lowest of all United States indus- 
tries from the standpoint of return on capital investment. Year after 
year we are second, third, or fourth from the bottom of the list. Even 
so, I think you will be astounded when I tell you that a careful survey 
of a single hotel several years ago revealed that total Federal taxes 
accounted for an overhead of $1.93 per room per day. That levy ap- 
plied irrespective of whether the room stood vacant or was occupied. 
it is the greatest element in our costs today, surpassing even the labor 
outlay in our operation. 
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Out of that total of $1.93 per day, excise taxes, to which we are 
exposed, as a consumer industry, account for 25.7 percent of the total 
levy, or about 50 cents per day. We do not believe that it ever was 
the intention of Congress to place so heavy a burden upon business 
through the medium of excises. It may be that many lines of business 
are able to pass this levy on to the consumer. But we have passed that 
point in the hotel business. There are many of our guests who feel 
that we have already priced ourselves out of business. The public 
will pay so much for a single room overnight, and no more. So there 
is a limit beyond which we cannot pass on these Federal levies. A re- 
tailer can show on his sales ticket the cost of a commodity, and list 
separately the tax. But we have to lump it in one total price, and too 
many of our patrons think we are simply gouging them. 

Just to give you a quick glimpse at the list of excises to which our 
industry is exposed, here are some of the principal ones: admissions 
and cabaret ; alcoholic beverages, beer and wine; in many resort hotels, 
billiard and bowling facilities; communications; business and store 
machines; coin-operated devices; home-type electric, gas, and oil ap- 
pliances and refrigerators; electric-light bulbs, electric signs and elec- 
tric energy; gasoline and lubricating oils; matches; room-sized air- 
conditioning equipment; and sterling flatware and hollowware. Also, 
the transportation tax has made great inroads on our business. 

Let me point out the specific impact on our industry from some of 
these levies. 


TRANSPORTATION TAXES 


As a consuming industry, we pay the present tax on all supplies 
and equipment which reach us over our common carriers. Obviously, 
this steps up our operating costs. Since this levy was imposed dur- 
ing World War IT as a means of discouraging unnecessary shipment 
of goods, we contend that it is time to repeal or reduce such levy. 

It is the 10-percent tax on transportation of persons, however, 
which proves most burdensome to us. We feel very strongly that 
it has been discriminatory on the part of Congress to repeal the tax 
on foreign travel, while continuing to impose it upon our American 
people who elect to travel within the United States. May I say that 
you would be surprised if you knew the extent to which this con- 
tributes to the decision on the part of many travelers to take a trip 
abroad rather than a trip across the United States. As members of 
the National Conference for Repeal of Taxes on Transportation, we 
subscribe to their appeal for relief from this levy. 

Congress added insult to injury earlier this year when it passed 
H. R. 5265, which is now Public Law 796, 84th Congress. This 
measure extended the exemption from transportation tax to travel 
in the West Indies, and to destinations lying 225 miles inside Mexico 
and Canada. This was one of those bills which went through the 
Congress without benefit of public hearings. And I want you to 
know that the measure aroused great consternationa and disappoint- 
ment in Canada. 

You see, there is only one city in Canada, Edmonton, and that not 
one of their larger cities, which lies more than 225 miles from our 
boundary. So any supposed benefits accruing to our immediate 
neighbors fell flat in the Dominion. We know that the tourist and 
convention interests of Canada regard this as a gesture on the part 
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of the United States to give some type of preference or a 
to Mexico and the West Indies, for it certainly is not generally 
applicable to the majority of travel in Canada. Chnaila already has 
a billion-dollar trade deficit annually with the United States, and to 
deny them a concession which is held out to our other neighbors 
has proven indeed unfortunate. Had your committee permitted 
testimony on this transportation tax, before enacting such legisla- 
tion, we could have pointed out that the formula involved in that 
bill would fall short of being a measure which would be satisfactory 
to all our good neighbors. 

Our hotel business will be the victim of this tax so long as it endures. 
A large portion of our business consists of the traveler who arrives 
by common carrier, plane, train, or bus. All of these travelers are 
subject to the transportation tax, which raises the cost of traveling 
and reduces our customer potential. Since this levy was also a war- 
time measure, designed to discourage travel, we do earnestly urge 
that it be repealed or further reduced. 


ALCOHOLIC BEVERAGES, BEER AND WINE 


The Federal excise tax on some beverages is more than five times 
the original cost of the beverage. This levy is responsible for a na- 
tionwide increase in bootlegging. If there be some in the Congress 
who favor the continuation of this high levy, as a means of deterring 
our American citizens from consuming such legal beverages, may | 
observe that they are succeeding. Our hotels located in the small and 


medium-size cities are experiencing a reduction in demand for alco- 
holic beverages, largely because of the high retail price, and the illicit 
liquor being sold in their communities. We respectfully recommend 
that the Ways and Means Committee give careful consideration to 
a reduction in this tax, either in legislation bearing upon the April 1 
deadline, when these prices would normally drop from $10.50 to $9 
per gallon, or in any subsequent excise-tax bill enacted in the forth- 
coming session. 
MANUFACTURERS’ TAXES 


Once again, I stress that we are a consuming industry, because of 
which we are obliged to absorb the excise taxes on many different 
commodities. Actually, the manufacturers’ tax is a tax on the tools 
of a business such as ours. Here again is a levy enacted during World 
War II, to conserve materials for defense production. It seems un- 
fair to extend these levies into the indefinite future. We pay this tax 
on room air-conditioning equipment, on silver flatware and hollow- 
ware, home-type electric, gas, and oil appliances, and refrigerators, 
and numerous other items. We earnestly feel that the time has long 
passed when these taxes should be imposed on the tools of business. 


TELEPHONE, TELEGRAPH, ETC. 


Hotels are large users of communications mediums. Wherever the 
staff has occasion to make local or long-distance phone calls, the hotel 
pays the tax. A similar situation applies in the case of the tax on 
electric energy, gasoline and oil, matches, coin-operated devices, busi- 
ness and store machines, and so forth. 
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May I express ow gratitude to the Ways and Means Committee 
for having approved the reduction in the cabaret tax from 20 percent 
to 10 percent in the 1954 excise-tax bill, as pinen by your committee. 
We can’t help feeling that the Senate was prejudiced when it over- 
turned your action, msisting that that levy remain at 20 percent. 
We are informed that the Rettetaty of the Treasury himself has 
said before your committee, in executive session, that no excise tax 
should continue at so high a rate as 20 percent. To continue this 
tax is to dry up the better entertainment rooms in the Nation's 
hotels, and to destroy job opportunities for musicians, entertainers, 
waiters, cooks, et cetera. The Internal Revenue Service admits its 
inability to police outlying establishments which do permit singing 
or dancing, but which do ‘not impose the 20- percent tax on sales of 
food and beverage. But the hotels of the country will never know- 
ingly be guilty of avoiding payment. 

We beg of your committee to take another look at the statutory 
language describing the cabaret tax and its applicability. Some 
hotels frequently find themselves in dire straits with reference to pre- 
and post-entertainment. In spite of the fact that Federal courts have 
said that this tax should not be applicable on food and beverage sold 
before entertainment or dancing begins, the Treasury continues to 
impose such levy, and on occasion has filed retroactive assessments 
running into hundreds of thousands of dollars. Field offices of the 
IRS, charged with the responsibility of enforcing this levy, write to 
the Commissioner and appeal for modification of the regulations deal- 
ing with pre- and post-entertainment. They point out that it is not 
enforceable, but the bureau’s position is not without virtue, for the 
language of the statute is not clear. It definitely needs to be amended. 
The same thing applies in the ease of “related room,” where through 
vague language. a hotel can unwittingly find itself facing retroactive 
assessment involving substantial sums. 

Through the years we have had a feeling that there were some 
Members of C ongress who related the cabaret tax in their mind to the 
sale of aleoholic beverages. As a result they were quite unwilling 
to consider the desirability of granting some relief under the present 
levy. I cannot emphasize too strongly that there are 13 States in the 
Union where alcoholic beverages cannot be sold by the drink. Even 
in these States, on the service of food alone, the enormity of this tax 
is responsible for public resistance wherever entertainment is pro- 

vided. In Virginia, for instance, there is only one hotel known to us, 
which prov ides. regular dancing or entertainment upon which the tax 
is applicable. In other cases there are whole States where no single 
hotel provides dancing or entertainment. 

Whereas something over 700 entertainment rooms were formerly 
located in hotels, that number has now dropped to fewer than 200. 
In order to establish the fact that this downward trend continues, our 
American Hotei Association made another nationwide survey during 
the past 60 days, in order to bring to your committee an up-to-date list 
of hotels which have abandoned their entertainment rooms, or ma- 
terially shrunk the entertainment they do provide, as a means of spar- 
ing the guest continued payment of this lev vy. A list of these hotels 
is attached. 
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Conclusion: Finally, let me stress the recordkeeping requirements 
which these excise taxes impose upon a hotel. As an illustration, one 
hotel in Washington estimates that its bookkeeping 2 nepeenes has 
to run through 98,653 computations on the communications tax alone 
ina calendar year. And they estimate more than 40,000 transactions 
involving cabaret tax receipts. There is little doubt but that a total 
figure representing computations growing out of excise taxes would 
be several hundred thousand computations annually. Any mistake 
by a bookkeeper or other staff person could conceivably make the hotel 
subject to very, very extensive liability, above and bey ond the payroll 
costs involved in merely keeping such records. 

We respectfully urge you, gentlemen, te try to find a way by which 
you can repeal, or grant some further substantial reductions, to most 
of the excise taxes which still remain on the books. 

We are grateful for this opportunity, gentlemen, to present our 
views. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Hernpon. Yes, sir. 

Mr. Foranp. Do you wish to have these other pages appended to 
your statement made a part of the record ? 

Mr. Hernvon. A part of the record, please, sir. 

Mr. Foranp. Without objection that will be done. 

(Documents submitted by Mr. Herndon follow :) 
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Mr. Foranp. Are there any questions? 

Mr. Mason. 

Mr. Mason. Mr. Herndon, you have covered the whole field of excise 
taxes as they now affect the hotel industry; have you not? 

Mr. Hernpon. I tried to, Mr. Mason. 

Mr. Mason. You have done a very good job, I think. You have 
summarized the effects of excise taxes upon the hotel business in the 
statement that by careful analysis it means about $2 a room tax each 
day, whether that room is occupied or not. Is that it? 

Mr. Hernvon. That is right, sir. 

Mr. Mason. That is a heavy load to carry. Now I am beginning 
to see why I have to pay $8 and $10 a day for a room whereas 30 or 
40 years ago I used to have to pay only $3 a room when I came to 
Chicago. 

Mr. Hernpon. We had you in mind, Mr. Mason. 

Mr. Mason. Thank you. You have made your case with me. 
hope you have convinced the other members. [Laughter.] 

Mr. Foranp. Are there further questions? 

If there are no further questions, we thank you for your contribu- 
tion. 

Mr. Hernvon. Thank you, Mr. Forand. 

Mr. Foranp. Is Mr. Ralph E. Becker present ? 

The Chair understands Mr. Becker is to present Mr. Reilly and 
others. For purposes of the record, will you give your name and the 
capacity in which you appear and also introduce your witnesses ? 

Mr. Brecker. Ralph E. Becker, law firm of Brookhard, Becker & 
Dorsey. We are Washington counsel for the three organizations 
which are appearing this morning. At this time I want to introduce 
Mr. James Reilly, who isthe executive director of the National Associa- 
tion of the Legitimate Theaters, Inc., and the League of New York 
Theaters, Inc. He has spent over half a century in the field of the 
legitimate theater and I think with that great experience he will give 
you a good economic background as applied to the living theater today. 

Mr. Foran. The Chair understands that with him are Mr. Swire 
and Mr. Hayes. 

Mr. Brecker. Yes. Mr. Swire is presenting the statement of Mr. 
Dowling, who is the president of the American National Theater 
Academy, and Mr. Patrick Hayes is the chairman of the taxation com- 
mittee of the National Association of Concert Managers. 

Mr. Foran. Are those gentlemen here now? 

Mr. Becker. Yes, sir. 

Mr. Foranp. They might just as well come right up to the table so 
we can move faster when we go from one to the other. 

Mr. Becker. Thank you very much. 

Mr. Foranp. The first witness is Mr. Reilly. 

Mr. Reilly, have you a prepared statement ? 

Mr. Remy. I have, sir. 

Mr. Foranp. You may proceed without interruption. 
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STATEMENT OF JAMES F. REILLY, EXECUTIVE DIRECTOR, THE 
NATIONAL ASSOCIATION OF THE LEGITIMATE THEATERS, INC., 
AND THE LEAGUE OF NEW YORK THEATERS, INC., NEW YORK, 
iste 


Mr. Remuy. Mr. Chairman and members of the committee, first 
I should like permission to file supplementary statements from the 
International Alliance of Theatre Employees, which are the stage- 
hands, and the Association of Theatrical Press Agents and Managers. 

Mr. Foranp. Let me get this straight. Your request is that supple- 
mentary statements be filed ? 

Mr. Rettty. From those two organizations. 

Mr. Foranv. That will be done within the next 10 days? 

Mr. Retry. Yes. 

Mr. Foranp. Thank you. Without objection that will be done. 

Mr. Becxer. Mr. Congressman, there was a statement sent directly 
to your committee from Mr. Ralph Bellamy, president of the Actors 
Equity. If it hasn’t arrived 

Mr. Foranp. We have the statement here. 

Mr. Becker. We will be very glad to mimeograph the extra be 
cause we didn’t get one this morning, for the benefit of the committee. 

Mr. Foranp. I have a copy here. 

Mr. Becker. That is supporting our position. 

Mr. Remuy. As Mr. Becker told you, [ am James F. Reilly and I 
am executive director of the National Association of Legitimate 
Theaters, Inc., and the League of New York Theaters, Inc. Serving 
in this capacity, I appear today as a representative of the largest 
segment of the living theater in the United States. These two organi- 
zations number among their active members practically all the pro- 
ducers of legitimate plays and operators of legitimate theaters 
throughout the land. 

Allow me, gentlemen, to introduce myself as one who has devoted 
my entire life to the living theater. I have spent some 50 years in 
intimate association with the personalities and operations of the 
legitimate stage. I have witnessed and been a part of many great 
performances and, frankly, some dismal failures. I have seen per- 
iods of great financial and artistic success and have, likewise, expe- 
rienced depressions in the theater. I personally feel very strongly 
that the theater today needs help and know that you, gentlemen, are 
in a position to afford us assistance. 

It is my understanding that the purview of this committee is un- 
limited and that this committee will consider reductions in excise-tax 
rates or complete elimination of all excise taxes applicable to certain 
industries. believe that complete elimination should be recom- 
mended were your committee to find that their continuation would be 
injurious to the welfare of any particular group or inequitable in con- 
trast to others similarly situated and not presently taxed. It is my 
firm belief that the living theater in the United States has been placed 
in a competitively inequitable position by the legislative considerations 
afforded other mediums in the entertainment world. Prior to setting 
forth fully our position in this regard, I would like to briefily sum- 
marize some of the economic difficulties which we have encountered 
over the past 15 years and with which we are still presently confronted. 





330 EXCISE TAXES 


ECONOMIC PLIGHT 


A multitude of pressures have combined to create an unstable eco- 
nomic position for the living theater industry as a whole. In 1953, 
Dr. O. Glenn Saxon, professor of economics, Yale University, prepared 
an economic survey which was an accurate reflection of then-current 
conditions and economic trends within the living theater. It should 
be noted that in the intervening years there has been a very modest 
increase for the better in certain Sa of the theatrical industry, par- 
ticularly winter and summer stock companies. Such resurgence was 
largely attributable to a 10-percent tax reduction granted after recom- 
mendation of this committee and action of a Congress sympathetic with 
the industry’s plight. With these minor exceptions the situation in 
the theater today closely parallels that depicted by Dr. Saxon in 1953, 
Without belaboring this statement with a multitude of facts and 
figures, several important conclusions of this survey should be cited. 
The number of commercial theaters available throughout the United 
States has declined by 64 percent since 1921. The annual number of 
shows on Broadway had declined by 68 percent since 1932. Broad- 
way productions showed an overall net loss in the years 1951 and 1952 
which totaled nearly $3 million per year. In the past 2 years the 
annual overall Broadway losses have been cut from $3 million to 
approximately $1,500,000. There is still room for a great deal of 
proven in this regard. 

At this point, let me dispel some latter-day popular conceptions of 
the prosperity in the theater. Admittedly, there are some outstanding 
hits now playing on Broadway, both from a cultural aspect and as 
regards financial profit but these are in the minority. To be realistic 
about it, here is the score so far this season, that is from September 
1, 1956: 

Failures: Harbor Lights, Sixth Finger in a Five Finger Glove, Too 
Late the Phalarope, Double in Hearts, Best House in Naples, the 
Speers Prince, a Very Special Baby, Child of Fortune, Girls of 

ummer. 

Fate as yet undetermined: The Loud Red Patrick, the Apple Cart, 
Cranks, the Happiest Millionaire, Old Vic Company. 

Successes: The Reluctant Debutante, Lil Abner, Separate Tables, 
Major Barbara, Auntie Mame, Long Day’s Journey Into Night. 

In assessing the real need for assistance to the cultural arts, such 
as the living theater, there must be taken into consideration factors 
— than those directly bearing on the costs of producing a live 
play. 

The living theater in the past 20 years has been constantly met with 
competition by free radio and television entertainment paid for by 
commercial adyertintuy, Although ticket prices have increased only 
moderately, all theater unions have received wage increases, and pro- 
duction and operating costs have continued their constant rise. A 
table of the union increases is attached as exhibit A which, gentle- 
men, I would like for you to accept for the record if you will. They 
show that the increases range from 48 to 200 percent in a period of 
15 or 16 years. 

Mr. Foranp. That is one of the charts attached to your statement! 

Mr. Rettxiy. Yes, please. 

Mr. Forann. That will be included in the record. 
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Mr. Retzty. The exemption of municipally operated and nonprofit 
community theater groups has only added to the already unfair 
position in which the legitimate theater finds itself in the competitive 
entertainment world. 

The background of the financial plight of the living theater is a 
matter of record. Numerous advocates more eloquent than I have 
set forth in detail facts and figures, researched at great expense to 
our industry and factually presented on many prior occasions and 
at public hearings of this ad other committees. I have incorporated 
in this statement a rather complete list of testimony before the 
Congress of the United States bearing directly on this point, which 
follows: 

Hearings, Committee on Ways and Means, House of Representa- 
tives, 83d Congress, 1st session, August 5, 1953; hearings before the 
Committee on Finance, United States Senate, 83d Congress, 2d ses- 
sion; March 15, 1954; hearings, Committee on Education and Labor, 
House of Representatives, 883d Congress, 2d session, June 8, and 9, 
1954; hearings before the Joint Fiscal Affairs Committee of the 
District of Columbia, House of Representatives, 2d session, January 
23, 1956; hearings before subcommittee on Commerce and Finance of 
House Interstate and Foreign Commerce Committee, November 2, 
1955. 

In assaying the merits of our industry’s plea for relief from taxa- 
tion, I wish to call attention to the contribution which the legitimate 
theater is making toward a better understanding of American culture 
throughout the world. 

Behind the Iron Curtain the western democracies have been pic- 
tured by the Communist masters as decadent states preoccupied with 
material comfort. The American theater through displays of its 
marvelous cultural products outside the borders of this country has 
made a substantial contribution to exposing the fallacy of Com- 
munist propaganda that America is denuded of all culture. 

An outstanding example is the musical Porgy and Bess, which has 
been acclaimed everywhere as a classic among theatrical presenta- 
tions. The recent production of Oklahoma and Skin of Our Teeth 
in Paris are other examples. In the closing days of the last session 
of Congress the President’s international cultural exchange program 
was given a permanent status in tribute to the effective contributions 
which the many elements of this program had made in establishing 
American good will abroad. Among the more notable contributors 
to this program were the many fine living theater productions 
exhibited throughout the world. 

As I stated in the beginning of my remarks, I made the assumption 
that your committee would look favorably upon the case of an indus- 
try that had been placed in a position of competitive inequity by the 
legislative processes of the Congress of the United States. I cannot 
express too strongly our well-considered judgment that prior legisla- 
tion enactments of this body have amounted to a discrimination 
against the living theater. With your permission, I will attempt to 
demonstrate that this is a fact. In 1953, Congress reduced the wartime 
admission tax rate from 20 to 10 percent without regard to the media 
of entertainment. For this relief we are grateful and from such 
aid we have modestly benefited. 
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However, at the same time, this action was taken, all admissio1 
charges of 50 cents or less were completely exempted from the admis 
sions tax. It is obvious that the motion-picture companies gained im- 
measurably more from such tax exemption than did the legitimate 
theater which is forced by its nature to charge higher admission prices. 

In 1953 in no major city was the average price and tax of a ticket 
to a professional stage play or a musical less than $2.50. In fact, the 
average price far exceeded that figure. By contrast, the motion-picture 
industry with its mechanical reproduction processes reported in 1953 
a national average ticket price of only 47.3 cents. As an effect of the 
legislation advocated by the motion-picture organizations, the exemp- 
tion of 50 cents admissions charges from excise tax resulted in the ma- 
jority of movie tickets being tax-free. 

This is apparent from the proven statistics showing that the average 
movie and admission price is 47.3 cents. At that time the legislators, 
in order to be impartial to other entertainment media, should have 
accepted the average ticket price for the legitimate theater, which is 
as stated approximately $3, as a basis for exempting admissions charges 
below that figure. 

Our industry has made numerous efforts to point out the discrimina- 
tion created by the action of Congress in 1953. Our pleas have gone 
unheeded. We have not been afforded similar relief and additively the 
last session of Congress took action which worsened the inequity cre- 
ated in 1953. I refer to the bill introduced by Mr. King, of California, 
which passed both Houses of the 84th Congress and was enacted into 
law by the President of the United States. 

This bill provided that admission charges of 90 cents or below were 
completely exempt from the tax. At that time the motion-picture in- 
dustry stated that the enactment of this legislation had resulted in ex- 
empting from all taxation over 95 percent of motion-picture admis- 
sions. I need not impress upon you gentlemen the deleterious effects 
of this action upon the living theater, both from a financial standpoint 
and from considerations of morale. 

I do not believe that I can enunciate our position more succinctly 
than did the distinguished Mr. Daniel Reed of this committee. When 
Mr. King’s bill was being considered on the floor of the House of 
Representatives, Mr. Reed stated in part and I quote: 

Irrespective of the merits of the motion-picture problem, it seems to me very 
unfortunate and indeed discriminatory to ignore the just demands of other 
taxpayers for similar assistance in their economic difficulties. 

The Treasury Department estimated that the revenue loss to the 
United States Government and gain to the movie industry as a result 
of Mr. King’s bill was approximately $50 million. (Granted, this is 
a substantial tax loss to the United States, but we :ppreciate your 
understanding that the concomitant gain to the motion-picture in- 
dustry more than made up for the tax loss and indicated an under- 
standing of the need for fiscal well-being in every segment of our 
economy. 

Let me emphasize at this time that we do not begrudge the motion- 
picture industry any relief which this Congress may have afforded 
them. We acknowledge their problems and affirm your action in 
striving to assist their solution. By the same token, the revenue loss 
to the Federal Government which would result from 2 complete elimi- 
nation of our admissions tax would be approximately $5 million. 
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How infinitesimal is this loss when compared with the immeas- 
urable help such added revenue would be to the welfare of the living 
theater? It should be noted that the increased revenue to the theater 
will stimulate employment and thus result in the Government recoup- 
ing a large part of the loss of excise-tax receipts in the form of addi- 
tional personal-income taxes. 

I cannot overstate the very real needs of the theater and I cannot 
exaggerate how appreciative we would be if the Congress sees fit to 
remove the present 10-percent admissions tax, thus placing us on an 
equal footing with our brothers and sisters in the entertainment world. 

In conclusion, the future of the theater is dependent on its operat- 
ing in an area of free and fair competition. It cannot much longer 
survive the economic impact of free radio and television entertain- 
ment and unfair competition based on special tax exemption for low- 
priced admissions. 

I express the sincere gratitude of the countless thousands of organi- 
zations, groups, and individuals, both professional and nonprofes- 
sional, in each of the 48 States and the District of Columbia, for the 
partial relief which we have in the past been granted. I ask that 
the discrimination against the legitimate theater be removed and that 
we be put on our own feet in the light of fair competition with all other 
mediums of entertainment. Everyone in the industry is convinced 
that, given the opportunity to freely compete, the living theater will 
always give a wonderful account of itself. 

Mr. Foranp. If that concludes your statement, we will now hear 
Mr. Swire. We will withhold questions, if any, until after we have 
heard Mr. Swire and Mr. Hayes, all connected with the national 
association. 

Mr. Becker. I should say that Mr. Swire is the executive director 
of the American National Theater Academy, and he is presenting Mr. 
Dowling’s statement. Mr. Swire has been identified with the theater 
for about 30 years and formerly was an executive in Actors’ Equity 
and now is serving in the position as executive director of the group. 


STATEMENT OF WILLARD SWIRE, EXECUTIVE DIRECTOR OF THE 
AMERICAN NATIONAL THEATER AND ACADEMY 


Mr. Swire. I am appearing on behalf of Robert W. Dowling, the 
chairman of the board of the American National Theater and Acad- 
emy. Mr. Dowling has just returned from Europe and tried diligently 
up until last night to rearrange commitments that he had in order 
that he might appear personally. He expresses his regrets to the 
committee and he has asked me to read his statement for him with your 
permission. 


STATEMENT OF ROBERT W. DOWLING, CHAIRMAN OF THE BOAPD 
OF THE AMERICAN NATIONAL THEATER AND ACADEMY 


My name is Robert W. Dowling and I am chairman of the inter- 
national exchange program of the American National Theater and 
Academy. lam indebted to this committee for allowing me the oppor- 
tunity to plead for the elimination of the onerous admission excise 
tax presently plaguing the cultural arts in America. I appear before 
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this committee in my role as chairman of the board of ANTA and, as 
such, I intend to espouse ANTA’s cause. However, it behooves me 
to express personally, and for the entire ANTA organization, un- 
qualified support for all segments of the cultural entertainment 
world—the theater, concert, lectures, and so forth, in their requesting 
a complete exemption from the application of the admissions excise 
tax. 

In order that you may understand and appreciate the reasons for 
our appearance, I should like to briefly describe our organization and 
its principle functions. Following years of complex negotiation, 
ANTA came into this world through the life-breathing medium of 
a congressional charter. None other than Franklin Delano Roosevelt, 
during his first term in office, added his persuasive voice to the forma- 
tion a organization. 

On July 5, 1935, the former congressional bill incorporating ANTA 
was signed by the President, thus giving it official recognition. Al- 
though federally chartered, ANTA was without Federal subsidy and 
its early efforts were thus limited in scope. The ending of the World 
War II saw the beginning of ANTA’s emergence as a functioning and 
effective organization. Under the inspired leadership of presidents 
Vinton Freedley and Helen Hayes, ANTA grew and flourished. Mem- 
bership increased and our services expanded. Today we have a 
membership of thousands of individuals in 48 States, Hawaii, and 
the Canal Zone. 

NATA is the only theatrical organization in this country designed 
to serve all facets of the American theater—professional, community, 
and educational. ANTA has sponsored two National Theater Assem- 
blies. Organizations and leaders from community, university, high 
school and children’s theater, together with leaders from the major 
theatrical unions and representatives of professional theater have 
acclaimed ANTA as the instrumental organization through which 
national theater cooperation can be achieved. 

One of ANTA’s principal roles is responding to requests for assist- 
ance and advice, suggested improvements and ideas for new projects 
from whatever source they may come. Perhaps a recitation of the 
purposes of the organization as set forth in our congressional charter 
and to which we closely adhere would serve well toward understanding 
ANTA. These purposes are: (1) The presentation of theatrical pro- 
ductions of the highest type; (2) the stimulation of public interest 
in the drama as an art belonging both to the theater and to literature 
and thereby to be enjoyed both on the stage and in the study; (3) the 
advancement of interest in the drama throughout the United States 
of America by furthering the production of the best plays, inter- 
preted by the best actors at the minimum cost; (4) the further develop- 
ment of the study of drama of the present and past in our universities, 
colleges, schools, and elsewhere; and (5) the sponsoring, encouraging, 
a “ CoyeueNns of the art and technique of the theater through schools, 
and so forth. 


CONTRIBUTIONS TO PRESENT THEATER 


ANTA’s contribution to the educational and commercial theater 
has been both extensive and specific. ANTA provides detailed publi- 
cations, advice, guest speakers and actors, theater personnel, script 
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information, and photographs—and countless particular answers to 
particular problems. As new professional theaters have been estab- 
lished throughout the country, ANTA has been a unique source of 
practical assistance on — ranging from budgets, architecture, 
and fund raising to staffing the company with both technicians and 
actors. 

The educational theater relies on ANTA’s service department for 
professional guest speakers, photographs, and exhibit material, job 
counseling for their students, and script information. AN'TA’s guest 
artist program has proved eminently successful in bringing a closer 
understanding between the professional and educational theater by 
enabling a university to import a Broadway star to appear in student 
productions. In addition, ANTA’s exchange-of-persons program 
offers the educational theater the rare privilege of meeting person- 
ally many distinguished theater leaders from abroad, enriching the 
experience and knowledge of the students by firsthand discussion 
about theaters throughout the world. 

The cross-country tours made by the visitors serve to acquaint them, 
too, with the new technical achievements and teaching methods de- 
veloped by our own university drama departments, which, in turn, 
provide important and lasting influences on the teaching of drama 
in their own countries. 

ANTA’s Experimental Theater and Play Series added an impor- 
tant contribution to the New York theater by producing plays of 
artistic merit which were considered commercial risks by Broadway 
producers. Many young and talented playwrights, directors, and 
actors received valuable opportunities to be seen and heard that 
would have otherwise been denied them. 


INTERNATIONAL EXCHANGE PROGRAM 


In 1954 the international-exchange program—which for 5 years 
had been engaged in the promotion of international tours by Ameri- 
can performing artists—was selected by the State Department as the 
Government’s professional agency for administering a new fund voted 
ty Congress to encourage American performers to represent our 

ation’s musical, dramatic, and dance talents in foreign areas where 
unaided private enterprise could not afford to penetrate. In 1956 
the Congress voted to convert this emergency program into a per- 
manent activity of the State Department, and ANTA’s contract. was 
renewed for the third time. 

Since the inception of the Government-sponsored activities in Sep- 
tember of 1954, over 65 attractions, representing the finest examples 
of American theatrical and musical life, have been assisted to tour 
in over half a hundred foreign countries. Ranging from solo artists 
to groups of 100 or more, they have included such world-famed names 
as the Boston, Philadelphia, and New York Philharmonic Symphony 
Orchestras; the Ballet Theatre and New York ballet troupes; Benny 
Goodman’s and Dizzy Gillespie’s jazz bands; theatrical stars Mary 
Martin, Helen Hayes, and Judith Anderson; opera stars Richard 
Tucker, Eleanor Steber, Blanche Thebom, and Marian Anderson: 
musical productions of Rodgers and Hammerstein’s Oklahoma, and 


George Gershwin’s Porgy and Bess; instrumental soloists Isaac Stern, 
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Gregor Piatigorsky; Ruggiero Ricci, Rudolf Serkin, and Eugene 
Istomin ; and the Robert Shaw Chorale. 

Demonstrating America’s cultural development “in depth” have 
been the Los Angeles, Cleveland, and New Orleans Symphony 
Orchestras; the San Francisco Ballet; the Westminster Choir, of 
Princeton, N. J.; and orchestral conductors Walter Hendl, of Dallas, 
and Thor Johnson, of Cincinnati—among scores from the entire 
Nation. 

In order to insure the top quality of the artists selected for coopera- 
tion with this program the professional judgment has been placed 
in the hands of artistic advisory panels, composed of picked author- 
ities, serving voluntarily, whose judgments are accepted by profes- 
sionals and public alike. 

Except for this function of artistic selection, the entire adminis- 
tration of the program by ANTA is closely supervised by the State 
Department’s International Educational Exchange Service, the Bu- 
reau of the Budget, and the General Accounting Office. The annual 
allotment for this activity has been approximately $2 million, with 
ANTA’s administrative costs being kept at a phenomenally low figure 
of 5 percent of the funds administered. 

The favorable results of the international exchange program in 
increasing America’s cultural prestige abroad are attented by records 


in ANTA and State Department files which include foreign news- 
paper articles—both critiques and editorials—ambassors’ and cultural 
attachés’ official reports; and miscellaneous informal communications 
from foreign officials, plain citizens, and independent American ob- 
servers. In administering this program, ANTA serves as catalytic 
agent, mediator, organizer, controller, and buffer for the various 


forces.which must be coordinated to achieve the most effective service 
of the national interest—American performing artists, foreign and 
American officials and foreign and American impresarios. 

As I stated in the beginning of this statement, it is my sincere desire 
that this committee and this Congress encourage the continued and 
expanded undertakings of the cultural arts including theater and con- 
certs and lectures, by removing the excise tax. In no other country in 
the world are the cultural arts subject to taxation, but to the contrary, 
those countries which are most notably recognized as cultural leaders 
actually subsidize the arts. Knowing and understanding the motiva- 
tions and principles of American artists, I can state unequivocally 
that they are not seeking Government subsidation but only desire the 
removal of this Federal burden so that they may freely compete with: 
commercially sponsored entertainment. 

As regards ANTA, I personally feel that we are in a position to ask 
for an immediate exemption from the admissions tax regardless of 
the action taken by this committee toward the entire entertainment 
industry. Our organization was created by this legislative body in 
the eloquently expressed desire that our operations would advance the 
cause of American culture. Magnanimously the Congress of the 
United States stamped ANTA with its official seal of approval. We 
are now asking that you exempt this organization from the excise tax 
on theater tickets in the same spirit which prompted you to create this 
nonprofit organization. 

_ On April 10, 1956, the Honorable Frank Thompson of New Jersey 
introduced H. R. 10395 which was referred to this committee. This 
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bill would have amended the Internal Revenue Code of 1954 exempt- 
ing tax admissions to theatrical performances conducted by or for 
the benefit of ANTA. It is my sincere hope that all excise taxes on 
the arts will be removed, but if not, I hope that a bill similar to Mr. 
Thompson’s of the last session will be introduced again and request 
of you gentlemen early and favorable action on such a measure. 

Permit me, gentlemen, to recall President Eisenhower’s words in 
his 1955 message on the state of the Union. The President said, 
and I quote: 

In the advancement of the various activities which will make our civilization 
endure and flourish, the Federal Government should do more to give official 
recognition to the importance of the arts and other cultural activities. 

I would like also to quote from a speech by Vice President Nixon 
at Lafayette College this past June, which address was made part of 
the Congressional Record by Senator Hubert Humphrey. 

In many areas of the world a place of honor is given to leaders in the arts and 
intellectual fields and in religious activities. 

The intellectual is not dismissed as an egghead. The artist is not called a 
longhair. The minister of religion is not considered an impractical idealist. 

Here again we find that many peoples think that we in America are too 
materialistic to have such ideals. We are considered anti-intellectual, deficient 
in culture, superficial in religion. Again, I am not passing judgment on the truth 
or falsity of these charges. The important point is that they are widely believed. 

And what is truly amazing is this: That the apostles of communism can parade 
as exponent of the very ideals that they accuse us of neglecting when their 
own philosophy is the ultimate in materialism and the antithesis of religion. 

I hope that you gentlemen shall demonstrate your accord with these 
stated principles in the area in which you can be of greatest service. 
I refer, of course, to the elimination of all excise taxes as applicable 
to all elements of the cultural arts world. Such action would con- 
stitute official congressional recognition of the importance of the arts 
and other cultural activities which make our civilization endure and 
flourish. ‘ 

May I express my en appreciation and that of all the officers 
and members of the ANTA for the opportunity of appearing before 
this committee. 

Mr. Foranp. We thank you. 

Now, the next witness is Mr. Patrick Hayes. 

Mr. Hayes. First, I would like to have Mrs. Lillian Bonney, the 
treasurer and member of the board of our organization, bring you a 
one-paragraph greeting from our president, Roland Chesley, if that 
is in order. 

Mr. Foranp. Will you please identify yourself for the record? 


STATEMENT OF MRS. LILLIAN BONNEY, TREASURER OF THE 
NATIONAL ASSOCIATION OF CONCERT MANAGERS, BALTIMORE, 
MD. 


Mrs. Bonney. I am Lillian Bonney, of Baltimore, Md. I appear 
here today for the National Association of Concert Managers, as a 
representative of our president, Roland Chesley, of Utica, N. Y. 

We, the officers and members, thank you for the opportunity of 
presenting our case for relief from the admissions tax, which now 
applies to 29 of our members. I note here that 40 of our members now 
have exemptions because they are nonprofit in character. That is 
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such as universities, colleges, music foundations, and civic musical 
societies and associations. 

Our spokesman today is a former president of our association, now 
a director and chairman of the tax committee. He is one who needs 
no introduction in Washington. He is Washington’s own impre- 
sario, Patrick Hayes. 

Mr. Foranp. You may proceed, Mr. Hayes. 


STATEMENT OF PATRICK HAYES, IN BEHALF OF THE NATIONAL 
ASSOCIATION OF CONCERT MANAGERS, WASHINGTON, D. C. 


Mr. Hayes. Mr. Chairman and members of the committee, in 
Europe, the equivalent of a local concert manager in America is known 
as an impresario. The term is now generally accepted here. 
“Impresario” comes from the Italian word “impresa” which means 
“enterprise,” and thus by definition fits the American system of free 
enterprise. 

In an otherwise thriving economy in America, however, the impre- 
sario is a vanishing American, in the field of concert presentations. 
There‘are only about 50 operating in the key cities. One disappeared 
during the last year, in your State, Mr. Eberharter, in Pittsburgh, 
when William Beegle closed the office opened nearly 50 years ago by 
his aunt, May Beegle. A nonprofit Music Guild has subplanted the 
Beegle concert activity. 

It is generally understood that concert presentation is highly specu- 
lative. Costs are high. Attendance is impossible of prediction. 
There are no standard markups, systems of budget control, ability to 
pass along to the buying public price or tax increases, as in other 
businesses. The scale of ticket prices in the concert business today 
is the same as 25 years ago. The automobile, clothing, food prices, 
even college tuition, are doubled today over 25 years ago. 

Concert ticket prices must be kept within reach of the general public, 
Higher prices would keep them away, and there would ‘be no business 
at all. Yet the costs of doing business in concert presentation have 
gone up, along with the rising tide of costs. Advertising line rates 
in the newspapers, printing costs, hall rents, stagehands’ wages, salaries 
of staff people in a concert bureau are all up. With prices necessarily 


held at the old level, and costs up, the squeeze is upon local impresarios 
inno uncertain manner. 


Elimination of the 10-percent admission tax is critically necessary so 

that impresarios can hold the established price line and thus aecom- 

plish a long overdue 10-percent increase in prices of concert tickets. 

Confined to a standard $3.60 “ price for most attractions in sales 
a 


to the public, the 10- percent tax factor makes this a net of $3.27. Not 
only would there be public resistance if $3.60 became $3.96, but such 
an advance would place the business concert manager at a competitive 
disadvantage with his nonprofit neighbors, such as symphony asso- 
ciations, opera associations, art gallery and museum concert activities, 

‘oncerts on college campuses, and, in general, any concert or public 
enter ainment put on by a church, a lodge, or other nonprofit 
organization. 

Correction of an unintended inequity in the current tax laws is indi- 
cated, ad even more a major shift in a tax thinking is indicated as 
it affects this field—to the effect that the character of the presentation 





EXCISE TAXES 339 


rather than the auspices should be the determining factor. The tax is 
not levied on luggage, jewelry, perfume, according to the seller, but 
on the product. <A recital today in Washington under commercial 
auspices is no less cultural, educational, musical, even civic, than the 
same artists’ appearance the next day on a university campus or with 
a symphony orchestra. 

The local impresarios affected are essentially small-business men 
and women located in the principal cities which are the cornerstone 
of the concert circuit. They are independent business people, not part 
of the chain or organization. 

The 10-percent burden now borne by them, literally absorbed by 
them because of the competitive inequity, is the difference between 
profit and loss, and a double hardship when some individual concert 
presentations are given at a loss from time to time. 

Any loss of small revenues to the Treasury Department would be 
offset by new tax revenue in the neighborhood of 30 to 40 percent, in 
the form of increased taxes on profits, salaries, expanded activities of 
the impresarios benefited. The dollars would remain in the stream 
of the economy of the Nation. 

May I just for a moment refer to the figure of 30 to 40 percent. Ina 
visit with the clerk of your committee, Mr. Irwin, about a year ago in 
conference with Mr. Becker, Mr. Irwin brought in one of your staff 
tax advisers. I was asked the question Mr. Herlong asked of an 
earlier witness, “How much will the Treasury lose?” In our limited 
field of vanishing Americans, as I call us not too amusingly, I esti- 
mated less than $1 million per year would be the loss to the ‘Treasury. 

I was then asked what my estimate was of how much of that would 
come back in the manner I have here asserted, corporate profits, and 
partnership profits, and individual taxes. I said I would guess and 
{ had to guess, and I am not an economist or a lawyer, 50 to 60 percent. 
Your tax adviser said, “I think that you are high.” I asked him what 
he thought, and he said 30 to 40 percent. So I am quoting your own 
authority for my assertion here in that range of figures. 

Mr. Mason. That is very enlightening, Mr. Chairman. 

Mr. Hayes. Thank you, Mr. Mason. 

Enterprise as a term derived from the Italian “impresa” infers 
incentive. Tax relief as sought is sorely needed as an incentive to the 
small-business people affected. The impresario in Houston, Tex., 
reports operating at a loss for 2 years ina row. The motive of civic 
service keeps her going at all. Such local managers have no subsidy 
except that in many cases they rely on other income earned or other- 
wise, to survive and live respectably. 

In my remarks before you today I have referred to the European 
origin of the term “impresario,” and by inference to the cultural and 
musical activity in which I am engaged. I have deliberately not 
emphasized the contribution to the cultural life of my city and to the 
country that flows from my work and that of my colleagues—it is a 
good argument if I chose to lay stress on it, as is the companion argu- 
ment that because many European and South American nations sub- 
sidize music and other arts, our Government through the Congress. 
should encourage cultural activity by subsidy. if 7 

I have, rather, stressed the factor of free and unfettered enterprise. 
My appeal is that the only subsidy we seek is relief from this admis- 
sions-tax burden. This is the American way, the capitalist system. 
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This is the way I have grown up and have been trained. I am a small- 
businessman. I want tostay in business. I want to operate a season’s 
activities with resonable certainty that business judgment and good 
business practices will give me a chance to come out ahead after dili- 
gent wok in the market place. I would like now literally to give you 
a picture of what I see ahead for me if this 10-percent burden is not 
soon removed from the concert dollar. 

I refer you for just 444 to 5 minutes to the blank sheet of paper on 
the chart and to the financial statement you have in front of you 
accompanying my prepared statement. 

Let this simple black line represent my volume of business for the 
year 1954-55 which you have in front of you. This is stated as gross, 
and look at the second figure of $10,306, and I should have shown it 
the other way. The net ticket sales were $103,066.70 and the tax on 
that you see was then $10,306. 

This then, is the level figure: Up here is the buffer zone which men 
like me must sooner or later get or within 5 years we would not be here 
on this particular subject. This is the 10-percent area here. 

At the moment I go into the marketplace I am hit with this, and I 
have it allalong. Finally, in spite of it, I edged out a little line over 
here which you see in front of you of $748.54, before District of Colum- 
bia taxes and before Federal taxes. I had this left as you can see, to 
put in my reserve coffer and one bad concert would wipe it out, $479.78. 

Meanwhile, what happened here? This is my receipts and income 
line and here is my expense line. It was at this point, let us say, 10 
years ago when I started my small business. This is each year, adver- 
tising and stagehands and annual rent and printing and paper clips 
and what have you. Some years I do not mind telling you I hate not 
taken my full salary, and other income keeps me doing this because 
I love my work. Incidentally, the boss of a small business is the last 
man atthe pay window. You may know that. 

What is going to happen if this keeps up? I say I am at about this 
point here, unless something fantastic happens in volume, or I get 
relief inthisarea. This I know isnot going to stop. 

Mr. Eberharter, in your State, in Philadelphia and Pittsburgh, that 
has already histoeant The last commercial manager disappeared 2 
years ago, Emmett Feldman, merging with the Forum of the Philadel- 
phia Inquirer. The lone wolf in your State now is George Hague, in 
Reading, Pa., an older man, and S gives fewer concerts, five a year, 
and barely makes a go of it. There are examples all over, and that 
is why we are now 29 instead of 50, an earlier figure. 

Now, this was 1954-55 which you have in front of you. Later 
figures show that we did indeed have a much better year last year, and 
we did $185,000 in net volume. We sent to Baltimore $18,500 in this 
area here. This line keeps going up, and that increase is not all gravy. 
More activity means more rent and more staff people to handle it and 
more advertising and so on. 

My profit before taxes went up although my receipts nearly doubled. 
For once I took a full salary and I was very happy and we had a nice 
summer vacation. 

However, I am relating $18,500 in admissions taxes to the figure 
which I now give you of $5,310 left as profit, before District taxes and 
Federal taxes. Last year I sent to Baltimore over $10,000 and kept less 
than $500. The season just closed I sent $18,600 to be exact, and kept 
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only $5,000. How am I ever going to pile - reserves against this 
line, against an outright bad year which might show up as a loss? 

In short, where is my incentive ? 

In Mr. Karsten’s State, there is one of us left in Kansas City, and I 
don’t know how he survives, and that is Henry DeDoni. Henry sur- 
vives because he manages the civic-owned auditorium, and many events 
are already nonprofit, but some are profit and there this burden is on 
him. 

In Mr. Mason’s State, Harry Zelser does nearly $1 million a year, 
Mr. Mason, on which he pays $100,000 in admissions taxes. I will 
let him send you his own financial statement and you can see the 
squeeze. Chicago is a very expensive city in which to operate. 

Mr. Mason. He does not need to bother. Iam sold. 

Mr. Hayes. Mr. Jenkins, in your State, in Cincinnati and Cleve- 
land, I am sure you are familiar with the situation. Mr. Bernardi is 
having a difficult season, and he called me on the phone the other day. 
And in your chairman’s city of Providence, there is no impresario. 
The distinguished Bostonian, Mr. Richmond, operated there for years 
and gave up 4 years ago, and in a talk I had with him he cited the 
then 20-percent admissions tax as the real factor in the financial 
burden. 

So, there are only a few of us left, and won’t you encourage us to 
stay in business and serve our public and make a respectable living. 

Mr. Foranp. Does that conclude your statement, Mr. Hayes? 

Mr. Hayes. Yes. 

Mr. Foranp. The financial statement referred to will be made part 
of the record. 

(The document referred to follows :) 

My own financial statement, for the 1954-55 season which is summarized be- 
low, is a sample which applies to all others in the country. There are variables, 


but the disparity between the amount of 10 percent paid in admissions taxes 
and the amount left as retained income or reserve is similar. 


Ticket sales, gross before admissions taxes $113, 373. 26 
10 percent tax 10, 306. 67 

Net ticket sales 108, 066. 59 
Income from fees and miscellaneous income 6, 141. 98 


Total operating income 109, 208. 57 
Costs of concert presentation: Artists’ fees, advertising, hall rental, 
piano rental, stagehands, stage equipment rental, duplicating and 
printing, posters and placards, tickets, promotion, insurance, 
ASCAP performance fees 82, 657. 11 


Gross profit before administrative expenses 26, 551. 46 
Administrative expenses : Payroll, postage, legal and accounting fees, 
licenses, interest, insurance, telephone and telegraph, stationery 

and supplies, travel 5, 802. 92 


Net profit before income taxes . 54 
Less District of Columbia taxes 37.43 


711.11 
213. 33 


Retained income for the year 497. 78 


NoTs.—1955—56 appears to be a better year, but the final os will reveal the same 
disparity between the 2 figures of admissions tax paid and the final figure of retained 
income or reserve—here $10,306.67 versus $497.78. 
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Exutsit A.—Comparison of wage scales from earlier dates indicated with latest 
scales 


Earlier 
Present 
salary 


Salary | Date 
| | 
j 


Porters and cleaners: 
POE codrancoubcnndutdechuiondebacopesbattaketaenintehdamee 
Cleaners 

Ushers and doormen: 


1939 
1939 


1942 
1942 
1942 


1937 
1937 
1937 


1933 
1933 


1934 
1934 


1939 
1939 


af 


SR= 


S S88 88 $8 88S SES aS 


Stagehands: 
Department heads 


BES 


Sho 
Wardrobe attendants: 
Master 
Dressers 
Musicians: 
PRMD UN oie cls ie ch ecke che detlieshebnvelbdien Soawidinmods 
DIE 2 6. inition thivn del tamiiscneeheoenihnnimitiet ebee sequel 
Box office: 
Treasurer 
Assistant treasurer 
OB b os ce Leesbe<dse dathscnnde dich Sele natsheiiatetre Mego bq dalabel 
Managers and agents: 


Company manager, New York 





8S 


a ooo 





S #25 FS 


Oo 








(minimum): 
Rehearsal pa 
Salary, New Y 
Salary, road 
Chorus Equity: 
Rehearsal pa: 
Salary, New York 
Salary, road 


1 Plus vacations. 

2 Per day. 

3 Drama, 

4 Music. 

§ Nothing due under earlier contracts. Entire amount additional cost. 


Mr. Foranp. Are there any questions ? 

Mr. Hertone. I think they have made a fine presentation, Mr. 
Chairman. 

Mr. Foranp. We are all agreed on that fact. All of you have made 
a very nice presentation and we thank you for your appearance and 
your contribution. 

Mr. Becxer. Thank you, very much. The charming lady to my 
left came down from New York, and she is the vice chairman of 
ANTA, and president of the New York chapter, and has devoted a 
good part of her life to the development of the cultural community 
and not only in New York, but throughout the land. She just came 
down to be of moral support. She is Mrs. Innes-Brown. 

Mr. Foranpv. Before the committee recesses, we will hear the Amer- 
ican Federation of Musicians. 

The next witness is Mr. Kenin. For the purpose of the record, will 


you identify yourself and the capacity in which you appear and 
identify those who are with you? 
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STATEMENT OF HERMAN D. KENIN, CHAIRMAN OF THE AMERI- 
CAN FEDERATION OF MUSICIANS’ 20 PERCENT TAX RELIEF 
COMMITTEE, AND A MEMBER OF THE INTERNATIONAL EXECU- 
TIVE BOARD OF THE AMERICAN FEDERATION OF MUSICIANS, 
LOS ANGELES, CALIF. 


Mr. Kentn. My name is Herman D. Kenin, and I am an elected 
member of the international executive board of the American Fed- 
eration of Musicians. I reside in Los Angeles, and am appearing for 
the musicians’ union at the direction of its ation! president, 
Mr. James C. Petrillo. In addition to my elective office, I am chair- 
man of the union’s 20 percent tax relief committee and supporting 
me with their presence here today are the other members of that 
committee, who are also members of the union’s international board. 
With your permission, I should like to introduce them to you: Mr. 
Stanley Ballard, of Minneapolis, Minn.; Mr. William Harris, of 
Dallas, Tex.; Mr. Walter Murdoch, of Toronto, Ontario, Canada; 
Mr. Lee Repp, of Cleveland, Ohio. 

First, Mr. Chairman, may I express the appreciation of 252,000 
musicians for this opportunity to present to your distinguished sub- 
committee their plea for relief from a misguided Federal tax policy 
as represented by the 20 percent cabaret tax. Our gratitude extends 
also to some 331 of your colleagues in the House and some 76 Members 
of the Senate of the 84th Congress who offered to vote to repeal or 
substantially reduce this job-destroying tax had it been possible to 
bring remedial legislation to the floors of the last Congress. 

My statement will be brief, because I wish to allocate some of our 
time to others; namely, to Dr. Robert C. Shook, an economist who 
has directed a nationwide study of the economic impact of the cabaret 
tax, and to certain musicians who will tell you at first hand how this 
exercise operates to stifle employment and blight American music. 


A QUESTION OF GOOD FAITH 


The history and surprising longevity of this so-called emergency tax 
deserve prominent attention because they emphasize its present in- 
equity and, perhaps even more importantly, because they suggest the 
delicate issue of the Government’s good faith in the critical area of 
tax policy. 

This tax originated at the time of World War I, in 1917. Congress 
passed it expressly “to provide revenue to defray war expenses.” (Act 
of October 3, 1917, 40 Stat. 300. See also H. Rept. 9045, 65th Cong., 
ist sess., May 6, 1917.) It is worth nothing in passing that Senator 
Bob La Follette opposed the tax because, among other reasons, he 
thought it might, unfairly, survive the war emergency for which it 
bb ao (S. Rept. No. 103, pt. 2, 65th Cong., 1st sess., August 
13, 1917.) 

During World War I the tax was 10 percent. In 1924 it was 
reduced to 3 percent. In 1941—at the time of our elaborate defense 
program—it was raised to 5 percent. In 1944—at the height of World 
War II—it was raised to 30 percent, where, because it proved alto- 
gether prohibitive, it remained for only a few months. On April 1, 
1944, the tax was placed at 20 percent to conform with the level then 
existing for a number of other related wartime measures. 
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Today this tax, and only this tax, continues at the extraordinary 
20-percent level, while every other comparable wartime excise has 
been reduced substantially or eliminated entirely. 

There is no need, gentlemen, and it is not my purpose to belabor 
the obvious, to dwell at length on the many differences—in the Gov- 
ernment’s needs and the people’s responses—between times of war and 
times of peace. Suffice it to say that the quarter of a million citizens 
for whom I am privileged to speak, and doubtless the many others 
that are directly affected by this tax, are somewhat confused and not 
a little disappointed by what strikes them as a discriminatory failure 
on the part of their Government to fulfill its implied commitment to 
terminate or to even reduce a wartime measure by this late date— 
almost 40 years after the emergency first arose and some 11 years 
since the end of World War II. 


NAME OF THE TAX IS MISLEADING 


It was, no doubt, substantially out of such a consideration, out of a 
desire to avoid any impression of discrimination and bad faith, that 
the distinguished committee on which you serve and the House in 
which you sit voted the reduction of this tax to 10 percent in 
1954. But the Senate did not see fit to concur. A reading of the Sen- 
ate record makes it perfectly clear that it was the name and not the 
substance of the tax which misled the Senate and determined its un- 
fortunate action. In this connection I suggest seriously to you, Mr. 
Chairman, that had your Committee of the Whole been able to do noth- 
ing more in the 84th Congress than to correct the misnomer of this ex- 
cise so inappropriately called a “cabaret tax,” you would have effected 
a very useful correction in the tax law. Realistically, this is a tax upon 
employment, and particularly a tax upon the employment of musicians, 
other entertainers, and thousands of service employees. 

This so-called cabaret tax is not primarily a tax on cabarets. Save 
for a few instances in a very few metropolitan centers, the cabaret has 
vanished from the American scene. This all-pervading tax, says the 
statute, applies— 


to any room in any hotel, restaurant, hall, or any public place where music and 
dancing or any other entertainment * * * are afforded the patrons in connec- 
tion with the serving or selling of food, refreshment, or merchandise. 

The hotel industry has just told you Mr. Chairman, that two-thirds 
of its rooms formerly devoted to dine and dance entertainment have 
been darkened or converted to other purposes because of this so-called 
cabaret tax. 

Nor can this excise be described as a luxury tax applying particular- 
ly to lavish spenders who operate in a present day expense-account 
economy. This is peculiarly a tax upon the poor man’s fun and relax- 
ation. To make this point I need only remind you that the man who 
can afford the time and money to belong to a country club dines and 
dances tax-free while the average man pays a 20 percent impost to 
enjoy the same privileges in public. 

For the Internal Revenue Division this discriminatory excise is a 
king-size enforcement headache hardly worth the puny revenue its 
produces. Since 1950 it has produced only a little less or a little more 
than $40 millions in any 1 fiscal year. The last fiscal year return was 
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$42,225,000, surely a pittance, gentlemen, when compared with the tens 
of thousands of jobs this tax has blacked out for musicians, other 
entertainers and service employees. 

Mr. Chairman and gentlemen, the American musician today consti- 
tutes a depressed class of citizens; and his music is a distressed profes- 
sion. The causes of this unhappy condition may be briefly stated. 

One is technological and affords no easy solution. It stems from de- 
velopments over the last 25 years in electronics and mechanization that 
permit the output of a single musician or a single band to be heard 
simultaneously by millions and that same music, when recorded, to be 
head over and over again by more millions of listeners. But the dislo- 
cations caused by these developments do not, of course, stem from any 
action of Congress. 

Another possible factor is the belief in some circles, which we—and 
many others—completely reject, that the dramatic decline in public 
entertainment is traceable to the postwar movement of people to the 
suburbs and the simultaneous development of television. But what- 
ever the validity of that belief, it, too, cannot in any significant sense 
be assigned to legislative action. 

Undeniably, a major cause for our widespread unemployment is 
the cabaret tax. And that reason can be wiped out by an understand- 
ing committee and a sympathetic Congress. Mr. Chairman, our 
situation is critical; it worsens every year. Musicians have suffered 
a 40-percent job loss since 1930. The independent economic surve 
which Dr. Shook will explain briefly, shows 20,000 man-years of aaah 
were lost to technical advances between 1930 and 1940. 

Since 1943 an additional 25,000 man-years of work have been lost 
to instrumentalists in places subject to the 20-percent cabaret tax. As 
a result of these staggering losses from causes which become more 
acute each day, most of America’s instrumental musicians can now find 
only part-time work in their profession. 

We earnestly believe that the relief we seek from this oppressive 
taxislongoverdue. We believe, too, that over and beyond the personal 
plight of professional musicians is the clear and present danger to the 
whole culture of American music. 

Make no mistake about it. The relationship between jobs for 
musicians and music for America is absolute. To have the fine music 
we must have fine musicians. And the entertainment field, already 
suffering a partial blackout by reason of an unreasonable and unjust 
consumer tax, is the training ground for the professional musician just 
as the sandlot is the training field for the big leaguers of baseball. 

Understandably, therefore, all persons interested in preserving our 
great musical heritage will applaud your favorable action. We mu- 
sicians are not alone in this endeavor. Our employers, substantial 
groups like the hotel and restaurant associations, are, as you know, 
allied with us. Our effort enjoys the support of 42 of the 48 State 
bodies speaking for labor. 

They have, by resolution and petition to the Congress, joined us in 
asking for the repeal of this excise. And last but by no means least, 
are the 600,000 women of the National Federation of Music Clubs 
whose main concern is the conservation of music as an art and who, by 
formal resolution and through their vigorous grassroots efforts, are 
seeking the repeal of this unjust and ruinous tax. 
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I conclude, Mr. Chairman and members of the subcommittee, with 
the suggestion that the musician holds the same relation to the Nation’s 
cultural health as the farmer holds to the Nation’s economic health. 
When the farmer is depressed by economic changes the Federal Gov- 
ernment, most appropriately, gives him help; but, in sharp and un- 
fortunate contrast, the musician’s long depressed condition has not 
only failed to receive affirmative governmental relief, but, actually has 
been acutely aggravated by a misguided Federal tax policy. 

Mr. Chairman and gentlemen, we trust you will recognize the 
merit of our plea and give us the relief we so sorely need. 

Now, on my right, I wish to introduce to the committee to make a 
statement, Dr. Robert C. Shook, vice president and director of re- 
search of International Statistical Bureau of New York City, an 
economist who directed for the Federation of Musicians the nation- 
wide study of the economics of the cabaret tax, particularly as it 
affects declining job opportunities for musicians. 

Mr. Mason. Just before Dr. Shook starts, it seems to me that you 
are speaking before the wrong committee. We have already acted 
upon this, and you should be making presentation to those Senators 
over there who undid what we did. 

Mr. Kentn. May I say this: We realize that, Mr. Mason, and we 
assure you that we shall make a presentation to these Senators once 
you give us the assistance we seek here. 

Mr. Foranp. You may proceed. 


STATEMENT OF DR. ROBERT C. SHOOK, VICE PRESIDENT OF THE 
INTERNATIONAL STATISTICAL BUREAU, INC., AND APPEARING 
FOR THE AMERICAN FEDERATION OF MUSICIANS 


Dr. Suoox. Mr. Chairman and members of the committee, my name 
is Robert C. Shook. I am vice president of International Statistical 
Bureau, Inc., and have been director of research for that organization 
for some 20 years. I reside in New York, and am appearing today on 
behalf of the 20 Percent Tax Relief Committee of the American Fed- 
eration of Musicians, to present testimony on the extent to which 
musicians suffer a hardship, and on the reasons for this hardship. 

My organization, in cooperation with Research Company of 
America, participated in an extensive investigation of the musicians’ 
position, and of the factors which have affected it, which was completed 
in 1955. 

This investigation involved intensive fieldwork in 33 cities; 23,289 
questionnaires mailed to individual musicians; 30,450 questionnaires 
mailed to members of the Licensed Beverage Association; and reports 
from 83 local unions having a total membership of 105,648 musicians, 
or 41.2 percent of the national membership. The study was truly 
national in scope and its result, combined with other information, 
provide the first and only case history of the musicians. 

The purpose of my testimony is to support the following conten- 
tions, on which the American Federation of Musicians bases its plea 
for relief from the 20 percent carbaret tax: 

1. That musicians as a group are in a depressed condition. 

2. That establishments subject to the 20 percent carbaret tax still 
provide substantial job opportunities for musicians; that these job 
opportunities have declined sharply since this tax was established at 
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the high rate of 20 percent in 1944; and that job opportunities will 
increase if this tax is repealed. 

3. That although the tax is only 1 of 3 factors which have created 
hardships for the musicians, it has had considerable responsibility 
for their present distress; and further, of these 3 depressing factors 
the 20 percent tax is the only one from which it is within the power of 
Congress to grant relief. 


MUSICIANS ARE A DEPRESSED CLASS 


There are relatively few jobs for instrumentalists or leaders that 
are full time in the double sense that : 

(a) The job itself requires the services of a musician full time dur- 
ing the course of the year; and 

(6) A single musician fills the same job throughout the course of 
the year. 

Most of the musicians who work full time, therefore (and they are 
in the minority) do so only because they are able to line up enough 
part-time jobs to keep them busy full time. 

The hardship this situation causes for the musician is demonstrated 
by the job surveys undertaken each year by the American Federation 
of Musicians. The survey of 1954 lists some 25,864 “jobs” for musi- 
cians. This includes symphony orchestras, theatrical, motion-picture 
prsmoatreny and radio and television broadcasting, but excludes 18,167 
1ours in recording and 7,373 hours in electrical transcription. 

But, except for 303 contract jobs in Hollywood, 1,581 staff jobs 
in radio and television broadcasting, and a few hundred jobs with the 
few symphony orchestras that play not only a regular and a summer 
season but have other engagements as well, all of these jobs were 
part-time jobs. Furthermore, these 25,864 jobs, plus the available 
hours in recording and electrical transcription, were enough to pro- 
vide full-time employment for less than 10,000 musicians. There is 
no way of knowing how many musicians actually held one or more of 
these part-time iota, But it would have been impossible for more 
than 10,000 musicians to have made a full-time living from them. 

The Census Bureau, in its count of occupations in 1950 reported 
some 154,000 musicians and music teachers combined. Median earn- 
ings were $3,189 a year. 

We found in our study of musicians’ earnings in 1954 that the 
average for those who depend solely on musical activity for their live- 
lihood was $3,454. The median income for musicians in our own 
sample was slightly less than their average income. I therefore feel 
safe in saying that there has been little or no improvement in the 
musicians’ position from the depressed state reported by the Bureau 
of the Census in 1954. 

It was stated above that the Bureau of the Census reported a total 
of approximately 154,000 musicians and music teachers in 1950. The 
American Federation of Musicians in 1954 reports a membership of 
252,512. However, the membership of the iedaretion contains many 
individuals who are musicians in name only. More than 88,000 mem- 
bers, or 35 percent of the membership, report no musical activities 
whatsoever. Another 22,000 members are retired, and slightly more 
than 1,000 are arrangers and copyists. About 16,000 of the members 
are music teachers. 
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Out of a total membership of slightly more than 252,000, therefore, 
only 125,000, or slightly less than half, can be described as active 
musicians in the sense that they report some earnings from musical 
activity. Only about 83,000 of these are estimated to make more than 
half of their living from musical activities and would qualify as 
musicians under the census definition. 

In our survey we obtained detailed reports from 560 establishments, 
both on their cabaret-tax payments and on their employment musi- 
cians. Based on this sample, which accounted for $9,068,390 in cab- 
aret-tax payments in 1954, or 23.1 percent of the total, employment 
of musicians in establishments subject to this tax is estimated at 26,865 
man-years. The many part-time jobs were translated into man-years 
on the basis of 5 days a week, 52 weeks a year. 

The great importance of these 20-percent places, in relation to total 
employment of musicians, is indicated both by reports from individual 
musicians and by reports from local unions on the employment of 
their members. Reports from individual musicians indicate that 48.6 
percent of their jobs are provided by these establishments, and the 
reports from local unions indicate that some 42.7 percent of their 
members’ employment is in 20-percent places. 

In our interviews with eetint alerts now subject to the 20-percent 
cabaret tax there were 159 which were in business in 1943, when the 
tax was only 5 percent, and which could provide comparisons of 
employment policy in 1943 and 1954. These establishments in 1954 
paid a total cabaret tax of $4.5 million, or 11.5 percent of total cabaret- 
tax collections. 

Between 1943, when the tax rate was 5 percent, and 1954, when the 
tax rate was 20 percent, the decline in the employment of musicians 


in these places amounted to 45.5 percent when measured in man-days 
and 56.5 percent when measured in man-hours. 

It is not claimed that the increased tax rate is the sole factor re- 
sonsible for this sharp decline in employment. The presumption 
that it was the major cause of unemployment, however, will be dis- 
cussed under the next heading. 


FACTORS CONTRIBUTING TO THE DISTRESSED CONDITION OF MUSICIANS 


Three factors have been chiefly responsible for the distress 
now experienced by musicians. 

One is technical in nature. The very same advances in technology 
that have made it more possible for a growing audience to hear music, 
have made it less possible for musicians as a class to earn their living 
by playing music. 

The first big blow dealt to musicians by technical progress came in 
the early thirties, when within a 3-year span more than 13,000 movie 
houses were wired for sound; the number of silent movie houses was 
reduced from 22,544 in 1929 to 4,835 in 1932. 

These drastice changes in the entertainment business—the passing 
of silent movies and vaudeville—caused a loss of about 25,000 jobs 
for musicians, most of them good jobs that provided regular employ- 
ment. This number of lost jobs, in fact, was enough to take care of 
about 20,000 musicians on a 100-percent full-time basis. 

Technological change created some new jobs, as well as eliminating 
many old ones. Radio broadcasting, and later on television, were 
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technical changes that helped to a very minor degree to offset tech- 
nological job losses - creating new jobs for musicians. Combined, 
however, these new jobs represented employment for only about 3,500 
musicians on a full-time basis. 

There were, also, a limited number of further job increases for 
musicians, chiefly during the postwar years, due to the high level of 
income. The great expansion in canned music and entertainment, 
through radio, television, and the jukebox, had not killed the public’s 
interest in live music and entertainment. The increase of jobs in 
opera and ballet, in dramatic and musical plays, and in symphony 
orchestras, was enough to provide jobs for an additional 1,500 musi- 
cians on a full-time basis. 

Two other factors, apart from technological change, have caused 
distress for musicians. 

One of these has been in the 20-percent tax. Job losses in estab- 
lishments subject to the cabaret tax, during the period in which the 
tax has been at the high rate of 20 percent, have amounted to ap- 
proximately 25,000 man-years. 

During this same period, of course, other factors existed, which 
could be expected to have an adverse effect on the businesses of these 
establishments and on their employment of musicians. 

One of these was the development of television as a mass medium 
of home entertainment. The other was the sociological phenomenon 
associated with the high marriage and birthrates and the expansion 
of suburbia as the Nation’s dwelling place; the public not only had 
television available as a means of home entertainment, but was unusu- 
ally receptive to the whole idea of home entertainment. But to what 
extent were these social changes responsible for job losses in 20-percent 
places between 1943 and 1954, and to what extent was the high rate 
of the tax responsible? The following calculations throw a great 
deal of light on this question : 

Consumer expenditures in eating and drinking places are reported 
by the Department of Commerce. Consumer expenditures in similar 
places, during hours when there is dancing or live music and entertain- 
ment, and the 20-percent tax applies, can be calculated directly from 
the cabaret-tax receipts. Now it seems to me that, if it had been 
primarily the social changes which kept people out of eating and drink- 
ing places during the prosperous postwar period, all such places would 
have suffered equally. But this is not the case. Total consumer ex- 
penditures in eating and drinking places, taxed and tax free combined. 
showed an increase of 102 percent between 1943 and 1945. I am there- 
fore compelled to believe that the high tax rate of 20 percent has been 
chiefly responsible for the decline of 40 percent which took place, be- 
tween fiscal 1943 and fiscal 1955, in consumer expenditures for meals 
and beverages which were subject to this tax. 

The American Federation of Musicians is asking this committee 
for relief from this tax, which has so plainly had major responsibility 
for the loss of some 25,000 jobs for musicians, in establishments which 
still provide 45.6 of the employment opportunities now open to 
musicians. 

To what extent will the repeal of this tax help relieve the hard- 
ships which musicians now experience ? 

e have two sorts of evidence with regard to this question. 
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One is based on carefully conducted interviews with 159 owners 
and managers of establishments who did business in 1943 under a 5 
percent tax rate, who were still in business at the time of this survey, 
and who paid 11.5 percent of the total cabaret tax collected under the 
20 percent rate in 1954. These establishments have managed, by cut- 
ting down taxable time by 40.6 percent, and man-hours of employment 
for musicians by 56.5 percent, to remain in business. 

These proprietors tell us without qualification that, upon repeal of 
the 20 percent tax, there will be an immediate increase in days per 
week, and in hours per day, for the musicians they employ. This, com- 
bined with the increase in days per week and hours per day, would 
increase employment in these establishments by some 68 percent. 

These estimates express the intentions of proprietors themselves. 
Is it reasonable to believe that these intentions of proprietors them- 
selves will be carried out if the tax is repealed? My second point is 
a commonsense point which deals with this question. 

These establishments have a capital investment in entertainment 
facilities. The use of these facilities has been reduced greatly since 
the tax was increased to 20 percent. An immediate lengthening of 
days per week for musicians and hours per day would represent no 
more than a natural attempt by these cocutlally small-business men 


to obtain a better return on investment. It is entirely believable, 
therefore, that there will be a very rapid and substantial expansion in 
total entertainment and dancing hours and in the employment of 
musicians if the 20-percent tax is repealed. 

This testimony can be summed up briefly : 

1. An extensive study has been conducted of the economic position 


of musicians. The results of this study show that musicians as a 
group now experience great hardships. There have been job losses 
caused by technological change and there have been job losses in estab- 
lishments subject to the cabaret tax during the period in which this 
tax has remained at the high rate of 20 percent. Since consumer 
— in similar establishments not subject to this tax has risen 
sharply throughout the postwar period, the high rate of this tax, in 
our opinion, must bear a substantial part of the responsibility for the 
job losses in these establishments. 

2. If the committee grants that musicians, wherever they may find 
employment, are important to our cultural development and leader- 
ship, then we appeal to the committee to consider this 20-percent tax 
in human rather than revenue terms. The revenue is a pittance— 
some $40 million annually. The human and cultural loss is incal- 
culable. In my own interviews in many cities I met not one musician 
who wanted his own son or daughter to pursue music as a career. 

3. The administration and interpretation of this tax are difficult 
and vexing. The costs of administering and collecting this tax must 
be inordinantly high. 

4. This tax is discriminatory. Almost all other emergency excise 
taxes have been eliminated or substantially reduced. Food and bever- 
ages are taxed only when dancing and/or entertainment are provided 
simultaneously, and no other form of entertainment is now taxed at 
the 20-percent rate. 

5. We do not claim that repeal of the 20-percent tax will solve all 
problems of the musical artist. Repeal of this tax, however, is the 
only alleviating action which is within the power of the Congress to 
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undertake. And we have, we believe, presented strong evidence that 
such repeal will result in a very substantial improvement in employ- 
ment opportunities for musicians as a group. In human and cul- 
tural terms, this will be a great gain. 

Thank you, Mr. Chairman and gentlemen of the committee. 

Mr. Foranp. Does that conclude your statement ? 

Mr. SHoox. Yes. 

Mr. Kenin. I wish to introduce Mrs. Marian Berdan, a working 
musician for 20 years, who has conducted here an independent survey 
to show how jobs would rise sharply in four typical counties of 
Pennsylvania, provided this tax is abolished or reduced substantially. 

Mrs. Berdan? 


STATEMENT OF MRS. MARIAN H. BERDAN, SECRETARY OF THE 
LOCAL MUSICIANS UNION FOR THE WILLIAMSPORT, PA., AREA, 
WILLIAMSPORT, PA. 


Mrs. Brerpan. I am Marian H. Berdan. My home is in Williams- 
port, Pa., and I have been a professional musician for some 20 years. 
As part-time secretary of the musicians’ union of that area, I have 
made a personal survey of 390 entertainment places in the Pennsyl- 
vania counties of Lycoming, Clinton, Sullivan, and ‘Tioga which are 
potential music employers. The purpose of my survey was to deter- 
mine at firsthand how many of these establishments would employ 1 
or more musicians is the ruimous 20-percent cabaret tax is repealed or 
substantially reduced. 

Since more jobs for musicians, entertainers, and service help mean 
more Federal tax revenues, I believe you gentlemen will be interested 
in what I discovered. Of the 390 places of potential music employ- 
ment, where I talked personally with the responsible owner or oper- 
ator, 314 of this number will definitely employ 1 or more musicians 
if you gentlemen and the Congress give us tax relief. Most of the 
entertainment places in my rural area of Pennsylvania are small, but 
nearly all of them have a capital investment in facilities for dancing 
and entertainment that they would like to put to work were it not for 
the 20-percent tax. 

As of today, under the awful burden of this 20-percent tax, only 20 
of the 390 places now employ a total of 59 musicians. I also have 
investigated potential music employment in the hotels in my area. I 
attended a recent meeting of our regional hotel association. Ten of 
the managers and owners present told me they would gladly return 
to a music entertainment policy if this tax is repealed. I took a census 
and came away with solid promises of 39 jobs for instrumentalists. 

To give you gentlemen some notion of how very limited is music 
employment in my area I ask you to listen to these findings of my 
survey. 

In the 4 counties there are 9 entertainment places employing alto- 
gether 42 musicians 1 night a week; another place employs 1 musician 
2 nights weekly and 10 places account for 16 more jobs 3 nights a week. 
A total of 59 musicians, all working part time. My home city of Wil- 
liamsport is, I think, fairly typical. Prior to the distressing present- 
day trend in music employment—or rather unemployment—W illiams- 
port theaters gave regular work to 72 musicians; dance halls operating 
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from 1 to 5 nights weekly provided jobs for 75 more musicians. One 
hundred and seven musicians, in all, were working in various dance 
bands. Now Williamsport has no musicians in its theaters and only 
thirt pees employed in various other places, and all of them on a part- 
time basis. 

It is a desperate picture of unemployment and the end is not in sight. 
Five dance orchestras in my area have lost their jobs in the last 3 
months. This accounted for 20 more jobs and I was told in each in- 
stance that the economics of the 20 percent tax were responsible. 

Mr. Chairman, there is no lack of appreciation for live music in my 
area. The existence of a 60-piece symphony orchestra in our small 
city indicates a lively interest in good music. The personnel of that 
symphony are, of necessity, part-time musicians—people who cannot 
earn a livelihood from their generally excellent musicianship. The 
conductor of our symphony tells me that at least half of his musicians 
could obtain music jobs at living wages if this tax is repealed. Yet, 
today the problem of this conductor is to obtain replacements for those 
who are forced to surrender their chosen profession for a job that will 
feed them and their families. 

Mr. Chairman, my personal job-hunting survey is a very small seg- 
ment of this country is, I think, revealing. When 314 out of 390 po- 
tential employers of musicians in my own tiny territory tell me that 
they will employ one or more musicians if this awful tax is repealed 
or cabstantisily reduced I suggest that this projects a very significant 
employment factor for your consideration. 

Dr. Shook has told you something of his scientific findings on that 
score, and on a national basis. I wanted you gentlemen to have my 
own very painstaking survey report from a very small area because 
they seem to support each other. 

Mr. Chairman, I am but 1 of some 252,000 musicians who suffer 
under conditions which only you and your colleagues in the Congress 
can remedy. I sincerely hope you will give us the relief we sv sorely 
need. Thank you, for listening. 

Mr. Kentn. Mr. Meyer Davis, favorite band leader of several Presi- 
dents, is here to tell you how this tax contributed to the passing of 
many favorite name bands. 

Mr. Davis? 


STATEMENT OF MEYER DAVIS, EMPLOYER-MUSICIAN OF NEW 
YORK CITY 


Mr. Davis. My name is Meyer Davis. My home is in New York 
and my business is music—instrumental music. I am a working 
musician but it happens that I employ around 1,000 musicians to play 
for me. In short, I am a rarity in the music profession because I am 
constantly employed. Unfortunately, that happy condition is not 
enjoyed by most of my 250,000 fellow musicians for whom I speak 
today. 

My music business falls into two categories—the party or social 
function business which is not affected by this tax and the stead 
engagement business in hotels, night clubs, and so forth, whic 
decidedly is affected by this unfair tax. 

What is happening to music and musicians under the intolerable 
burdens of this tax is illustrated when I tell you that my business 
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in dine and dance establishments has declined 50 percent during the 
continuance of this 20 percent tax. Whereas my New York office 
once employed 6 men to handle the bookings for this type of business, 
we now get along very well with 2 men—and the major efforts of 
those men are mainly devoted to places which are not subject to this 
tax, such as the Greenbrier, in White Sulphur Springs, the Ever- 
glades Club in Palm Beach, the steamship United States and other 
music employers of a like nature. ae 

It goes without saying that when my booking facilities for music 
employment in 20 percent places is cut from 6 to 2 men that the num- 
ber of musicians employed by me is also reduced substantially. I 
would estimate that the musicians employed in this type of entertain- 
ment are fewer today by 33 to 50 percent. That decline has been, of 
course, gradual, but nevertheless continuing since this tax was fixed 
at its impossible 20 percent level. 

Significantly, Mr. Chairman, I should tell you that the largest talent 
and band agency in America has completely discontinued its booking 
and promotion departments concerned with music going into the 20 
percent tax areas. The demand just didn’t exist. 

I have long been identified as one of the major bandleaders in 
America and therefore, can perhaps qualify as an expert witness on 
this type of music employment. Mr. Chairman, you can now count 
on the Ringer of your two hands the “name” bands of America. This 
is a sad eet You and I, Mr. Chairman, can remember when 
this country was blessed with countless great bands touring the 
Nation and bringing the best of dance music to our people. 

I do not mean to suggest to you that the 20-percent tax alone is 
responsible for this falling off in national bands. True, there has 
come a change in national habits; television has come to our living 
rooms, and there are other minor factors sharing part of the blame. 
But I say to you that when a misguided Federal tax policy levies a 
surcharge of 20 percent on any freeborn American’s right to enter- 
tainment and personal enjoyment, he’s going to resent it and neither 
you nor I will blame him. The net result is that he stays out of the 
type of entertainment places that are forced to charge him this 
exorbitant tax on top of his dinner check. 

Because I consider this taxing policy completely uneconomic and 
unrealistic from a businessman ome Treasury point of view, I cannot 
conclude without a comment on the ostrich viewpoint of the Treasury 
with respect to this levy. The point has been made, I believe, that 
more musicians, more waiters, and waitresses and more service help 
at work in rooms when the tax is eliminated will certainly increase 
personal income tax revenues. 

_But no witness, I believe, has suggested to you that every time a 
dine-and-dance room is darkened by the operations of this tax this is 
what happens in terms of lost gross product and tax revenues: Mrs. 
Jones just doesn’t get her hair done at the hairdressers; her husband 
doesn’t buy that orchid; the dressmaker doesn’t sell that party dress, 
et cetera, et cetera. The gross product thus lost must be staggering. 
The lost revenue to the Treasury must be many times greater than it 
collects from this unjust and wholly discriminatory 20-percent tax. 

Thank you, Mr. Chairman and gentlemen, for listening so patiently. 
I hope you find it possible to help music and the musicians by repealing 
this tax without delay. 


85776—57——_24 
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Mr. Kenrn. I would like now to present for her testimony Miss 
Gwen Bari, a working musician or more correctly an unemployed 
musician from Los Angeles, here to tell you how the 20-percent tax 


has cost her many jobs and denied the development of her musical 
talent. 


STATEMENT OF GWEN BARI, MUSICIAN, LOS ANGELES, CALIF. 


Miss Bart. My name is Gwen Bari and my home is in Los Angeles. 
I ama musician by profession and right now—as is too often the case— 
Iam an unemployed musician. The 20-percent cabaret tax is directly 
responsible for my present unemployed status. This unjust tax caused 
me to lose my last professional engagement and the tax contributes 
directly to the fact that I have absolutely no prospects whatever at 
present of getting more work as a musician. 

Just to show you how this awful tax is destroying my livelihood 
and that of thousands of other musicians, let me read for the record 
this brief letter addressed to me and dated November 13, 1956. 


Re notice of termination of contract 


Dear Miss Bart: I regret to inform you that the 20-percent entertainment tax 
has discouraged quite a number of customers who in the past have enjoyed the 
atmosphere and cuisine of this establishment. Fear of losing these customers 
has prompted me in reaching this decision. I trust you will understand my 
position in this matter. 


The letter is signed by Mr. Dick Herman, owner of the Pepper Mill, 
a restaurant in Pasadena, Calif. 

Last October when I returned from a tour out of the country, I 
wrote the Chandalier, a restaurant in Long Beach which had been 


piso with the tax permitting singing. I received a reply dated 
ovember 5, from Mr. Ernie Glaser, owner of this restaurant and with 


your permission, I would briefly relay the pertinent portions of this 
letter : 


I am sorry indeed to have to tell you that we have had to discontinue our 
entertainment because our customers are unwilling to pay the 20-percent tax. 
At this moment, we have no entertainment tax and no singing. We were look- 
ing forward so much to having you appear at the Chandalier but we will have 
to wait until this unjust tax has been remedied. The decision to do away with 
entertainment and the tax is not mine alone, but similar steps have been taken 
by several operators in my area. 

So, Mr. Chairman, and gentlemen, what I am doing here today 
is asking you to help make it possible for me to work at my profession. 
I could call a very long roll of bitter disappointments in job holding 
and job hunting due to this awful tax. I had played and sung at the 
Lark Supper Club in Los Angeles for a little over a month when the 
owner came and asked me not to sing because singing to my own 
accompaniment made his place subject to the tax and .. was losing 
too many customers because of the 20-percent levy. I had similar 
experiences at the Eldorado Club and at Mike Layman’s Club. 

These experiences have been serious frustrations, Mr, Chairman. 
I am a pretty good singer as well as instrumentalist. I command good 
pay when I can use both of my talents to entertain. I can play the 
piano and no cabaret tax is assessed. The moment I open my mouth 
to sing, slap goes the tax. And my kind of employers just can’t seem 
to operate successfully under this awful tax. 
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If some wise man in the Internal Revenue Bureau can explain 
to me why it is that 25 customers in a club can burst out in song while 
I play, and not invoke the tax, while if I so much as sing one chorus 
to my own accompaniment the tax goes on, I’d be relieved to have the 
explanation, because the matter bewilders me and hurts me, too. 

I am a professional entertainer. I enjoy entertaining people. I 
want to give them my best. I want to give my employer my best. 
That’s the American way. But under this awful tax I can’t do that. 
I can’t give my all. I can’t make a living in the American way in 
America. That’s pretty hard to face up to, but I had to do just that 
as recently as last spring. 

I decided that if my own country was going to tax me out of busi- 
ness, I’d try another country. So I went to Manila, Hong Kong, and 
some other cities of the Orient. This awful tax did not exist there. 
They hadn’t even heard of it and naturally I didn’t try to inform 
them. My foreign tour was completely successful. I earned good 
money. I both played and sang and I gave them everything I had. 
It was wonderful. I was over there for 6 months. 

But one doesn’t stay away from family and friends forever, taxes 
or no taxes. Now I’m back and the frustration has begun all over 
again. If I cannot sing as well as play I cannot get to the top of 
my profession. I cannot earn my full potential in salary. I can’t keep 
from feeling frustrated. This awful tax has been in effect through 
every — of my professional life. I hate to look back on those pain- 
fully handicapped and wasted opportunity years. That has been 
the story for aioe of my fellow musicians, and I am here plead- 


ing their case as well as mine. Perhaps, for me it isn’t too late if 


you gentlemen will act promptly to repeal this awful tax law. 

Thank you, Mr. Chairman and gentlemen, for listening to my 
troubles. 

Mr. Kentn. I would like now to present Mr. William F. Boston, 
a working musician for 30 years in the Palm Beach area who reports 
that this so-called luxury tax is not tolerable even among the wealthy, 
or even in the luxury resort area of the Florida Gold Coast. 


STATEMENT OF WILLIAM F. BOSTON, A MUSICIAN, WEST PALM 
BEACH, FLA. 


Mr. Boston. My name is William F. Boston. I live in West Palm 
Beach, Fla., and have been a working musician in the Palm Beach area 
for more than 30 years, 

This evil 20-percent tax is described by some as a “luxury tax.” 
It has been claimed that people who live luxuriously should not and 
do not object to paying a luxury tax on their entertainment. 

Mr. Chairman, t wok in the Nation’s No. 1 luxury spot—Palm 
Beach. I have been playing music for many years in what are gen- 
erously described as society’s swankiest fun spots. Right here and 
now I want to say that the luxury-minded people of Palm Beach are 
not happy about paying this 20-percent tax as a part of their dinner 
check, Mo prove my case that this is not a luxury tax, I'd like to give 
you some facts, past and present, on what’s happening to the music 

usiness in Palm Beach. 

The exclusive Bath and Tennis Club once employed seven instru- 
mentalists. Today no working musician enters those sacred portals. 
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The same is true of the Wertz restaurant which once employed 5 men 
the year-round; the mm Washington Hotel, which once had 5 
musicians on a year-round basis; the Pennsylvania Hotel, with 6 
men the year-round; the Colony Hotel, which used to give year-round 
employment to 3 men. 

In each instance mentioned, Mr. Chairman, the managements told 
me that their change in entertainment policy has been dictated wholly 
or largely by the uneconomic effects of the 20-percent tax. These and 
other resort entertainment places have had to combat not only cus- 
tomer reluctance to pay this outrageous levy, but have had to compete 
with one or more luxury-type membership clubs where entertainment 
is provided but where the tax is not enforceable. 

A striking example of this unfair competition is the very private 
and very exclusive Everglades Club of Palm Beach. Today this club 
does a flourishing entertainment business at the expense of public 
places of entertainment in the same resort community. Thus, the rich 
man and his club are today exempt from the 20-percent cabaret tax 
while the workingman carries this burden. 

As I told you, I have been familiar with this aspect of the luxury 
resort scene for 30 years, and because it affects my livelihood to an 
important degree, I am somewhat of an expert on the evil operations 
of this misnamed “luxury” tax. 

There is much desperation, Mr. Chairman, about this tax in the area 
from which I come. Owners and operators of entertainment rooms 
have been ingenious in devising separating partitions and the like to 
stave off the application of the 20-percent tax. The four widely 
known winter resort hotels in Palm Beach have separated their tax and 
nontax public rooms with heavy glass partitions. I lead an orchestra 


in wintertime in one of these hotels and my testimony is that of an 

eyewitness when I tell you that the nontax room is peopled and doing 

a brisk business, while the tax room is comparatively deserted. This 

goes on, mind you, in surroundings where the guests pay at the rates 
No, Mr. 


of $50 a day and up for their accommodations. Chairman, 
not even the people who can afford luxuries will pay this misnamed 
“luxury” tax. 

Finally, may I report to you that just before I left Palm Beach to 
attend this hearing, I was informed by the management of the Taboo 
Club, one of the showplaces on Worth Avenue, that it is changing its 
policy of the last decade and will no longer provide any entertainment 
that makes it liable to the 20-percent tax. I was told that the change 
is dictated by the fact that its customers simply won’t pay his 20- 
percent surcharge any longer. 

We musicians are desperate, Mr. Chairman and gentlemen. You 
can help us and I trust you will do so without delay. 

Thank you. 

Mr. Kentn. I would like to introduce, Mr. Chairman, Charlie Par- 
rish, working for 20 years in the District of Columbia, who will call 
the roll of many entertainment places familiar to some of you gentle- 
men of the committee and which have succumbed today to the 20- 
percent tax. Mr. Parrish? 
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STATEMENT OF CHARLES PARRISH, MUSICIAN, WASHINGTON, D. C. 


Mr. Parrisu. Mr. Chairman and gentlemen of the committee. My 
name is Charlie Parrish. I want to thank you for letting me talk 
to you about this terrible 20-percent tax—it really is a ruinous thing— 
and what it has done to a lot of good employers and a lot of good 
musicians right here in Washington. 

Myself, I’ve been pretty lucky. I’ve been a band leader in this 
area for over 20 years and I’ve been doing all right. I’ve worked 
every hotel and most of the clubs in Washington, and I can tell you 
from my own experience that this tax is hurting and hurting mighty 
hard. 

Not so long ago every first-class hotel in asengion was using live 
dance music. Today you have only three: the Shoreham, Statler, 
and Mayflower. The same goes for the better clubs. Every year a 
few more have dropped out of existence so that now there are maybe 
4 or 5 clubs in this area where people can go and enjoy an evening of 
wholesome dancing and entertainment. 

Right down the line, the reason is the same: the 20-percent tax. 
Let me give you a few of my own experiences : 

I was working at the Rainbow Room in the Hamilton Hotel for 
over 5 years. We were happy there and the management was satis- 
fied with the band, but they told me that on account of the tax they 
were going to discontinue music along with the rest of the Manger 
chain, and that’s what they did. 

So I left there and took a band into the 400 Club on F Street where 
we had a band upstairs and also one downstairs. After a few months 
the management told me they were going to discontinue music—due 
to the 20-percent tax—in one room, and a few months later they dis- 
continued it in both rooms. 

From there I took a band into the China Clipper on 14th Street. 
And again, after a few months the room was closed on account of the 
20-percent tax. 

From there I took a band into the Metronome Room of the old 
Wardman Park Hotel, now the Sheraton Park Hotel. That was 
absolutely one of the finest and most popular rooms in Washington. 
I was there a little over a year when Mr. Johnson, who was manager 
at the that time, told me, just like I’m talking to you now, that the 
only reason why he had to close the room was the 20-percent tax. 

From there I went to the La Conga in Prince Georges County, one 
of the largest clubs in Maryland. They had two bands. Three 
and one-half years ago this club discontinued music altogether due 
to the 20-percent tax. 

I left there and went to the Ding Ho Restaurant on Irving Street 
in Washington, one of the largest Chinese-American places in Wash- 
ington. It also was forced to stop using live music on account of the 
20-percent tax. 

I could go on, Mr. Chairman, listing other places with the same 
beginning and the same end, but I think by now you have the general 
idea. Like I said, I’ve managed somehow to keep occupied as a musi- 
cian and to make a living at my trade. But lots of my friends, equally 
good musicians, have had a really rough time. And even for myself, 
where I used to have 7 and 9 men working in the band, I now have 3 
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and find it difficult to keep them going. I sure hope you can do 
something to help us all out. 

Mr. Kentn. Finally, Mr. Chairman, we present a person who, I 
am sure, is known to the committee, Mr. Guy Lombardo, who is 
known for the sweetest music ever heard this side of heaven, who 
today, as an orchestra leader of the Roosevelt Hotel, in New York, 
is destined, according to our surveys, to soon be the sole survivor of 
the New York City’s dine and dance impresarios. Mr. Lombardo. 


STATEMENT OF GUY LOMBARDO, ORCHESTRA LEADER, 
NEW YORK, N. Y. 


Mr. Lomparpo. My name is Guy Lombardo and my home is Long 
Island, N. Y. I have been a professional musician for 30 years. Iam 
appearing here in support of the Federation of Musicians’ plea for 
repeal of the 20-percent cabaret tax. 

Mr. Chairman and gentlemen, I flew in from New York this morn- 
ing and I am sorry I haven’t a prepared statement, but ask you to 
bear with me and ] will speak very briefly. 

I am sure that you must be impressed with all these figures and 
these facts of the plight of our industry. I think that there is some- 
thing else we should also consider. Thirty years ago, I daresay, there 
were 100 name bands, bands that employed from 15 to 25 musicians. 
Most of those band leaders today are in small 3- or 4-piece units. 

You see them all over Las Vegas and I saw them in California. 
They are doing a job that keeps them free of the 20-percent tax. The 
job they do does not put the hardship on the customer. 

We have another problem. We have youngsters who are not being 
encouraged today by their parents, especially parents who are pro- 
fessional musicians, to take up music. They see no future for them 
and I can hardly blame them. I am sure you see that, too. 

We have no opportunities today for the youngster who goes against 
his parents’ wishes, we will say, and decides to go to music on his 
own. They haven’t the opportunities that bandleaders of years ago 
had, to start in a small way and come up to the top ladder of success. 

I hope that, on behalf of all of the musicians I speak for, you will 
please see your way clear to at least reduce this horrible tax that has 
kept so many of my fellow musicians out of work. 

Thank you and good afternoon. 

Mr. Kenrn. Mr. Chairman, in conclusion, may I offer on behalf 
of the American Federation of Musicians, and those who have come 
here today to give you some testimony, our thanks for the generous 
allocation of time you have given us and the patience with which 
you have listened to us, and we trust that you will look with favor 
upon what has been said here by this committee. 

Mr. Foranp. On behalf of the committee, Mr. Kenin, I want to 
say thanks to you and to the entire group for the testimony given 
to us. 

Most of us were quite familiar with your troubles in the past, but 
I think that you have given us some enlightenment. I assure you 
that they are having the very sympathetic consideration of this 
committee. 

Thank you very much. 
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Before the committee recesses, by unanimous consent, I offer for the 
record a communication from the Idaho Falls Chamber of Commerce. 
(The referenced document follows :) 


IDAHO FALLS CHAMBER OF COMMERCE, 
Idaho Falls, Idaho, November 19, 1956. 
Congressman AIME J. FORAND, 
House Office Building, Washington, D. C. 


DEAR CONGRESSMAN ForAND: I understand that hearings will soon be held 
by a subcommittee of which you are chairman on the subject of Federal excise 
taxes. 

I wish to call your attention to the fact that the Idaho Falls Chamber of 
Commerce is on record as urging the repeal of the 3 percent tax on freight 
charges and the 10 percent tax on passenger fares. When your committee is 
studying the broad subject of excise taxes, we hope you will particularly consider 
the desirability of ending these transportation taxes which were adopted as a 
wartime measure. 

The 3 percent tax on freight charges is particularly harmful to an agricul- 
tural area such as ours. This means that our producers of agricultural products 
must absorb the freight charges on shipments of their products to market, while 
they also must pay the freight charges on incoming shipments from the industrial 
sections of the country. 

Since the freight rates from the industrial East are about as high to Idaho 
as to any Section of the country, the 3 percent tax paid by our people is on a 
larger freight charge than would be paid by persons living closer to the industrial 
areas. The payment of the tax on freight charges on incoming shipments of 
implements, etc., raises our cost of production ; while the absorption by our farm- 
ers of the tax (as well as other transportation charges) on our raw products 
shipped to market decreases the return from the sale of our agricultural products. 
Therefore, our people are caught between these two millstones and find them- 
selves at a disadvantage in competing with other agricultural areas. 

The 10 percent tax on passenger fares was justified as a deterrent to travel 
and an emergency source of revenue. While the need for revenue is still urgent, 
it appears wise to eliminate this tax on passenger fares without further 
delay. 

We shall appreciate the consideration which your committee gives to the 
desirability of eliminating these transportation taxes. 

Sincerely yours, 


Kar G. Page, President. 

Mr. Hertone. May I make one comment to Mr. Lombardo? 

I have heard many of your records and have enjoyed them all very 
much, but the record that you and your group have made here today 
far surpasses anything that I have heard you play. 

Mr. Lomparpo. Thank you very much. 

Mr. Foranpv. The committee stands in recess until 2 o’clock. 

(Whereupon, the committee recessed at 10 a. m.) 


AFTERNOON SESSION 


Mr. Foranp. The committee will come to order. 

The first witness this afternoon is Mr. G. Stewart Paul. Come for- 
ward, please, Mr. Paul. For the purpose of the record will you give 
your name and the capacity in which you appear? 


STATEMENT OF G. STEWART PAUL, VICE PRESIDENT (OPERA- 
TIONS), THE WESTERN UNION TELEGRAPH CO. 


Mr. Paut. My name is G. Stewart Paul. I am vice president, opera- 
tions, for the Western Union Telegraph Co. in New York City. 

Mr. Foranp. You havea prepared statement ? 

Mr. Pavuu. Yes; I have. 
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Mr. Foranp. You may proceed without interruption. 

Mr. Pau. My name is G. Stewart Paul. I am vice president in 
charge of operations of the Western Union Telegraph Co. I appre- 
ciate the opportunity to present for the consideration of the subcom- 
mittee, on behalf of Western Union, this brief statement about a matter 
which is of vital importance to the Nation’s telegraph system—the 
Federal excise tax on telegrams. 

May I first say that my company has been privileged to participate 
in some small measure in earlier proceedings of this subcommittee, 
both in formal hearings and at informal proceedings directed to the 
correction of technical and administrative excise-tax problems. I 
should like to take this opportunity, publicly, to record our sincere 
appreciation for the diligent, purposeful, and cooperative manner in 
which the formal hearings and the informal conferences have been 
conducted. 

Now, with respect to the excise tax on telegrams, the facts may be 
summarized as follows: 

1. The tax has been a major factor in bringing about a serious de- 
cline in telegraph volume. 

2. Because the number of employees required is necessarily gov- 
erned in major degree by the volume of business, the excise tax on 
telegrams has likewise contributed in substantial degree to the heavy 
decline in telegraph employment that has taken place in recent years. 

3. The telegraph excise tax places Western Union at a serious disad- 
vantage with the competing and tax-free airmail service. 

4. The telegraph tax is discriminatory in that it unfairly imposes 
on telegraph service a burden from which other regulated public 
services are exempt. 

Let me give you some brief particulars on those points. 


THE EXCISE TAX HAS HAD DESTRUCTIVE EFFECTS ON TELEGRAPH 
VOLUME AND EMPLOYMENT 


The subcommittee may recall that when Congress set the excise tax 
rate on telegrams at 25 percent in April 1944, its expressed purpose was 
to discourage civilian use of the telegraph and thus to free the wires 
for essential war traffic. The tax had precisely that effect. Unfortu- 
nately, it was not removed after the war had ended, but continued for 
years thereafter to destroy the telegraph-using habits of much of the 
general public which had been built up over the years. The prohibi- 
tively high excise-tax rate on telegrams was all the more crushing, as 
it was accompanied by necessary increases in telegraph rates to meet 
higher wage costs in the inflationary postwar period. I might add that 
the severe decline in telegraph volume was arrested by subsequent 
reduction of the 25-percent tax to its present 10-percent level in 1954. 

That the Federal excise tax on telegrams has been a factor contribut- 
ing importantly to the decline in telegraph volume by increasing the 
cost of telegraphic service to the public has long been recognized by 
the Federal Communications Commission, the Treasury Department, 
and by various congressional spokesmen. 

There are some aspects of this volume situation which merit the 
subcommittee’s earnest consideration : 

1. Progress by the Nation’s telegraph service which is essential to 
the civilian economy and vital to the national security, has been 
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arrested by attrition of telegraph volume. The gross national prod- 
uct rose from $214 billion in 1945 to $387 billion in 1955, an increase of 
81 percent. But during that same period public telegraph message 
volume fell by more than 60 million messages, from 193 million in 1945 
to less than 133 million in 1955, a drop of nearly one-third. 

2. Corresponding with this decline in volume, employment in the 
telegraph industry has decreased sharply. In 1945 there were 64,570 
telegraph people. This number dropped to less than 40,000 in 1955. 


THE EXCISE TAX ON TELEGRAMS PLACES A GRAVE COMPETITIVE TAX 
INEQUITY ON THE NATION’S TELEGRAPH SERVICE 


The Federal excise tax on telegrams is a discriminatory impost that 
places the Nation’s telegraph system at a serious disadvantage with 
its direct competitor—the airmail. Telegrams bear a 10-percent Fed- 
eral excise tax ; the competing airmail service is tax-free. It is ironic 
that Western Union in addition to making its own Federal income- 
tax payments, has been compelled to aid in the destruction of its own 
volume by exacting from telegraph users, through the medium of an 
excise tax on telegrams, an amount equivalent to a substantial part of 
the subsidy that airmail has received over the years. 

I might mention at this point, gentlemen, that “substantial part” 
means over one-third of the aiveunil total and international subsidy in 
the year 1953, which is the latest figure I was able to obtain. 

Senate Report No. 53, issued on June 22, 1953, by a subcommittee of 
the United States Senate Committee on Interstate and Foreign Com- 
merce, reviewed in detail the situation on the Nation’s telegraph system 
and declared : 


The domestic telegraph business must fight 3 powerful competitive services, 
1 of which it has no hope of ever meeting on equal economic terms through no 
fault of its own. That service is the domestic airmal, which is subsidized by the 
taxpayers of which Western Union is one, and which has made heavy inroads on 
long-haul message service. 

Western Union respectfully submits that this competitive tax in- 
equity between the Nation’s telegraph service on the one hand and the 
airmail service on the other is a serious discrimination that should be 
ended in the public interest. 


OTHER REGULATED PUBLIC UTILITY SERVICES BEAR NO EXCISE TAX 


The fact that Western Union provides the only service directly com- 
petitive with the tax-free airmail service, which has been built up by 
subsidy over the years, cannot be overemphasized. Meanwhile, other 
public services like gas, water, and electricity bear no Federal excise 
tax, unlike the telegraph service. To point up the contrast in treat- 
ment even more sharply, so vitally necessary a service as the telegraph 
is placed in the same excise-tax bracket as (to mention only a few 
examples) pool tables, bowling balls, ski tennis, and fishing equipment, 
and a long list of other sport and luxury items. 

I am confident this subcommittee will agree that it is inconsistent 
to place in that same luxury category an essential service like the 
telegraph, which carries the urgent messages of industry whose 
production is vital to the national defense, as well as urgent personal 
messages relating to death, illness, and other emergencies. It is, I 
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submit, both inequitable and contrary to the public interest that 
such vital communications should have the same tax imposed on them 
as is applied on a polo ball and mallet, or a set of golf clubs. 


EFFECT OF ELIMINATING THE EXCISE TAX ON TELEGRAMS 


It is my company’s earnest hope that the subcommittee will rec- 
ommend the complete elimination of the Federal excise tax on tele- 
grams, in the light of the situation I have described. 

That such a step could have no substantial bearing on govern- 
mental budget problems is evidenced by the fact that telegraph 
excise-tax collections in 1955 represented At than one-fifth of 1 per- 
cent of all Federal excise-tax receipts. But elimination of this 
volume-destroying tax would be a factor of significance to the Nation’s 
telegraph system, stimulating greater volume which the company, 
by virtue of its extensive mechanization program, is better prepared 
to handle than ever before in its history. 

Elimination of the telegraph tax would by no means represent an 
equivalent loss to the Treasury. Of the total of $19 million paid in 
domestic telegram taxes in 1955, nearly 80 percent represents taxes 
on business telegrams. 

Gentlemen, of the nearly one-half billion dollars collected in excise 
taxes on telegraph and telephone communications, only $19 million 
is represented as coming from domestic telegrams. 

Consequently, $15 million of these excise taxes would represent 
deductible costs of doing business reflected in the users’ income-tax 
returns. Assuming these users had deductible income, and using 
the 52-percent tax rate applicable to corporations, approximately 
$8 million would be payable by these business users in additional 
income taxes if telegram taxes were not applicable. 

Let me point out, too, that all of the considerations I have cited, 
in describing the competitive inequities under which the telegraph 
must labor, apply with equal force to international telegraph mes- 
sages. Such messages, like domestic telegrams, bear a 10-percent 
excise tax, in sharp contrast with the treatment accorded the tax-free 
and Government-subsidized overseas airmail service. 

Excise-tax collections by the Treasury from international telegraph 
users are smaller even than the amounts collected for domestic tele- 
orams. Western Union collected about $1.5 million in excise taxes 

rom overseas service users in 1955, and we estimate that the total 
excise taxes collected by all international telegraph carriers during the 
year amounted to some $3 million. It goes without saying that, as in 
the case of the domestic-telegram tax, elimination of the tax on over- 
seas telegraph messages would not represent an equivalent loss to the 
Treasury, because of the large proportion of such messages which are 
sent by business users. 


CONCLUSION 


I should like to say in conclusion that my company is keenly con- 
scious of the heavy responsibilities of the subcommittee. We recognize 
that the subcommittee is confronted with appeals for excise-tax relief 
from various quarters and that, in weighing these appeals, it must 
keep in mind the budgetary requirements of the Nation in these 
critical times, In such circumstances, the reasons advanced for relief 
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obviously must be compelling indeed if they are to merit favorable 
consideration. We believe most earnestly that the facts in Western 
Union’s case are compelling, and do merit such action. 

Since World War it, Western Union’s telegraph network has been 
thoroughly modernized, at great cost, to meet the requirements of our 
expanding civilian economy and the needs of national defense. To 
maintain and expand this system on an efficient basis, in the face of 
tax-free airmail and other competitive services, requires that Western 
Union be given a fair opportunity to obtain its share of the business 
genedatalite an expanding economy. 

It is, therefore, our earnest conviction that it would be in the public 
interest to eliminate the volume-destroying excise tax on telegrams, 
thus equalizing our status with that of other regulated public-utility 
services, relieving the telegraph service of an unfair and unwarranted 
competitive handicap, el placing Western Union in better position 
to obtain an increased portion of the country’s new business, which is 
so vitally needed to keep the national telegraph system financially 
sound and technically progressive. 

Besides being in the public interest, the complete elimination of the 
telegraph excise tax will also be in the interest of 40,000 telegraph 
employees, 6,000 telegraph pensioners, and the company’s 29,000 
owners. 

I thank you, gentlemen. 

Mr. Foranp. Does that conclude your statement? 

Mr. Pav. Yes; it does. 

Mr. Foranp. Are there any questions? Mr. Mason. 

Mr. Mason. Your main contention is that you don’t think it is fair 
that your communications system should be taxed while the communi- 
cations system represented by airmail is subsidized. Is that it? 

Mr. Pau. That is it. 

Mr, Mason. I agree with you. 

Mr. Pau. Thank you. 

Mr. Foranp. Thank you for your contribution. 

Mr. Paut. Thank you. 

Mr. Foranp. The next witness is Miss Vanett Lawler. Is Miss 
Lawler here? Will you come forward, please. 

Give your full name, and the capacity in which you appear, for 
the purpose of the record, please. 


STATEMENT OF MISS VANETT LAWLER, EXECUTIVE SECRETARY, 
MUSIC EDUCATORS NATIONAL CONFERENCE 


Miss Lawter. Mr. Chairman and members of the committee, I am 
Vanett Lawler, the executive secretary of the Music Educators Na- 
tional Conference, which is a department of music of the National 
Education Association. 

Mr. Foranp. You may proceed with your statement without in- 
terruption. 

Miss Lawuer. The constituency of the Music Educators National 
Conference is over 60,000 music educators in the schools. These are 
the people who are teaching boys and girls in the schools music, from 
preschool, junior high school, senior high school, colleges, and uni- 
versities, and also extending into the community. 
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The principal objective of the professional organization of music 
educators is the advancement of music as a part of the total education 
of every one of the 41 million boys and girls, students, young men 
and women, in all of the schools in the United States. The principal 
objectives, then, of the 60,000 music teachers in the schools at all of 
these levels, are twofold. 

First, the education in music of the professional musicians about 
whom we have been hearing and from whom we have been hearing 
this morning, these professional musicians whose professional careers 
will be in the field of music, whether it be teaching, performance, 
conducting or composition. 

Then there is another objective that these 60,000 music educators 
have as they teach the boys and girls and young men and women in 
our colleges and universities, and that is the education of the entire 
student bodies in schools at all levels in music as a part of their total 
education. In other words, the lay public which is the audience not 
only for symphony and opera and other serious music performance, 
but is also the very same audience for music in and as a part of 
recreation. 

The interest of the constituents of the Music Educators National 
Conference, therefore, in the repeal of the 20 percent cabaret tax is 
a dual one, : 

Repeal of the 20 percent cabaret tax is necessary in order to insure: 

1. Employment of gifted musicians whose chosen field, music, is 
seriously affected by the current 20 percent cabaret tax. The field 
of so-called serious music presentation and participation, that is, 
symphony, opera, concerts, offers only very limited opportunities to 
the thousands and thousands of gifted United States musicians. Fur- 
thermore, many gifted musicians are not necessarily drawn to these 
serious fields of music such as symphony and opera music life; on 
the other hand, by temperament and training they are peculiarly 
well fitted for the other side of the entertainment world of music, 
which is also good music. 

There is another employment factor which is very serious. The 
employment factor is not only one with which music educators are 
confronted as they advise their gifted students as to whether they 
should pursue music as a profession. The employment factor is one 
which is of direct and immediate concern to the music teachers in 
the schools themselves. Thousands of music teachers in the schools 
and colleges and universities whom we have heard about this morning, 
some 16,000, are members of the American Federation of Musicians, 
which organization we cooperate with very, very closely. 

Thousands of these teachers, some 16,000, who are members of the 
American Federation of Musicians, are also teaching in the schools. 
They by inclination or for economic reasons are also engaged in dance 
bands and concert groups employed by commercial establishments 
which are subjected to the 20 percent cabaret tax, and they are, there- 
fore, directly affected by the continuation of this invidious tax regu- 
Jation which has really long since outlived its usefulness. 

I was very glad to hear Mr. Kenin this morning say its name is 
inappropriate. If you don’t do anything else about this tax, we cer- 


tainly hope you do something about the name. It is surely a 
misnomer. 
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Mr. Foranp. What would you suggest ? 

Miss Lawter. I would suggest repeal of the tax, Mr. Chairman. 

Mr. Foranp. But you are referring to changing the name. I am 
asking what name you would —— 

Miss Lawter. It is an outmoded name, Mr. Chairman. Carbaret 
tax. We don’t have carbarets now. 

Mr. Foranp. But you haven’t suggested a substitute name. 

Miss Lawiek. Would you like me to give some thought to that! 

Mr. Foranp. We would be happy to have your suggestion. 

Miss Lawter. I would be glad to. 

Mr. Mason. “Entertainment tax” would be all right. 

Miss Lawter. “Recreation,” if you are going to call it something, 
although a little later on in this paper you will see that I take serious 
difference with the idea of any kind of tax on recreation for the 
middle. class and the slightly above middle class, and those are the 
people who are patronizing our carbarets. 

Mr. Foranp. You give it some thought and let us know. 

Miss Lawter. I will give it some thought, Mr. Chairman. 

Music for and in recreation, which is the point we have just been 
diseussing, has in actuality, if not in name, arrived at a place where it 
is legitimate enjoyment. 

2. Acceleration of opportunities for the potential lay audience, and 
millions of United States citizens are in that category, to hear and 
particiapte in music. 

Our colleagues representing the American Federation of Musicians 
this morning have stressed, and I think quite rightly, and we are in 
complete agreement on this point, the fact that this tax is discrimina- 
tory as far as labor is concerned. We agree on that point. 

My second point here is that I think the tax is discriminatory on 
the millions of United States citizens who have a perfect right to 
recreation where music is included. 

The 20-percent cabaret tax denies to us in the United States a cer- 
tain aesthetic and cultural birthright. Such a tax is prevalent in no 
other country in the world. That is not just a generalization on my 
part. I have lived in some 8 other countries and have been in some 
30 other countries representing music education in the United States. 
I don’t know of another country in the world whose people cannot go 
to their cafes and have music and participate in music with the singers. 
Music in these United States as a part of recreation carries with it 
a financial penalty which we would Fike to see repealed. 

Not all of the boys and girls in the schools by any means will be 
concert artists. Not all of the very few who are being educated for 
careers as dete conductors, soloists—will obtain im- 
mediately posts in the serious music field of performance. And in the 
interim many of those gifted musicians will find their way, it is hoped, 
through the so-called entertainment world. No impediments of a 
financial nature, taxwise, should be deterrents to the future of the 
United States artists. 

_ Further, no deterrents of a financial nature taxwise should be con- 
tinued which stand between the millions of people in the United 
States, all of whom have come through the United States school sys- 
tem, and the right of millions of people to enjoy and participate in 


music whenever and wherever they find it, whether as performers or 
audience. 
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It is therefore for these reasons, practical and cultural, that the 
sympathetic understanding of the members of the committee is earn- 
estly solicited in the repeal of the 20-percent cabaret tax. 

I thank you, Mr. Chairman and members of the committee. 

Mr. Foranp. Any questions ? 

Mr. Mason. Mr. Chairman, in view of the fact, which I have dwelt 
upon at times, that I was a one-time vice president of the NEA and 
in view of the fact that I represent the greatest schod] music center 
in the country, Joliet, Il., which has won all the national records for 
20 years or more, I am intensely interested in what the lady has 
presented to us and agree completely with her thesis. 

Mr. EperHarter. That is on the record now. 

Mr. Mason. That is on the record; yes, sir. 

Miss Lawier. Thank you, Mr. Mason. 

Mr. Foranp. If there are no further questions, we thank you for 
your contribution. 

Miss Lawter. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness is Mr. Robert Bernstein. 

Mr. Pau A. Porter. Thank you, Mr. Chairman. My name is Paul 
A. Porter. Iam counsel for Simon & Schuster Co. Mr. Bernstein is 
the manager of their Golden Records Division. In order to conserve 
the committee’s time I would like to make the request, Mr. Chairman, 
that Mr. Bernstein’s statement which has been supplied to the com- 
mittee and the staff be incorporated in the record as though read, so 
he will not have to read the statement, and he will merely summarize 
and give you the highlights of his presentation. 

Mr. Foranp. Without objection, that may be done. 


STATEMENT OF ROBERT L. BERNSTEIN, GENERAL MANAGER, 
GOLDEN RECORDS, SIMON & SCHUSTER, INC. 


(Mr. Bernstein’s prepared paper follows:) 

First, may I say that I appreciate the opportunity to state the 
position of Golden Records before this committee. 

I am here to urge the repeal of the manufacturers’ excise tax on 
children’s phonograph records retailing for 25 cents or less. Although 
I am restricting my remarks to this particular category of records, I 
want to make it clear that I am in full accord with the Record In- 
dustry Association’s position—and the purpose of the bill introduced 
by Congressman Herlong in the 1st session of the 84th Congress— 
which is: that the manufacturers’ excise tax on all phonograph records 
should be repealed. 

Before detailing, in summarized form, the reasons for the request 
that I am making today, I would like to point out that during the 
last session of Congress, the Honorable Eugene J. McCarthy, Repre- 
sentative from the State of Minnesota, introduced a bill, H. R. 8905, 
which would have accomplished this precise goal. 

Congressman McCarthy’s bill, introduced on January 30, 1956, was 
styled as a bill “To Amend Section 4141 of the Internal Revenue Code 
of 1954 for the purpose of repealing the manufacturers’ excise tax on 
children’s phonograph records retailing for 25 cents or less.” A copy 
of this bill is attached to this statement as exhibit No. 1. 

This bill was reported out favorably, and unanimously, by the 
Committee on Ways and Means on July 23, 1956, and was passed by 
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the House with some amendment in language on July 24, 1956 How- 
ever, Congress adjourned before any action was taken on the bill in 
the Senate. 

I would like to make four major points in support of my appeal for 
repeal of this tax on records selling for 25 cents or less. 

First, the only records manufactured in any quantity for sale at 
this price level are records designed for the enjoyment and educa- 
tion of children in the age group of 2 to 10 years old. It is important 
that the production of these records be continued. 

Second, this tax on inexpensive children’s records is totally incon- 
sistent with the general congressional and excise tax policy. 

Third, the tax revenue received through the levying of this tax 
is insignificant, and, therefore, clearly does not compensate for the 
destructive nature of the tax. 

Finally, unless this tax is abated, the production and sale of inex- 
pensive children’s records will be destroyed. 

The basis for these assertions may be briefly summarized as follows: 


I. THE IMPORTANCE OF INEXPENSIVE CHILDREN’S RECORDS 


Relative to my first point, I would like to call this committee’s 
attention to the scope and value of the records that are now manu- 
factured in this low-price range. As I have already pointed out, 
the only records manufactured in any quantity for sale at 25 cents 
a record or less are children’s records. 

I can illustrate the caliber of these records best by describing the 
records produced by my company, Golden Records. This choice is 
not occasioned by lack of modesty, but instead results from the fact 
that because of the destructive impact of the tax, Golden Records is 
now the only large company in the United States still manufacturing 
these records. 

Little Golden Records were introduced by the Simon & Schuster Co. 
through its Golden Records division because it believed that the stories 
and songs available in written form in its Little Golden Books series, 
which sold at 25 cents each, should be made available in audible, or 
record form. It was recognized that the printed book supplemented 
by the phonograph record would be an invaluable aid in the educa- 
tional process of young children. 

As a result, stories and songs were produced in both book and record 
form, both selling at 25 cents. Small children, who could not read, 
were thus able to follow a printed and illustrated Golden Book by 
listening to a musical version on a Little Golden Record. 

Expanding from this form, Golden Records were then produced to 
teach children, in the 2- to 10-age range, religious and patriotic songs 
and stories; to give them the experience of good music; to bring them 
the rich folklore of our country, and, of course, to bring them the 
legends and fairy tales that have delighted children for centuries. 

Golden Records has sought, through its music-appreciation series, 
to acquaint children with orchestral instruments, and the great com- 
posers and their works. It has, in its religious series, included songs 
which are appropriate for children of the various religious faiths. 

As pointed out by Representative McCarthy in his remarks in the 


2The amendatory language is attached as exhibit No. 2. 
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House on January 31, 1956, after he introduced H. R. 8905, these 
records “* * * are played in millions of American homes as part 
of family instruction and entertainment for the children. They are 
used in nurseries, schools, and Sunday schools throughout the coun- 
try. Because of their low price—25 cents—they are available to 
everybody. They are sold in about 100,000 retail outlets—principally 
in drug stores, groceries, 5- and 10-cent stores, and on newsstands.” 

These records have been enthusiastically received, not only by 
newspaper and magazine critics, not only by educators and religious 
and patriotic leaders throughout the country, but most importantly, 
by the children and their parents. Excerpts from a cross-section 
of these comments are attached as exhibit No. 3. 


Il. A TAX ON INEXPENSIVE CHILDREN’S RECORDS IS CONTRARY TO 
CONGRESSIONAL POLICY 


The history of congressional taxation on records, related products 
and activities, demonstrates, I believe, the fact that the tax on chil- 
dren’s records is not consistent with wise congressional policy. 

A 5-percent excise tax on phonograph records was first imposed as 
a wartime measure during World War I as part of a general plan 
to keep down undue profits stemming from Government-wartime pur- 
chases. Shortly after the cessation of hostilities, this measure was 
repealed. 

During the depression of the 1930’s, this tax on the record industry 
was reinstated again at a rate of 5 percent. As the depression waned 
in 1938, this tax was repealed. In the committee report recommend- 
ing repeal of the record-industry tax, it was pointed out that a contin- 
uation of the tax was undesirable since the revenue received was small 
and the product was used to a considerable extent for educational 
and cultural purposes. 

At the outbreak of World War IT, in 1941, phonograph records were 
taxed under a special wartime levy at a rate of 10 percent. It was 
clear from statements made at the time by the Treasury Department 
and the Office of Price Administration that this tax was intended as 
a restrictive levy to discourage the manufacture and production of 
articles not essential to the preparedness program rather than as a 
revenue-producing measure. 

The purpose for which this tax was originally imposed has, of 
course, long since disappeared. 

Furthermore, as has been pointed out by Congressman McCarthy, 
it is not possible that Congress deliberately subjected these inexpensive 
children’s records to the 10 percent excise tax, for the 25-cent record 
business did not exist in 1941 when the tax was imposed. 

In view of their purpose and price range, we do not believe that the 
Congress in 1941 would have wanted to tax, nor do we believe the 
present Congress desires to continue to tax, children’s records. 

Thus, as is well known to this committe, the general Federal and 
the excise-tax policy has been to exempt or favor cultural and educa- 
tional products and activities. For example, the Internal Revenue 
Code exempts symphony societies and concerts from an admissions 
tax. Associations sponsoring classical concerts are exempt. Li- 
braries receive reduced postal rates. The Tariff Act exempts works 
of art. And books are not subject to an excise tax. 
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[I would also like to note the close analogy between the problem that 
we face on the production of these records and the action taken by 
Congress to eliminate the tax on motion-picture admissions in the 
lower ranges so as to obviate the necessity of its payments on children’s 
admissions. 

Again, in a related area affecting children’s purchases, this com- 
mittee is aware that children can buy comic books, although this 
literature is not always highly regarded, on which no excise tax has 
been paid, 

Finally, and pointing up this patent inconsistency of tax treatment 
on related works, although the Little Golden Books are free of excise 
taxation, the Little Golden Records, which sell at the same retail price 
of 25 cents, are subject to the 10 percent excise tax. 


Ill. THE REVENUE RECEIVED FROM TAXATION OF 25-CENT CHILDREN’S 
RECORDS IS INSIGNIFICANT 


If the tax on 25-cent children’s records is repealed, the loss to the 
Treasury will be insignificant. About 25 million children’s records 
were sold at this price level during 1955. The tax yield on this levy 
was approximately $300,000. 

However, the net return to the Treasury was considerably less be- 
cause of the cost of collecting the tax. 

This small revenue yield will diminish and, in all probability, dis- 
appear because, as is set out in the succeeding paragraphs, the tax is 
destroying the production of inexpensive children’s records. 

In this connection, it should be noted that the recent report, dated 
April 20, 1956, of the Subcommittee on Excise Tax Technical and 
Administrative Problems to the House Ways and Means Committee 
specifically recommended the removal of items of little or no revenue 
significance from the base of the tax on certain classes of items. (See 
p. 1 of that report.) 


IV. UNLESS THIS TAX IS REPEALED, THE PRODUCTION OF INEXPENSIVE 
CHILDREN’S RECORDS WILL BE DESTROYED 


The experience of the record industry, and of Golden Records, makes 
it clear that unless the excise tax on children’s records is repealed that 
it will only be a matter of time before their production and sale will be 
destroyed. 

There is not 1 major record company still producing children’s rec- 
ords in the 25-cent price field- 

Except for Golden Records, there are only two small producers of 
low-priced children’s records left in the field. Golden Records would 
undoubtedly also be a casualty if this was our exclusive business. We 
charge no overhead to this division and our sales force which is in the 
lield is supported by the sales of other products. Hence, our company 
is in effect subsidizing these children’s records from other activities 
hoping that relief from the incidence of this burdensome tax will give 
this important educational project an opportunity to pay its way with 
perhaps a small profit based upon the volume which only the 25-cent 
price can produce. 

The largest single item contributing to our manufacturing and pro- 
duction costs of the Golden Records is the excise tax—which amounts 
to roughly 12 percent of our total costs. 

857765725 
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Golden Records has done everything possible to reduce its other 
costs. For example, the label is now printed directly on the disk to 
eliminate the cost of the paper label. 

Even with the aid of musicians accepting reduced labor contracts, 
and reduced royalties; and music publishers giving our company a 
reduced rate—Golden Records has been operating at an ever-increasing 
deficit, which continues to mount over the years. Thus, during the last 
8 years, on a total volume of around $12 million, Golden Records has 
accumulated losses of close to $200,000. 

On the retail level, the margin of profit on these records is so small 
that most conventional record shops do not carry them. 

The tax is onerous in other ways. Under existing regulations, every 
record which moves out of the warehouse must be accounted for wit 
the same meticulous care which is required of a manufacturer who 
makes a $3,000 automobile. The tax must be invoiced, paid and re- 
ported on every record. The prodigious amount of clerical and ac- 
counting work required is certainly not justified by the small earnings 
of the record companies. 

The burden of tax administration is increased by the fact that 
Golden Records, and the industry generally, must sell records on a 
“fully returnable” basis—that is, unsold records may be returned by 
sotiilere for credit. This is necessary because of their small margin 


of profit. As a consequence, the whole procedure of tax accounting 
must be duplicated on the returned records. 

By the beginning of 1948, when manufacturing costs soared upward, 
we were forced to increase the price of the records to 35 cents in order 
to absorb the excise tax. But this increase was a complete failure—it 


resulted in large inventories that had to be liquidated below costs. We 
found that the public would not purchase enough of these records at 
more than the one-coin, 25-cent price, to keep the business alive. 

This then is the state of affairs. We believe that this committee 
and the Congress will want to remedy this inequity in the excise-tax 
structure by removing the tax on children’s records. 

We firmly believe that if this tax is repealed, the major record 
companies will reenter this field. We firmly believe that a repeal of 
the tax will increase production and competition. We believe that a 
repeal will bring in a new concentration of energies and intelligence 
on children’s records. We believe these goals are highly desirable. 


Exuisit No. 1 
[H. R. 8905, 84th Cong., 2d sesg.] 


A BILL To amend section 4141 of the Internal Revenue Code of 1954 for the purpose of 


repealing the manufacturers’ excise tax on children’s phonograph records retailing for 
25 cents or less 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 4141 of the Internal Revenue 
Code of 1954 is amended by adding after the words “Phonograph records,” the 
words “except records retailing for 25 cents or less.” (b) The amendment made 
by this Act shall be effective only with respect to phonograph records sold on or 
after the first day of the first month which begins more than ten days after the 
date of the enactment of this Act. 
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Exursir No. 2 


H. R. 8905 was passed with the following committee amendment (102 Con- 
gressional Record 13047, July 24, 1956) : 

“Strike out all after the enacting clause and insert the following: “That section 
4141 of the Internal Revenue Code of 1954 is amended— 

“*(1) by inserting immediately after “Phonograph records” the following : 
“ except records to sell at retail for 25 cents or less” ; and 

“*(2) by adding at the end thereof the following new sentence: “In deter- 
mining the retail price of a phonograph record, for purposes of this section 
regard shall be had to the ordinary retail price of such record in its 
principal market.” 

“ ‘Sec. 2. The amendments made by this act shall be effective only with 
respect to phonograph records sold by the manufacturer, producer, or 
importer thereof on or after the first day of the first month which begins 
more than 10 days after the date of enactment of this act.’ ” 


Exursit No. 3. 
COMMENTS FROM AND REACTIONS OF CHILDREN 


Kathie, 5 years old, says: “They’re just what I wanted. They’re cute. And 
they don’t cost much.—Mrs. M. J. Madigan, Topeka, Kans. 

My 2-year-old daughter sits in a chair by the phonograph and laughs out loud; 
and my 7-year-old son finds Golden Records entrancing.—Mrs. Robert C. Banks, 
Bauxite, Ark. 

The Golden Records and Books are the best on the market for boys and girls, 
as the children say.— Virginia Kimble, St. Louis, Mo. 

Patsy Jean (age 9) enjoys the records immensely.—Mrs. R. U. Saunders, 
Wichita, Kans. 

My daughters (age 7 and 4) like your Golden Records much better than any 
other children’s records I have ever purchased.—Mrs. Irvin Keck, Ozawkie, Kans. 

Our Joan (age 7) is so fond of Golden Records that she saves her allowance 
to buy them * * *.—Mrs. H. G. Hay, Huron, 8S. Dak. 

My little girl (age 2) loves her records. She sings and dances to the music 
and knows many of the songs by heart.—Mrs. Carl Wey, Indianapolis, Ind. 

* * * our kiddies would rather spend their 25 cents for a record than any- 
thing else.—K. K. Krause, Indianapolis, Ind. 

My boy would rather have a record than a toy.—Mrs. G. W. Boemler, Indian- 
apolis, Ind. 

My little girl is enchanted. * * * She plays the classical side over and 
over * * *—Mrs. J. M. Gallardo, Crawfordsville, Ind. 

Golden Records have brought my children more hours of joy and pleasure 
than anything they own.—Mrs. H. Snyder, Franklin Park, Ill. 

The * cpa ask for them over and over again.—Mrs. Andy Fontana, Chi- 
cago, Ill. 

I like the records very well.—Patricia Taylor, Spokane, Wash. [Obviously 
child’s handwriting—age 7. ] 

At the age of 3, she loves playing them over and over.—Mrs. H. E. Blowney, 
Poulsbo, Wash. 

* * * Particularly surprised and pleased at my youngster’s reception of the 
classical music * * *.—Mrs. H. M. Patrick, Oswego, Oreg. 

Beverly (age 5% years) loves your records. To my amazement, she enjoys 
your classical selections immensely * * *.—Mrs. H. J. Wynne, Portland, Oreg. 

The Busy Elevator and The Tall Giraffe are the most loved. * * * The elevator 
song cured my little girl of her fear of elevators. Thank you.—Helen Brown, 
Hamilton, N. Y. 

My little boy has found the Golden Records very fascinating things. Even 
his behavior has improved * * *.—Mrs. J. H. Pennington, Catskill, N. Y. 

There are not enough words to describe how much our boys enjoys your won- 
derful books and records. Now that he has started school, I find the records 
especially helpful * * *. Thank you so much for the many hours of pleasure 


— rr you have brought to our children—Mrs. G. Milbrandt, Pel- 
am, N. Y. 
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He (age 6) says they are his “favorite records.”—M. Nordh, New York City. 

Stephen (age 5) liked the record very much; he said it was funny and 
amusing.—Stephen Temkin, Brooklyn, N. Y. 

The children like the stories, and usually six or more neighborhood children 
come in every day to hear and handle them * * *.—Mrs. F. Bernson, San 
Diego, Calif. 

The children play the classical music most, much to our surprise.—W. Rad- 
cliffe, San Diego, Calif. 

Records are played over and over and over.—Mrs. R. Greene, Rosemead, Calif. 

My boy (age 5) says, “I suggest we get some more.”—Marjorie Simard, 
Richmond, Calif. 


My little boy adores them and plays them constantly.—P. Rothman, Matta- 
pan, Mass. 

“It was cute. I think the music was nice. I liked the voices and tune 
of it’: Gene—7 years old.—Mrs. D. J. Bronstein, West Englewood, N. J. 

My little boy just loves them and plays them over and over again * * *. He 
gets such a big kick out of them.—Mrs. M. Brandl, Wisconsin Rapids, Wis. 

The children love all the records. They play them over and over and never 
get tired of hearing them.—Mrs. P. Glazer, Baltimore, Md. 

My little boy enjoys the music and stories * * * and he is a music lover (age 
2% years) .—Sandy Filardo, Stamford, Conn. 

Special treat for the children when they have been well behaved for the day 
is our Golden Record session before bedtime. The children enjoy the classical 
music * * * best.—Mrs. T. F. McNulty, West Hartford, Conn. 

Among the collection of records our daughter Diane got for Christmas, these 
Golden Records are the favorite. Already they have been played over and over 
* * * Mrs, Kuettner, St. Paul, Minn. 

Our boy would rather listen to and sing with his records than play with toys. 
The records have sharpened his memory and he already can keep a tune * * *,— 
D. H. Sell, Altoona, Pa. 

The first thing all of Ellen’s playmates go for is the record player and the 
records—the Golden Records are their favorites * * *—L. Brouse, Cleveland, 
Ohio. 

COMMENTS FROM EDUCATORS AND EDUCATIONAL INSTITUTIONS 


Letter from James Walter, assistant extension specialist in human relations, 
cooperative extension work in agriculture and home economics, State of New 
Jersey, New Brunswick, N. J., dated March 29, 1949: “In planning our State 
4-H child-care program for next year, we have thought it most advisable to in- 
clude a section on musie for children. Our problem was to find inexpensive 
records for each county which would be available for club use. The Golden 
Records most certainly solve our problem * * * we were enchanted with the 
delightful records.” 

Letter from George W. Dean, State forester, Department of Conservation and 
Development, Commonwealth of Virginia, Charlottesville, Va., dated March 12, 
1953 : “We sincerely believe that this new song on fire prevention will be of great 
benefit to the forest-fire-prevention campaign.” (Writing about the Golden Record 
entitled “Smoky the Bear.” 

Letter from Emma D. Sheehy, associate professor of education, Teachers 
College, Columbia University, New York, dated September 21, 1954: “Entirely 
aside from my capacity of record-review editor of Parents magazine I should 
like to tell you how delighted I am with these records. My work here at Teach- 
ers College in the field of early childhood education will make it possible for me 
to recommend this excellent material to our graduate students. I think that your 
team of people who worked on this project should be congratulated from every 
standpoint, aesthetically and technically, and while I am not accustomed to 
writing personal letters to record companies I felt I wanted to tell you how much 
I like the job you have done.” 

Letter from Sigmund Spaeth, 400 East 58th Street, New York City, dated 
September 25, 1948: “I am very favorably impressed by [your Golden Records], 
and have already tried them out successfully with my granddaughters, aged 2 
and 4* * *, Congratulations on the fine quality of the Golden Records and best 
wishes for their success.” 

* * * T am a primary teacher and have many Golden Records that I use in 
our music classes.—Ada Shepherd, Palisade, Colo. 

I’m very pleased with the few records we have. They are good, clear recordings 
of the type which appeal to children. They are a perfect length for small children, 
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and I find them most useful in my work in a crippled-children’s home.—Helen D. 
Horwitz, Pittsburgh, Pa. 

Your records bring songs, music, and English to 100 Latin-American children 
entered in my beginners class. They love the records and learn to sing in English 
with the records.—Mrs. A. BE. Keenard, San Perlita, Tex. 

Your Golden Records have been a joy to my little kindergarten children, as 
well as my daughter.—Mrs. B. B. James, Union, 8. C. 

I am using these records to teach rhythms to my first-, second-, and third-grade 
children. They have been very helpful indeed.—Miss Grayce Kenemer, W. J. 
bryan School, Tampa, Fla. 

We've used the records with a group of 2% and 3 year olds in a nursery school. 
They hold attention well * * *. We think you are working in the right direction.— 
Mary Schwertfeger, Stephens College Nursery School, Columbia, Mo. 

1 like your idea of introducing classics to children. The ones you have are 
really enjoyed by our children and will doubtless aid in guiding their musical 
tastes. Wife likes action for her nursery-school children.—Sidney C. Janssen, 
Bloomington, Ind. 

I'm using them some in school music classes. Like very much.—Ed Linderman 
(music director), Hebron, Ind. 

The kindergartners are delighted with your records. Do record more of 
them.— Mrs. B. Zimmerman, Chicago, lll. (Teaches 72 5-year-olds.) 

We have enjoyed both the Golden Books and Golden Records very much 
** * Asa teacher and parent I have greatly appreciated your products.— Mrs. 
R. F. Windstrup, Chicago, Il. 

My classes enjoy the records because they are clear and easy for them to 
understand. They like the musical backgrounds.—Mrs. A. E. Wilson, Chicago, 
Ill. (class of boys 6 to 11 and girls 6 to 10). 

The children enjoy all the records very, very much. I use them in school 
* * * They far surpass many of the .98 records.—E. Keating, Chicago, Il. 
(teaches first and second grade). 

I am a private kindergarten teacher and my children thoroughly enjoy your 
records.—Mercedes Nelson, BoPeep Kindergarten, Rockford, Ill. 

Extremely pleased. Am working in nursery school and thus interested in 
imusic for preschool child. * * * Interest span long enough for small child. 
Classics orchestrated right for child * * *——Frances Gould, San Auselmo, 
Calif. 

Nice variety. Clear tone. Very satisfactory—R. D. Bulla, Mancelona 
Township School unit, Mancelona, Mich. (all grades, K-6). 

I use them for appreciation in school music * * *. I think they are fine.— 
Mary K. Runk, Grand Rapids, Mich. 

We have a cooperative nursery school—25 children—and I have found that 
your records have helped each child to carry a tune and to keep time * * *,— 
Mrs. L. R. Burroughs, Birmingham, Mich. 

Very nice. I use them for first grade, and am especially pleased with the 
classics * * *.—Joleen M. Flack, Wayne, Mich. 

The children are always looking forward to hearing a Golden Record and 
request them before other records.—Dorothy Harrington, Houghton Lake 
Schools, Houghton Lake, Mich. (Teaches 7- and 8-year-old second graders.) 

Good tone, easily handled, excellent for 3-year-olds because they are short in 
length * * *. Liked by all in our nursery and kindergarten * * *.—Edna 
Gilbert, Happy Hours School, Laurel, Md. 

I am a kindergarten teacher and the children enjoy the records very much. 
They are short enough to hold their attention and are told in simple language. 
The music is delightful.—Mrs. Betty Selig, Reading, Pa. 

I teach a kindergarten of 20 children and they thoroughly enjoy the records 
and many of them use them at home. The music is excellent * * *.—Catherine 
Pursel, Danville, Pa. 

COMMENTS FROM PARENTS 


Letter from Mrs. Stanley A. Simon, Jr., 405 Upland Road, Elkins Park, 
Philadelphia 17, Pa., dated January 11, 1949: “Ever since Christmas when our 
youngsters were presented with a complete set of Little Golden Records, I have 
wanted to write to tell you how wonderful they are. Our son, who is 4 years 
old, daily holds a record concert for his little sister * * *. We all think you 
have done a grand job with them and wish to congratulate you.” 

Ideal length for child’s attention span. Price allows larger collection and 
more variety. Child can handle record easily alone. We like them.—Mrs. 
Wroten, Boulder, Colo. 
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I have just started my children’s collection of Golden Records. They are 
superb. The music is a constant source of delight to each child that hears 
them. Thank you for bringing so much pleasure within the reach of average- 
income people.—Mrs. R. J. Pearston, Fort Worth, Tex. 

They are played over and over on stormy days, around suppertime when we 
want the children quiet, and to entertain during sickness, also to take to 
school.—Mrs. F. W. Stone, Thomaston, Maine. 

Believe it has helped my son speak more distinct and sooner than he otherwise 
would have. He often repeats the rhymes.—Mrs. H. K. Gindhart, Newport 
News, Va. 

They love the musical sides also. I didn’t think they’d be interested in classi- 
cal music.—Mrs. Hilliard Green, Asheville, N. C. 

They are inexpensive, unbreakable, educational, easy to play and fun— 
Bernice Berg, Webster Groves, Mo. 

I believe the Little Golden Records are about the most enjoyable entertain- 
ment a child could have. They are well made, the stories are cute and the 
music is happy and gay. I hope you continue to make these wonderful little 
records that bring pleasure to so many children—Mrs. W. D. Martin, Kansas 
City, Mo. 

We feel a real gratitude to you for having given youngsters Little Golden 
Records.—Mrs. Henry Mirko, Bloomington, Ind. 

They are grand. We older folks enjoy them as well as the children. I think 
they are the nicest records for children that are on the market.—Mrs. R. W. 
Russell, Hartford City, Ind. 

I do not think I could make any suggestion on selection of material, perform- 
ance or recording. They are superb.—Joseph H. Wilkerson, Peoria, Ill. 

Priced right; entertaining for children, unbreakable, educational.—Marge 
Smith, Chicago, Ill. 

We enjoy your records * * *. These records are inexpensive without being 
“cheap,” allowing us more variety for our child—Mrs. J. E. Hambright, 
Harrisonville, Mo. 

Excellent material, well-prepared, have made these records a big success with 
our son and all his friends. He enjoys the arrangements of classical music as 
much as the stories.—Mrs. R. C. Toerper, Normandy, Mo. 

* * * they are the best children’s records I’ve ever bought. The classical 
pieces are really fine-—Katherine Braun, St. Louis, Mo. 

Exceed our expectations. Recordings are clear—better records than twice the 
price. Enable one’s children to hear good music, good artists, at price within 
reach of all.—Dr. E. Beckley, Kansas City, Mo. 

Such fine quality at such a tiny price is almost unbelievable. These records 
have been a great aid in starting the development of my children’s appreciation 
of music. We especially like the young editions of the classics——Mrs. Stephen 
Birdsong, Florissant, Mo. 

We like them because of their lasting quality, brightness of color, and because 
small sizes are easy for small hands to hold.—Mrs. W. L. Kelly, St. Louis, Mo. 

The children enjoy the familiar tunes and words * * *. I appreciate the 
fact that they are inexpensive, unbreakable, and are still good music at the child’s 
level.—M. Berger, New Rochelle, N. Y. 

The delightful stories save mothers busy minutes from reading stories from 
books and encourages children to concentrate. It gives a child a source of 
entertainment to enjoy with his or her friends and the great masters’ renditions 
help to develop an early appreciation of fine music.—Mrs. H. E. Sykes, Holland 
Patent, N. Y. 

They provide the child with wholesome entertainment, worthwhile music, and 
at the same time tell a story which holds his interest. For the tiny price, I 
believe they cannot be duplicated anywhere.—Mrs. C. H. Biddle, Rensselaer, 
N. Y. 

More, please.—Mrs. R. E. Spencer, Spencer Port, N. Y. 

My little girl is very fond of these records. I honestly think they rate the 

highest of her 20-some records * * *.—Mrs. Geo. Goodrow, Jr., Schenectady, 
N. Y. 
I feel children’s records should be geared to a child’s level—and they should 
be able to handle them without fear of breakage. The Little Golden Records 
answer both needs. The children all love the stories and all of the classical 
selections enchant them.—Mrs. Stephen Shields, Oneonta, N. Y. 

Your records have given my child many hours of happiness. They are all 
simply grand and I remain, an appreciative mother.—Mrs. Chas. B. Long. 
Delmar, N. Y. 
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My blind daughter is fast learning them by heart and gets a lot of pleasure 
out of them.—Mrs. I. C. Peabody, Scotia, N. Y. 

The records are lovely. The music is light and charming. The reception 
is very clear. And, oh, joy, unbreakable-—Selma Kasuto, Brooklyn, N. Y. 

* * * The classical selection * * * is an excellent way of introducing the 
child to good music. Congratulations on your good work. I hope you will con- 
tinue.—Mrs. R. Evans, Bronxville, N. Y. 

It has introduced the world of good music to him (age 4) in a gentle manner 
that a child can absorb.—I. Rosenbaum, Flushing, N. Y. 

My children sit and play their records and sing with them over and over. 
It rests them and myself also.—Mrs. Joseph Mitchell, Springfield Gardens, 
Long Island. 

Congratulations on your Golden Records. I especially like the use of classical 
selections. Best wishes for continued success.—F. Lazaris, New York City. 

Please keep them coming. They can’t be beat at the price——Mrs. W. A. Knerr, 
Merrick, Long Island, N. Y. 

Your Golden Records are the finest children’s records on the market. The 
classical music selections are excellent and the all around production is ex- 
tremely . and the price fits anyone’s purse.—Mrs. R. Christensen, Long Island 
City, N. Y. 

They are wonderful and my only suggestion is please put out more of them.— 
P. M. Roehford, New York City. 

More of same. They fill a definite need not heretofore supplied—F. W. Dad- 
son, Whittier, Calif. 

We think your records are the best thing to hit the market since the Little 
Golden Books * * *.—Norma Matlin, Long Beach, Calif. 

My children are kept entertained hours each day. More than even I appreci- 
ate the records, because they can be played with no parental supervision since 
they are unbreakable.—M. C. Pelletier, Jr., Walnut Creek, Calif. 

My child, who is very active, will sit quietly and listen to these little rec- 
ords * * *.—Mrs. S. W. Sheld, Los Angeles, Calif. 

By far the best children’s records on the market * * *.—Mrs. Joe Emrich, 
Oklahoma City, Okla. 

I think your records are wonderful for small children not only for the very 
good recordings but because they are unbreakable and so inexpensive.—Mrs. J. 
Paglia, Newton, Mass. 

A “rainy-day’ problem solved for us since we discovered these records * * *. 
Our son will listen to these for hours and lately has started singing them to him- 
self when he’s at plan elsewhere. Not only amusing but educational.—Mrs. John 
R. Young, Quincy, Mass. 

We were most favorably impressed with the quality of the recordings, and the 
fine combination of classical and juvenile selections.—Mrs. J. Sacks, Atlantic 
City, N. J. 

* * * Don’t know how you put such a wonderful product on the market for 
a quarter * * *.—Mrs. Russell Cooper, Caldwell, N. J. 

To my way of thinking, these are the first amusing, delightful ,and also educa- 
tional children’s records to be offered at an inexpensive price * * *.—Mrs. T. F. 
Wanderer, W. Englewood, N. J. 

* * * The stories are well done—well enough to delight a child and not grow 
monotonous to an adult. We all love the musical side, too. My child takes 
her records to bed.—Mrs. R. D. Cleary, Midland, Mich. 

Good, catchy tunes—simple verses—clear recordings—unbreakable—bright 
ecolors—familiar characters—short in length to match interest span.—Mrs. L. 
Wild, Grosse Pointe Woods, Mich. 

There must be “no-wear-out” quality in the records or ours would have been 
worn out long ago even though it is a “just started” library. We hope to give 
these first ones a rest as soon as we can get more. My children never tire of 
playing them, and I never tire of hearing them.—Willis M. Oosterhof, Ionia, 
Mich. 

Excellent for indoors, rainy days when other methods for holding children’s 
attention and interests fail. Impressive from teaching standpoint and provoking 
music appreciation. A visual-motor teacher as they enjoy learning to operate 
and care for a phonograph.—J. E. Lloyd, M. D., Silver Spring, Md. 

My child thoroughly enjoys them, and I do too, as a matter of fact * * *.— 
W. W. Broomall, Baltimore, Md. 

Though my children are quite young, they listen attentively to your musical 
stories, and tremendously enjoy the melodies and sound effects. Surely these 
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Golden Records are a splendid means of introducing them to better music * * *. 
—Mrs. John Tripoli, Fairfield, Conn. 

That eminent musicologist, my elder daughter [age 4144] says “Side SA is the 
best, 1B the poorest,” Me, I enjoy them all (especially the first couple of hun- 
dred times through). They, and the Golden Books, too, are ace examples of an 
almost forgotten skill—how to be inexpensive without being cheap * * *.— 
Douglas E. Stuart, Philadelphia 28, Pa. 


The idea of good music at an early age is excellent * * *.—W. M. Reid, Phila- 
delphia, Pa. 

We are all delighted with your choice of tunes and the way you have handled 
them. You are making a terrific contribution to the cause of growing up hap- 
pily.—Mrs. William C. Wier, Cleveland Heights, Ohio. 

Records are excellent—words clear—music is right for children—simple— 
imaginative folk songs are wholesome and natural! * * *.—Miles C. McKearney, 
Cleveland Heights, Ohio. 


Your records are swell. I have a 5-year-old daughter, a 2-year and a 10- 
months-old son. They all love them. Both sides. Keep them coming.—Mrs. 
J. M. Bowen, Columbus, Ohio. 

Mr. Bernstern. Gentlemen, thank you for giving me this time 
to talk before you. 

I would like to start by saying that we at Simon & Schuster are 
completely in agreement with and are for the record industry associa- 
tion bill which Representative Herlong has introduced, and that we 
feel that all records or most records are of an educational and cultural 
nature and should not have an excise tax on them. 

The reason for our submitting another bill of our own is a very 
simple one: We are submitting a bill which will have the excise tax 
on 25-cent children records repealed. We are doing it for only one 
reason, and that is that this tax is the difference between the existence 
of this business and its being ended. We feel it is a case of hardship 
and one that should be highhghted. 

As you probably know, the bill was submitted before the last session 
of Congress by Representative McCarthy, and it was passed. How- 
ever, it went over to the Senate and the Senate adjourned without 
taking action on it. 

There are four main reasons which we feel support our appeal. 

First, the only records manufactured in any quantity for sale at the 
25-cent price level are records designed for the enjoyment and educa- 
tion of children in the age group of 2 to 10. We feel it is important 
that the production of these records be continued. It is a business 
we like to be in. It is a business in which we feel we are making a 
contribution. It is a business in which we will remain if we can make 
any profit at all. 

Second, this tax on inexpensive records for children is totally in- 
consistent with the general congressional and excise tax policy. 

Third, the tax revenue received through the levying of this tax is 
insignificant and therefore clearly does not compensate for the de- 
structive nature of the tax. It is our estimate that approximately 
$300,000 more or less—this would be the top figure—is collected by 
having a tax on 25-cent records. 

Finally, unless the tax is abated, the production and sale of inex- 
pensive children’s records will be destroyed. 

Rather than read anything further from the statement, I just want 
to tell you a little about how the business happened to come into being. 
Many of us were young in the firm and every time we went out to buy 
a record it would cost us $1.05 to $4.95. Our children liked records 
and liked them more and more as phonographs became more popular. 
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This seemed like a lot of money. We reasoned if we cvuld bring out 
inexpensive records and give a wide selection and have everything 
in them from classical music, which we have, to hymns, patriotic songs, 
folk songs, and such, we would be doing a service not only for our 
own children but for all children. That is how we started the business. 
We reasoned correctly. The volume has been good in this business 
from the day we started 8 years ago. We have had no profits what- 
soever. 

The simple question is why do we stay in business. There are two 
main reasons. One is that we first treated the business asa baby. We 
said we should not tax our baby with the same costs that we do the 
rest of our business. We didn’t put any overhead on it. We let it 
exist that way. 

Well, just as the baby had grown into an 8-year old child and we 
were about to quit, Mr. Disney reincarnated Davy Crockett and this 
gave us a new ray of hope and we discovered if we could sell four 
million of every record we could stay in business. About 6 months 
after Davy Crockett appeared, Roy Rogers in a speech got up and 
said, “I have just come from Texas where I visited the grave of 
Davy Crockett, and he is dead.” 

Unfortunately that was true, and the record sales of it stopped 
and we haven’t had anything like it since. 

We have done everything we can to reduce the cost of the record. 
We started at 25 cents 8 years ago. It seems that every time we 
discovered something which would ‘bri ing down our costs a little, other 
costs went up to counteract it. 

Our latest effort might be of interest to you. We have found a way 
to print labels directly on the plastic so we do not have to use paper. 
This will save us a tenth or two-tenths of a cent, which is a big saving 
in our business. 

We also tried to raise the price. Two years ago we brought out 
records at 35 cents. This failed miserably, mainly I think for one 
reason, that records are sold at about 80,000 outlets and they are what 
is called an impulse sale item and a quarter is an impulse sale price. 
Once you go above it and people start to think for about one secoond, 
you start losing sales. 

[ think further proof that the business is not a good one is that 
every major company has dropped out of the business. Sear the 
8 years RCA tried a line of 25-cent records and stopped. Capital 
tried a line of 25-cent records and stopped. Columbia tried a line 
of 25-cent records and stopped. We are the only major company left. 

In conclusion, when we bring out new records we put cards into them 
asking for people’s opinion on them. With our statement we have 
submitted some of the quotes. I would like to read you a few of them 
because I think they, more than anything else, show what other people 
besides ourselves think of the records. First a few comments and 
reactions of children: 

Particularly surprised and pleased at my youngster’s reception of the classical 
music.—Mrs. H. M. P., of Oswego, Oreg. 

The Busy Elevator, The Tall Giraffe are the most loved. The Elevator song 


cured my little girl of her fear of elevators. Thank you.—H. B. of Hamilton 
Nowa 
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Here is a quote from a man who works on the 4-H program in the 
State of New Jersey: 


In planning our State 4-H child-care program for next year, we have thought 
it most advisable to include a section on music for children. Our problem was 
to find inexpensive records for each county which would be available for club 
use. The Golden Records most certainly solved our problem. We were en- 
chanted with the delightful records. 


This is from an associate professor of education at Teacher’s Col- 
lege, who reviews records: 


Entirely aside from my capacity as record reviewer for Parents Magazine, I 
should like to tell you how delighted I am with these records. My work here at 
Teacher’s College in the field of early childhood education will make it possible 
for me to recommend this excellent material to our graduate students. I think 
that your team of people who worked on this project should be congratulated 
from every standpoint, esthetically and technically, and while I am not accus- 
tomed to writing personal letters to record companies, I felt I wanted to tell you 
how much I like the job they have done. 


Another quote from a teacher: 


I am using these records to teach rhythms to my first-, second-, and third-grade 
children. They have been very helpful indeed. 
From Miss G. K., of Tampa, Fla. 


Another one from a mother: 


I have just started my children’s collection of Golden Records. They are 
superb. The music is a constant source of delight to each child who hears 
them. Thank you for bringing so much pleasure within the reach of averag 
income people. 


I will read two more: 


Excellent for indoor, rainy days when other methods for holding children’s 
attention and interests fail. Impressive from teaching standpoint and pro- 
voking music education.—Mr. J. BE. L., of Silver Spring, Md. 

This last one I think sums up all the others and our main point 
in asking that you allow us to continue the business by repealing the 
tax. 


That eminent musicologist, elder daughter (age 41%4), says side 8A is the 
best, 1B the poorest. Me, I enjoy them all (especially the first couple of hundred 
times through). They, and the Golden Books, too, are ace examples of an 
almost forgotten skill—how to be inexpensive without being cheap.—Mr. D. E. &., 
of Philadelphia, Pa. 

This gives you a few of the highlights of the problem. They are 
all summarized in the statement which I am sure you will take time to 
read. I would like to stress again that we are now on the verge of 
giving up once again unless we can get relief quickly. Our figures I 
think have been submitted for the committee. We will come down 
and talk about them at any time to verify the statements and add to 
them as they were submitted a year ago. I ask that you give this 
your earliest consideration. I thank you. 

Mr. Foranp. Does that conclude your statement? 

Mr. Bernstein. Yes. 

Mr. Foranp. Any questions? 

Mr. Esernarter. Mr. Bernstein, when was this 10-percent tax put 
on? I don’t remember. 

Mr. Bernstern. It has been on all records since before the war. 
There is a history of it in my statement, but I think it was brought 
on during the war this last time in order to discourage the produc- 
tion of records during the war. It has never been taken off. 
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Mr. Exsernarter. It was put on in 1941 as a war tax? 

Mr. Porter. That is correct, Mr. Eberharter. 

Mr. Exsernarter. Previous to that time there was no tax on recerds, 
is that correct ? 

Mr. Porter. There was earlier. I think it goes back as early as 
World WarlI. But then it was discontinued. Then as a conservation 
measure, to conserve essential materials, the tax was put on not for 
revenue purposes but for the avowed purpose of a control measure. 
It has stayed on ever since. 

Mr. Bernstern. Incidentally, sir, I don’t think they could have 
meant to tax these records because these records were not in existence 
when the tax started. So we feel that if they had been they would not 
have been taxed from the beginning. 

Mr. Esernarter. I didn’t know you could buy a record for 25 cents, 
of course, but I don’t have any children young enough to use this 
type of record. 

Mr. Mason. I have several grandchildren who use these records and 
who get a great deal out of them not only of entertainment but instruc- 
tion and education out of them. When I go home I am exposed to 
them and they are good records. 

Mr. Bernstern. Thank you, sir. 

Mr. Foranp. Any further questions ? 

If there are no further questions, we thank you very much. 

Mr. Bernstetn. Thank you. 

Mr. Foranp. The next witness is Miss Marie A. Hurley. 

Will you give your name and the capacity in which you appear for 
the record, please. 


STATEMENT OF MISS MARIE A. HURLEY, LEGISLATIVE CHAIR- 
MAN, NATIONAL FEDERATION OF MUSIC CLUBS 


Miss Hurtey. Mr. Chairman and members of the committee, I am 
Marie A. Hurley, legislative chairman of the National Federation of 
Music Clubs, which organization has a membership of approximately 
600,000. 

Perhaps you are wondering why we of the National Federation of 
Music Clubs would concern ourselves with the cabaret tax. And were 
you to attend a program sponsored by us where you would hear nothing 

ut classical music, you would, I am sure, wonder even more as to our 
interest in this problem. While admittedly we do prefer the so-called 
long-hair music, we want it understood that we are dedicated to the 
cause and promotion of music generally, and we defend the right of 
all musicians to earn a living wage through music, the profession of 
their choice. 

I would like to say at this point, Mr. Chairman, that the National 
Federation of Music Clubs has supported and will continue to support 
legislation for the repeal of taxes inimical to the best interests of 
American Music and American Musicians. It has given wholehearted 
support to legislation for the exemption of the fine arts programs from 
the admissions tax, as developed in H. R. 7609 and H. R. 7851, which 
bills are before this committee; and legislation for repeal of the excise 
tax on musical instruments. It will continue to consistently support 
such tax repeal measures until their enactment into law. Since the 





380 EXCISE TAXES 


cabaret tax is another deterrent to the development and financial 
security of musicians, it follows that the National Federation of Music 
Clubs would support legislation for its repeal. 

Prior to enumerating the reasons of the National Federation of Music 
Clubs for urging repeal of the carbaret tax, I want to express our ap- 
preciation for the time and the effort your subcommittee has given to 
the study of this problem and to corrective legislation. I also want to 
thank each Congressman and each Senator who has expressed his 
willingness to support repeal or reduction of the cabaret tax. Special 
thanks go to the 11 Congressmen and the 3 Senators who introduced 
cabaret tax repeal bills during the 84th Congress. We of the Na- 
tional Federation of Music Clubs are of the opinion that the cabaret 
tax might have been repealed by the 84th Congress if one of these bills 
had been sent to the floor of the House and the Senate. We now urge 
the passage of a repeal bill through your committee and on to the floor 
for vote early in the next session of Congress. And, gentlemen, we 
favor outright repeal. 

The 84th Congress is to be commended for the legislation it enacted 
in support of several cultural endeavors. <A bill was signed into law 
which granted a Federal charter to the National Music Council, just 
recognition of the significant role music plays in our national life. 
Congress also adopted legislation which provides for the promotion 
and strengthening of international relations through cultural and 
athletic exchanges and participation in international fairs and fes- 
tivals. Congress expeditiously allocated funds to the State Department 
for the music programs it sponsors abroad. Musical groups were sent 
all over the world to counteract Russian propaganda to the effect that 
America is culturally barbaric. Yet that very same Congress reduced 
the effectiveness of the American counterattack to this false Russian 
propaganda by failure to repeal a tax law that discriminates against 
American Music and American Musicians. 

The free, democratic way of life that our talented American mu- 
sicians symbolize before enthusiastic audiences in Europe and the 
Far East is hardly complimented by the fact that almost without 
exception those same talented American musicians, on return to their 
beloved homeland, all too often are faced with unemployment. The 
paradox is that American tax dollars are being generously expended 
to rebuild bombed opera houses abroad and to rehabilitate the Gov- 
ernment-supported symphonies of the Old World, while the drying 
up process of our own well of talented American musicians is being 
accelerated through lack of funds and inequitable taxation. 

The widespread unemployment among American musicians is at- 
tributed to technological development, a change in entertainment 
habits, and the cabaret tax. Of these three factors the cabaret tax 
is most significant and the one for expeditious resolution by Congress 
through elimination, for two reasons: 

1. While a tax is not levied on all live music, it is levied on every 
dine and dance establishment that would provide live music for the 
entertainment of its patrons; and 

2. This tax law, by its prolonged retention on the books, has con- 
tributed in no small measure toward taxing out of existence 55 percent 
of all establishments which employ musicians. 

That bands and orchestras, especially symphony orchestras, are 
faced with a critical shortage of qualified musicians is common know]- 
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edge. That this situation is a serious threat to the cultural life of 
our Nation goes without saying. Musical prodigies, as we all know, 

are rare. Relatively few talented musicians make the jump from 
the music conservatory to fame in one leap. The majority of our 
gifted musicians acquire professional proficiency and dev elop indi- 
vidual style in the popular een Pee essions. There are no longer 
sufficient jobs in the musical profession, however, to accommodate 
the potential musical artists of tomorrow. Suffice it to s say, the sup- 
ply far exceeds the demand. And as for our big-name bands, only 
a handful have managed to survive the long blight of continuing 
unemployment for musicians. 

America time and time again is described as the land of oppor- 
tunity. Just what opportunities can we offer the 31 million music 
students currently in grade schools, in high schools and in colleges 
throughout the Nation? There are "already 252,500 qualified profes- 
sional musicians in this great country of ours with full employment 
for only 53,000 of them. What shall we do w ith this sur plus crop 
of new musicians? Shall we create a “musicians’ bank” for the 
nearly 200,000 who are unable to find musical employment and pay 
all other musicians not to practice the profession of their choice? 
This suggestion is no more ridiculous than retaining a tax law on the 
books which contributes in no small measure to the downgrading of 
music from its current status, vocation to avocation. And no more 
helpful, I might add, than the present expedient of “plowing under” 
young musicians by foremg them into other occupations. 

In an effort to combat juvenile delinquency, New Jersey civic 
groups planned to provide refreshments and live music for teen-age 
dances on Saturday nights. These groups, however, had to abandon 
the project because they could not afford to pay the 20 percent tax. 
Until the cabaret tax forced so many of them out of business, hotel 
dine and dance rooms provided our young people with safe, sane 
places to dance. Now they frequent places that should be out of 
bounds for them. Let us repeal the cabaret tax before it makes a 
very real contribution to juvenile delinquency. 

Having been informed by the Treasury that there could be “no 
tax cuts” during the last congressional session, we were surprised 
when the 84th Congress enacted legislation to further reduce the 
movie admissions tax. This reduction means a loss of $70 million to 
the Treasury, whereas repeal of the cabaret tax would cost the Treas- 
ury less than $40 million per year, assuming there would be no added 
tax returns from increased business and employment. This is dis- 
crimination against music and musicians. 

In summary, the cabaret tax can be charged with responsibility 
for: 

1. Creating an unemployment crisis for musicians by forcing out 
of business their places of employment. 

2. . Creating a national deficiency in qualified musicians. 

Endorsing the communistic contention that Americans are cul- 
ture barbarians by taxing one of our basic arts out of existence. 

4. Rendering impossible the survival of big-name bands. 

». Destroying music students’ prospects for earning a living wage at 
“ profession of their choice. 

. Downgrading music from its current status, vocation to 
roast 
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7. Contributing to a climate that encourages teen-age delinquency, 

Gentlemen, before concluding my statement I should like to recom- 
mend that in introducing legislation in January for the repeal of 
this tax measure, a more appropriate designation be used. The word 
“cabaret” is undignified. It is inadequate, since it doesn’t of itself 
include all establishments which provide live music and other forms 
of entertainment for patrons. It is inappropriate. The tax is not of 
itself a cabaret tax. Actually, it is a tax on entertainment which must 
be remitted to the Government by the owner of the establishment. 

“Twenty percent entertainment tax,” though perhaps not the best 
designation, is surely more appropriate than the current designation, 
cabaret tax. Moreover, it very well could be that the cabaret tax might 
have been repealed at some time in the past had its true intent been 
understood by the tax-paying American public. 

Today we Americans are the most powerful, influential, best gov- 
erned people on earth. Today we are the most culturally abundant 
nation on earth. Let us make sure we remain that way. Let us work 
toward a more fair and equitable taxation system. The cabaret tax 
is an unfair part of our current taxation system and, as I have already 
stated, discriminatory to American music and American musicians. 
Let us, therefore, repeal the cabaret tax before it makes further in- 
roads on our American cultural life. 

Thank you, gentlemen, for the opportunity to present the views 
of the National Federation of Music Clubs, the organization I am priv- 
ileged to represent, favoring repeal of the cabaret tax. 

Mr. Foranp. Are there any questions? 

Mr. Mason. Mr. Chairman, I think I have to say something. 

You used the word “paradox” in your statement. 

Miss Hurtey. Yes, sir. 

Mr. Mason. As a former teacher of English that is a high-toned 
word for “asinine,” and when we subsidize and give out millions to 
rebuild theaters and subsidize symphonies in other countries, as you 
put it in your statement, and then we tax the same thing here, we are 
paradoxial. [Laughter. ] 

Mr. Foranp. I am sure Mr. Mason realizes that the witness is a lady. 

Mr. Mason. I do. I do, very much so. 

Mr. Foranp. Thank you very much for your contribution. 

Miss Hurtey. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness is Senator Potter of Michigan. 


STATEMENT OF HON. CHARLES E. POTTER, A UNITED STATES 
SENATOR FROM THE STATE OF MICHIGAN 


Senator Porrer. Mr. Chairman, I am indeed pleased that your 
subcommittee is studying our Federal excise-tax policy and appreciate 
this opportunity to present my views. 

A Federal excise tax on automobiles, I am convinced, has no = 


in a sound tax program. It is discriminatory and unrealistic. More 
than half the mileage we cover in this country and almost three-fourths 
of the average man’s driving are for the purposes of going to work, 
performing a job, or related tasks. What valid reason exists, there- 
fore, for classifying automobiles as luxuries? 

Today when one buys a $2,500 car, he pays another 10 percent or 
$250, in Federal excise tax over and above the purchase price. He is 
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average American family of a portion of the great tax burden it 
carries by eliminating this unnecessary levy. Removing the automo- 
bile excise tax would serve one of the highest aims of our tax policy— 
the principle of providing relief over a broad and representative 
area. 

The story does not end with the harm we inflict on the man who 
must own an automobile to pursue his livelihood. The automobile 
excise tax restrains many of those who desire to buyand would buy— 
simply because it makes the vehicle too expensive. Such hesitation 
can be felt throughout our entire economy, which, in a very real sense, 
is geared to automobiles. 

I am told that 1 out of 7 jobs in the United States is automotive. 
The automobile industry is interdependent with major commodity 
and parts industries. Their prosperity, in fact, rises and falls as 
fortune smiles or frowns on automobiles. It is not difficult to under- 
stand, therefore, that any substantial drop in automobile sales is re- 
flected throughout the economy. 

That is exactly what is happening today, and my own State of 
Michigan is experiencing the most serious effects. While the United 
States enjoys unparalleled prosperity, approximately 176,000 people 
in Michigan are unemployed. Until very recently the figure stood 
at 265,000 jobless persons, almost all of them automobile or related 
workers. k body blow has been dealt to the economic well-being of 
my State, which depends principally on a healthy automobile situation. 

In January of 1955 I introduced a bill to repeal the excise tax on 
automobiles and certain other items. Again, in July of 1956, I intro- 
duced emergency legislation to suspend the manufacturers’ excise tax 
on passenger automobiles for a period of 6 months. Representative 
Thaddeus Machrowicz, of Michigan, introduced a companion bill on 
this second effort. We were convinced, and are still convinced, that 
such action would stimulate automobile sales and get people back to 
work in Michigan. The entire Nation could not help but benefit from 
the increased activity of the automobile industry. 

Neither of the two measures I have mentioned were enacted into 
aw. 

In the interest of automobile users throughout the United States 
and on behalf of 176,000 unemployed in Michigan, I again recom- 
mend immediate suspension of Federal excise taxes on passenger cars 
for a period of 6 months. 

Under present law, the 10-percent excise on automobiles adds a 
sizable sum to the price of a car. Eliminating the tax would cut that 
price. Sales would rise almost automatically in the wake of such 
action. The increase in car orders would bring back to work thousands 
of skilled workers. Many of these fine Americans, who through no 
fault of their own are unemployed, have exhausted their employment 
benefits. They represent a black mark on the great record of pros- 
perity chalked up by this Nation. When we lift this tax and get them 
back to work, the benefits of increased automobile production wil! 
be reflected immediately in the activities of suppliers, subcontractors, 
transportation media, dealers, and business throughout the Nation. 


Many small businesses in Michigan and elsewhere will be given a new 
lease on life. 


penalized for purchasing an absolute necessity. Let us relieve the 
y 
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Under the most favorable circumstances, the Federal Government 
could expect to collect less than $500 millions from the automobile 
excise tax during the next 6 months. This is a tiny fraction of our 
Government’s total revenue. Actually, those $500 millions would not 
be lost. The wave of automobile buying which would follow lifting 
of the excise would stimulate other revenue. New jobs, new businesses, 
und new salaries will bring those millions right back into the Federal 
Treasury in the form of income taxes and other revenues. 

I urge the subconimittee to give every consideration to granting a 
moratorium on this obnoxious tax. If automobiles were a luxury, 
there might be some point in it. But no one of us who has an interest 
in the daily lives oat problems of his constituents can deny that the 
automobile has become almost as necessary as shelter or livelihood. 

I sincerely believe the auto excise should be permanently eliminated. 
However, I am today recommending only a 6 months’ suspension for 
the following reasons: I believe this proposal can be acted on more 
quickly. I believe that the beneficial results I have described will 
become apparent so rapidly that the possibilities for removing the tax 
permanently will be enhanced. 

It is my earnest hope that the subcommittee will recognize the wis- 
dom of removing an unfair levy, and act accordingly. 

Mr. Foranp. If there are no questions, we thank you, Senator. 

Senator Porrer. Thank you, Mr. Chairman. 

Mr. Foranp. That concludes the calendar for today. 

Without objection the Chair would like to present for the record a 
letter addressed to our colleague, Mr. John Dowdy, by Mr. K. A. 
Anderson with the request that it be made a part of the record. 

(The letter referred to follows :) 

PALESTINE, TEx., November 26, 1956. 
Hon. JoHN Dowpy, 
House of Representatives, Washington, D. C. 

Dear JoHN: It is my understanding that beginning November 26, hearing will 
begin with a subcommittee headed by the Honorable Aime J. Forand, Rhode 
Island, of the House Ways and Means Committee on excise taxes. As you 
know, these excise taxes include the Federal 3-percent tax on transportation of 
freight and 10 percent on the transportation of passengers. 

It is my understanding that similar taxes were placed on transportation during 


World War I, but were repealed in 1921 as Congress at that time looked on the 
tax as a war tax. 

I do not think anyone would take exception to the 10-percent tax on passenger 
transportation during war because of the fact that such tax has a certain value 
in reducing passenger transportation during wartime, which, of course, allows 
our facilities to do a better job for our Armed Forces. By the same token, it 
would appear that this same 10-percent tax is now a great burden on those per- 
sons desiring to use the facilities and is still serving in a manner that will 
continually hold down passenger traffic. 

Certainly it would appear to me that the time has come to repeal such dis- 
criminatory taxes that are diverting freight and passenger traffic from the com- 
mon carriers and only serves on the enlargement of uncontrolled private carrier 
activities. 

I will appreciate it very much if you will be kind enough to have this request 
iucorporated as a part of the record in these hearings. 

Yours very truly, 


K. A. ANDERSON. 


Mr. Foranp. The committee will stand adjourned until 10 o’clock 
Monday morning. 

(Whereupon, at 2:45 p. m., the committee was recessed, to reconvene 
at 10 a.m., Monday, December 3, 1956.) 
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MONDAY, DECEMBER 3, 1956 


House or REPRESENTATIVES, 
SuBCOMMITTEE ON Excise Taxrs OF THE 
ComMITTEE ON Ways AND MEANS, 
Washington, D. C. 

The subcommittee reconvened, pursuant to recess, at 10 a, m., Hon. 
J. Aime Forand, chairman of the subcommittee, presiding. 

Mr. Foranp. The committee will be in order. 

The first witness before the committee today is Mr. Preston W. 
Davis. Come forward, please, Mr. Davis. For the purpose of the 
record will you give your full name and the capacity in which you 
appear and identify the gentleman who is with you. 


STATEMENT OF PRESTON W. DAVIS, CHAIRMAN, RAIL AND 
HIGHWAY TRAFFIC COMMITTEE, LOS ANGELES CHAMBER OF 
COMMERCE, ACCOMPANIED BY A. R. ALLEN, DIRECTOR, TRANS- 
PORTATION DIVISION, LOS ANGELES CHAMBER OF COMMERCE 


Mr. Davis. My name is Preston W. Davis. My appearance today is 
on behalf of the Los Angeles Chamber of Commerce. I am a member 
of the board of directors of that organization and serve as chairman 
of its rail and highway traffic committee. 

The gentleman with me is Mr. A. R. Allen, who is director of the 
transportation division of the Los Angeles Chamber of Commerce. 

Mr. Foranp. This is your statement ? 

Mr. Davis. Yes. That has been distributed, I believe. 

Mr. Foranp. It is quite bulky. 

Mr. Davis. There is a statement of 11 pages and the rest constitutes 
exhibits which I would like to be incorporated. 

Mr. Foranp. You wish to make reference to these exhibits as you 
speak and then we will have the entire document included in the 
record ? 

Mr. Davis. That is my desire. 

Mr. Foranp. Without objection that will be done. You may 
proceed. 

Mr. Davis. The Los Angeles Chamber of Commerce is a nonprofit 
California corporation with its principal place of business located in 
the city of Los Angeles, Calif. Among its objectives is that of foster- 
ing and developing the industrial and business activity of the city 
and county of Los Angeles. It has a membership in excess of 5,000 
persons, firms, and corporations, representing a cross-section of the 
business community. 


83776—57-—— 26 3895 
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Our appearance today is in connection with and regarding subtitle 
D of the Internal Revenue Code of 1954, specifically chapter 33, sub- 
chapter C, sections 4261 through 4264, part I, which prescribes a tax 
on the transportation of passengers, and part II, sections 4271 through 
4273, which prescribes a tax on the transportation of property. 

To provide a brief background, without unduly Seitieninn the 
record with technical and legal references, we wish to point out to 
your honorable committee that the passenger tax was first enacted in 
1941, and amounted to 5 percent. It was raised to 10 percent in 1942, 
and raised to 15 percent in 1944. Ten years later, in 1954, it was re- 
duced to its present level of 10 percent. Certain modifications have 
since been made, such as the complete removal of the tax on travel 
to additional foreign or overseas destinations, as well as the complete 
removal of the tax on passenger fares in amounts of less than 60 
cents. The tax on the movement of freight, which amounts to 3 
percent of the total transportation charges, was enacted in 1942, and 
has remained at the same level. Coal is named as an exception. Coal 
only pays 4 cents per 2,000-pound ton, regardless of distance or freight 
rates involved. 

Both of these taxes were enacted as wartime emergency revenue 
measures. An additional purpose of the taxes particularly the tax 
on the transportation of persons was to discourage movement of 
civilian travel and the movement of civilian goods when our public 
transportation systems were already overburdened with war-gen- 
erated troop and supply movements. 

We cannot deny that as revenue measures both of these taxes have 
served their purpose well. From 1942 through 1954, approximately 
$2,740 million has been collected on the movement of passengers, and 
approximately $3,576 million has been collected on the movement of 
freight—a combined total of approximately $6,316 million. Of that 
total. approximately $5,300 million has been collected since the close 
of World War II. 

However, the critical emergency for which both of these tax 
measures were enacted has long since passed. We are no longer faced 
with a critical need for immediate emergency revenues to further our 
defense efforts and supply our troops. Certainly there is no need 
for the discouragement of the movement of civilian travel and civilian 
goods when our for-hire transportation industries, the railroads, the 
trucklines, the water carriers, the airlines, the freight forwarders, 
and express companies are fighting for their very existence. 

Although in somewhat different manners, because of their nature 
or application, both the 3-percent tax on the movement of goods 
and the 10-percent tax on the movement of persons have varied 
and peculiar effects upon firms, communities, individuals, the national 
defense, and the national welfare. Because of time and distance 
factors involved, the effects are considerably magnified when con- 
sidering the so-called 11 Western States group, and magnified even 
greater when considering Los Angeles and the south California area. 

There are certain effects which we feel should be brought to the 
attention of your honorable committee today while you are in the 
process of reviewing the entire Federal excise tax structures. As 
briefly as possible I would like to comment on these. 

First, the 10 percent tax on the movement of passengers discour- 
ages travel via the for-hire carriers. Not only does this result in a 
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loss of needed revenues to the for-hire carriers, but it also results in a 
loss of revenues to areas which are largely dependent upon tourist 
business. The imposition of this tax in many instances becomes a 
very important cost factor to be considered when families are making 
vacation plans, particularly when long-distance travel is involved. 
This tax also tends to encourage international travel at the expense 
of domestic travel. For example, the round-trip first-class air fare 
from Chicago to Los Angeles is $218.03. The round-trip first-class 
air fare from Chicago to Mexico City is $216.60. The tax on the 
Chicago to Los Angeles fare is $21.80, whereas the Chicago-Mexico 
City fare is not taxed. Again, where family travel is involved, the 
tax becomes an important factor. Here west coast tourist business 
for example, is lost to foreign competitors by imposition of this tax. 

Because of the nature ahd application of both the 10 percent tax 
on the movement of passengers and the 3 percent tax on the movement 
of freight, the Federal Government automatically achieves a vested 
interest in freight rate and passenger fare increases. Both of these 
taxes are based on a fixed percentage—either of the freight charge 
or the passenger fare. As rates and charges increase, the taxes auto- 
matically increase. For example, freight rates have been increased 
to and from the majority of areas an average of 12 times since 1946. 
Consequently the tax per 100 pounds or production unit has increased 
substantially without any apparent increase in the tax law itself. 

As a specific example, the rate on a carload of citrus fruit from 
California to New York has increased from a rate of $1.35 per hun- 
dredweight in 1946 to the present $1.91 per hundredweight. This 
results in an increase of the tax from 4.05 cents per hundredweight to 
5.73 cents per hundredweight. Expanding this to carload shipments 
weighing 40,000 pounds, the tax per California carload has increased 
from $16.20 to $22.92. 

The 3 percent tax on the movement of goods creates an additional 
burden to the small low-volume businessman who is already handi- 
capped because of his inability to obtain large volume discounts. 
Because of low-volume purchasing, in many instances his goods are 
shipped in less-carload or less-truckload lots. Freight rates per hun- 
dredweight for less-carload or less-truckload shipments are in many 
instances almost double those of carload or truckload freight rates 
per hundredweight. Therefore, not only must the small-business man 
pay more for his goods, but he must pay higher freight charges— 
and of course a much higher transportation tax per unit of goods as 
a rule. 

The 3 percent tax on the movement of goods is levied only on the 
for-hire carriers, thereby augmenting the incentive for large shippers 
to engage in private hauling on their trucks. This is an added handi- 
eap for the for-hire carrier industry to overcome. Because the 
for-hire carrier industry is faced with certain fixed charges or ex- 
penses, as tonnages and revenues decrease, the economic pressure for 
higher freight rates increases. I think every one agrees that our 
national defense and welfare requires and demands a strong for-hire 
earrier organization. If this cannot be maintained through support 
of the movement of civilian goods, ultimate subsidization in one form 
or another will and must be the end result. 

Similarly, the 10 percent tax on the transportation of passengers has, 
in many instances, been instrumental in diverting travelers from the 
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rails to private or other means. This has resulted in (1) necessary 
curtailment of service and (2) deficits in passenger train operations 
which have been in many instances necessarily made up from freight 
revenues. Our national defense and welfare requires a strong for- 
hire passenger carrier organization for troop movements in an emer- 
gency. Lf this cannot be maintained through movement of civilians, 
ultimate subsidization in one form or another will and must be the 
end result. The repeal of the 10 percent tax on the movement of pas- 
sengers will, in many instances, encourage travelers to use public trans- 
portation, and thus strengthen these agencies. 

Six, the 3 percent tax on the movement of goods creates an additional 
burden to the long-haul shipper—especially to the shippers in Cali- 
fornia and the 11 Western States and others in similar situations. For 
example on a 20,000 pound carload of celery to New York, the western 
producer pays a tax of $14.28, while a local New York producer pays 
a tax of only $3.60 on the same quantity of celery. This wide tax dif- 
ferential aggravates the already disadvantageous long-haul freight 
costs, tending to diminish long haul 11 Western States shipments in 
favor of closer sources of supply. The tax, therefore, becomes dis- 
criminatory in its renee ordering on being unconstitutional. 

Next, the Federal transportation tax on the movement of goods is 


the only excise tax which is a recurring tax on a commodity. I could 
not emphasize this point too strongly. For example, tax is paid for 
the transportation of the raw products to the mills, from the mulls to 
the jobbers, and from the jobber to the distributor, from the distribu- 
tor to the retailer, and from the retailer to the ultimate consumer. In 
this example, the ultimate consumer, although Say pays the 


same type of excise tax on the finished product five times. Further, be- 
cause the tax becomes a part of the cost of the finished product, a profit 
is ordinarily taken on the tax itself, at least indirectly, as many as 4 
or 5 times—or as often as the product or commodity is transported. 
Other excise taxes are only paid once; either by the manufacturer, and 
included as part of the cost, or directly by the consumer to the retailer, 
i. e., jewelry, furs, cosmetics, et cetera. 

The eighth point is a variation of one which I referred to before. 
The 3 percent tax on the movement of goods creates a peculiar circum- 
stance whereby certain areas and ultimate consumers pay a greater 
excise tax per unit on identical commodities or products than do other 
areas. This difference is aggravated as distances become greater with 
resultant higher freight costs. For example, the dealer of a piano 
manufactured in Chicago who is located in Chicago does not pay this 
particular excise tax because there is no freight involved. The dealer 
of the identical piano located in Los Angeles, because of long-distance 
freight costs, must pay approximately $6 per piano in this particular 
type of excise tax. Much greater differentials are noted of course in 
transactions involving heavy machinery, tractors, automobiles, and 
trucks. 

For the same reason the 3 percent tax on the movement of goods 
tends to restrict trade areas, and is thereby interfering with the free 
flow of commerce within the United States which is essential for the 
national welfare and economy. The California manufacturer, already 
at a handicap because of time and distance factors involved, is further 
penalized through necessary absorption of the freight, and the trans- 
portation taxes, for his raw material purchased from eastern sources. 





EXCISE TAXES 389 


Because of these already high additional costs, it is often difficult if 
not impossible to compete with Eastern manufacturers for the inter- 
mediate markets. The repeal of the 3 percent tax on the movement of 
goods would, in many instances, permit expansion of Western mar- 
kets, or certainly encourage that objective. 

I have pointed out previously that the 10 percent tax discourages 
travel by railroad. Similarly the 10 percent tax on the movement of 
persons is also serving to discourage travelers from using air trans- 
portation. Numerous aid carriers are presently being subsidized 
to a considerable extent. It appears logical to assume that if the 10 
percent tax on the transportation of persons were removed, a con- 
siderable amount of additional air traffic would be generated. As air 
carriers’ load factors would improve, the need for continued subsidy 
would decrease. A certain proportion of revenues lost to the Federal 
Government through repeal of the tax on the movement of persons 
would be recovered through additional income taxes recovered from 
the carriers. Here again, as in rail, truck, and water transportation, 
our national defense and welfare requires a strong for-hire air car- 
rier organization for emergency troop and supply movements. 

The next point I suppose might be said equally of many kinds of 
taxes but I shonld point out that the detailed bookkeeping and other 
clerical functions attendant to the assessment, the collection, and the 
ultimate remittance of these taxes creates a sizable burden to the for- 
hire carrier industry, particularly to those carriers who handle a 
large number of small shipments. In numerous instances cost of 
collection of the taxes by those carriers amounts to more than the 
amount of tax collected. The considerable expense of collection 
creates a need for higher revenues, only obtainable through increased 
rates and fares. 

In a recent petition filed with the Interstate Commerce Commission 
in Ka Parte No. 296, Increased Freight Rates, Eastern and Western 
Territories, 1956, under date of October 30, 1956, the California Public 
Utilities Commission advised the Interstate Commerce Commission 
that the increased petitioned for by the rail carriers would amount 
to some $2,225 million annually, that more than half of the total in- 
crease would be charged against the western district. The public 
utilities commission further stated that the State of California alone 
would be called upon to contribute $125 million for this increase. 
This means that the California tax bill for the 3 percent transporta- 
tion tax on the movement of goods will also be increased some $3,750,- 
000 annually—a staggering amount for the western shipper to absorb 
in addition to the increased freight costs. This automatic increase 
in taxes, if it occurs, will most certainly result in the restricting of 
our trade areas closer to the Pacific slope. 

The points we have just discussed are merely some of the major 
adverse effects that the 10-percent tax on the transportation of per- 
sons and the 3-percent tax on the movement of goods have on the 
national defense, the national welfare, and the national economy. 
There are certainly other effects perhaps equally if not more adverse 
than those cited which we did not discuss, and which others no doubt 
will present in the course of these hearings. 

I should emphasize that it was not our intention to direct the atten- 
tion of your committee or to contend that these taxes are discrimi- 
natory only as to the interests of California or the 11 western States. 
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The examples we have used were merely to illustrate a point using 
facts and figures within our own knowledge. 

We feel certain that similar adverse conditions are being created 
in the same way and for the same reasons by the application of these 
taxes to many other areas of the United States. 

As was indicated at the outset, we have a number of exhibits at- 
tached to this statement. 

exhibit 1A, pages 1 through 32, through the use of statistics and 
data will furnish information as to the size and diversity of the Los 
Angeles area which is being adversely affected by the taxes to which 
I have referred. 

Exhibit 1B, pages 33 through 38, through the use of pertinent 
examples illustrates additional adverse effects on the national economy 
and welfare caused by the present application of the transportation 
taxes on the movement of persons and goods, and a discussion of the 
offsetting Federal benefits to be effected through the repeal of the 
transportation taxes on the movement of goods. 

I would like to call the committee’s particular attention to page 33, 
which sets forth comments of the Interstate Commerce Commission 
as to the desirable effects which would be brought about by repeal 
of these taxes. 

In concluding this statement I would like to thank the committee 
for the opportunity of appearing. We are confident, or perhaps I 
should say that we sincerely hope that these facts will permit the 
committee to be in a position to recommend repeal in toto of these 
taxes, particuarly as these facts are bolstered, we assume, by the 
testimony of additional persons. 

We realize that even no economic factors at present indicate a 
more nearly balanced national budget, some means may have to be 
developed to replace revenues which might be lost as a result of the 
repeal of these taxes. We wish to point out that when we are dealing 
with penalty or restrictive taxes such as these, the repeal of the tax 
does not necessarily mean a loss to the Federal Government of the 
same amount of tax revenue. The resultant increases in the move- 
ment of freight and passenger travel, plus the relief to business and 
industry of the transportation tax burdens, should reflect itself in 
increased business prosperity with resultant increased Federal tax 
revenues through the normal tax sources. 

In any event, as we have mentioned we believe it is most important 
at this time that the for-hire transportation industries be given oppor- 
tunity for expansion through the repeal of the penalty taxes imposed 
upon those who utilize their services and, second, that certainly areas 
which are already handicapped by time and distance factors should 
no longer be required to contribute a disproportionate share to the 
Federal revenues. 

That concludes my statement. 

(Charts submitted by Mr. Davis follow :) 


ExuHtsitT 1A 
Los ANGELES—THE AREA 


The Los Angeles metropolitan area, consisting of Los Angeles and Orange 
Counties, is an empire in miniature that spreads 4,866 square miles (4,080 square 
miles in Los Angeles County; 786 square miles in Orange County) from the 
Pacific Ocean across the coastal plain of southern California, over the mile-high 
San Gabriel Mountains and into the Antelope Valley and Mojave Desert. 
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The southern section of the metropolitan area, lying south of the San Gabriel 
Mountains, is unmistakably urban in character. Here in 45 percent of the total 
land area 99 percent of the population, business, and industrial activity is 
concentrated. 

Almost half of the metropolitan area is mountainous, with peaks ranging from 
5,081 feet within the city limits of Los Angeles to 10,080 feet (Mount San An- 
tonio, Old Baldy), the highest point in Los Angeles County. Included within 
Los Angeles County are the offshore islands of San Clemente and Santa Catalina. 

The size of metropolitan Los Angeles (4,866 square miles) approximates the 
size of the State of Connecticut in area. Los Angeles County, ranking 96th in 
the United States in area and covering 4,080 square miles, is larger than Rhode 
Island and Delaware combined. 

The city of Los Angeles is the largest city in the United States in land area 
with 455 square miles. 


THE DIVERSITY OF LOS ANGELES 


No metropolitan area in the United States is as diversified as Los Angeles. 
Los Angeles is the movie capital of the world, the leading producer of aircraft 
and aircraft parts, among the leaders in citrus-fruit production, and the most 
sensationally growing area in the Nation in population. This, of course, is 
common knowledge. 

What people fail to realize are Los Angeles’ many other claims to fame. Out- 
stripping the farm counties of Iowa or Kansas, Los Angeles is one of the leading 
agricultural counties in the United States in value of farm products sold. It 
is the No. 1 county in the Nation in the value of dairy products, exceeding any 
county in Wisconsin. 

The Los Angeles metropolitan area is among the world’s leaders in crude 
petroleum production. 

In both retail and wholesale trade it is the No. 1 market west of the Missis- 
sippi and ranks along with New York and Chicago. It is the commercial and 
industrial center of the West. It is the chief commercial port on the Pacific 
coast and the leading fishing port in the United States. In addition, it is the 
radio and television capital of the Nation. The recent growth of the electronic 
industry in southern California makes it Los Angeles’ newest “first.” 

Offering direct service to Europe over the North Pole, in addition to regular 
flights to Hawaii and South and Central America, Los Angeles, the leading 
international air center of the West, ranks third in the Nation in the generation 
of air traffic. 

Other metropolitan areas may point to achievements in one field, a few can 
boast of leadership in several specific activities, but Los Angeles stands alone 
as the metropolitan area whose record proves without a doubt the claim that it 
is the most diversified of them all. 


POPULATION 


The story of Los Angeles is the story of amazing growth: from 3,500 people 
in 1850 to over 5 million in 1955; from a sleepy Mexican pueblo to a modern, 
dynamic metropolitan area. 

Since 1940 the Los Angeles metropolitan area has increased 2,424,000 the 
equal of a city the size of Philadelphia, Pa. Since 1950, we have added 972,000 
people, the equivalent of Cleveland or St. Louis. 

The Los Angeles metropolitan area accounts for 41 percent of the population 
wane State of California and 23 percent of the population of the 11 Western 
States. 

The population of the Los Angeles metropolitan area on April 1, 1955, was 
estimated to be 5,340,000, a figure exceeded only by 8 individual States. 


RAPIDITY OF GROWTH 


The Los Angeles metropolitan area is growing at a rate of 188,000 people per 
year or 15,700 per month. This means that a city the size of Hartford, Conn., 
is added to the metropolitan area every year. 

Los Angeles County’s growth rate is 169,000 annually or 14,000 per month. 
Each year the county adds a population equivalent to that of New Haven, Conn. 

The growth of the city of Los Angeles is 38,000 per year or 3,200 per month. 
Recent growth establishes the city of Los Angeles as ranking third in the 
Nation, ahead of Philadelphia but behind New York and Chicago. 
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Los Angeles County is the largest county in population in the United States; 
the metropolitan area ranks third in the country, behind the New York and 
Chicago metropolitan areas. 


THE FUTURE 


Forecasts of population growth for the Los Angeles metropolitan area are as 
follows: 


1960 , 200, 000 
20WOG his UD ee a Ta ee pestis Tas 7, 500, 000 


TasLe I.—Population growth 





| ; pe / " 
14 Southern Metropolitan) Los Angeles | Los Angeles 
California | Los Angeles | County City 
counties 


‘ 
1900, June 1 pet b See dah o ain aliliod | 372, 118 189, 994 170, 298 102, 479 


1910, Apr. 15... --- 

1920, Jan. 1 

1930, Apr. 1... 

1940, Apr. 1 

1950, Apr. 1... oi 
1955, Apr. 1 (estimated) -- 


869, 094 538, 567 504, 131 | 319, 198 
1, 512, 839 997, 830 936, 445 | 576, 673 
3, 155, 720 2, 327, 166 2, 208, 492 | 1, 238, 048 
3, 992, 977 2, 916, 403 2, 785, 643 1, 504, 277 
6, 141, 780 4, 367, 911 4, 151, 687 1, 970, 358 
7, 545, 000 5, 340, 000 5, 000, 000 | 2, 160, 000 


Source: U. S. Department of Commerce, Bureau of Census (1900-50); 1955 estimate by the research 
department, Los Angeles Chamber of Commerce. 


MANUFACTURING AND INDUSTRIAL DEVELOPMENT 


Until the development of the petroleum industry just before the turn of the 
century, Los Angeles industry was largely residentiary and produced such 
items as furniture, wine, leather goods, and food products. In the early 1900's, 
the movie industry, capitalizing on the climate, moved to Los Angeles. 

Nationally known industries began branch-plant operations with the close 
of World War I. Since 1920, Los Angeles has experienced an industrial growth 
that has been one of the most rapid and dramatic in history. In the past 35 
years, it not only has become the third ranking industrial area in the Nation, 
but one of the most diversified as well. Well known not only as a producer of 
aircraft and as the movie capital of the world, in addition, Los Angeles auto 
assembly lines run second only to Detroit; its production of tires and tubes is 
exceeded only by Akron. 

Los Angeles’ apparel industry employs more than the movie colony. Los 
Angeles produces more canned seafood than any area in the Nation. This area 
is the Nation’s top manufacturer of pumps and compressors as well as of 
refrigeration equipment and machinery. In more than 30 industries it ranks 
third or better in the Nation. 

The Los Angeles metropolitan area is the leading industrial center west of 
the Mississippi. While it ranked fifth in the Nation in the 1947 census of manu- 
factures, all factors indicate that it will rank third in the 1954 census, passing 
Detroit and Philadelphia. 

Los Angeles County, a fourth ranker in 1947, has moved past Wayne County 
(Detroit) into third place. In 1947 the city of Los Angeles was the sixth largest 
industrial city in the Nation. 

Since 1947 manufacturing employment in the Los Angeles metropolitan area 
has inereased 85 percent, from 382,000 to 664,000. It is as if we added the 
equivalent of all the employees in manufacturing in the city of Cleveland, Ohio. 
The number of industrial plants has grown from 9,771 to about 12,000. 

Manufacturing in the Los Angeles metropolitan area (1955) accounts for 
over 60 percent of the California State total and over 40 percent of all manu- 
facturing in the 11 Western States. 
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TABLE II.—IJndustries of national importance 


} 
| Value added || Value added 
by manu- | by manu- 
The Los Angeles metropolitan | facture, 1947; | The Los Angeles metropolitan facture, 1947; 
area ranks— percent of || area ranks percent of 
United United 
States total || States total 


ist in the Nation: 3d in the Nation: 
Aircraft and aircraft parts Women’s and misses’ underwear. 
Motion picture production Miscellaneous wood products 
Pumps and compressors___---_-- Household furniture 
Refrigeration equipment and Newspaper publishing - - 

SP eee 1} Petroleum refining - - 
Canned seafood - ..._....-_--- Pottery and related products__ 
Heating and plumbing equip- | Nonferrous foundries__ 
Woe ini icncatncugepeuend- sam) Tractors and farm machinery 

2d in the Nation: Construction and mining ma- 
Transportation equipment chinery - - . 
Women’s and misses’ outerwear-_| Conveyor equipment. ? 
Pressed and blown glass____._- Rubber industries 
Concrete and plaster products___| Miscellaneous fabricated textiles 
Automobile assem bly Apparel industry (as of 1953) 
Automobile tires and tubes. _- Furniture and fixtures . 
Storage batteries_.............--| Leather and sheep-lined clothing- 
Jewelry and silverware Venetian blinds__ ee 
Millwork (wood)___..______- 
Oilfield machinery and tools. _- | 


mo 
MNS 
- 


an 
hy 
>I OW Orbe bo 


o 


Boome mwewoe 


1 Motor vehicle equipment group. 
2 Not available. 


Note.—The above is based on the 1947 Census of Manufactures. Since 1957, manufacturing employmen 
has increased over 85 percent in the Los Angeles metropolitan area. 


Source: U. 8S. Census of Manufactures, 1947. 


TABLE III.—Ranking of local manufacturing industries 


[In millions of dollars} 





manufacture manufacture 


| Value added by ] Value added by 
| 


1947 19531 | 1947 1953 


1. Transportation equipment | . Electrical machinery_______- 6 339 
group (includes aircraft and | 8. Petroleum refining. 
motor vehicles). ........_.-- | $404 | $1,224 || 9. Motor vehicles and equip- 
2. Aircraft and parts_............} 307 | 982 || 81 
3. Motion pictures. -_. 2403 | 2460 || 10. Chemicals and allied prod- 
; eeaety (except electrical) _| 173 | 413 | ucts . ; 121 


. Fabricated metal products____| 180 | 381 11. Apparel 145 
}. Food and food products__.__-- 250 345 || 12. Primary metals- 81 


| 





1 Estimated by research department, Los Angeles Chamber of Commerce 1947 data from 1947 Census of 
Manufactures. 
2 Indicates cost of work done, not value added by manufacture. 


TaBLE I1V.—Historical record of manufacturers, Los Angeles metropolitan area 


| 
| Number of Value added 
| establish- Employees by manu- 
ments facture 
(thousands) 





3, 721 1 77, 500 $183, 855 
&, 029 127, 881 505, 380 
5, 505 172, 757 517, 671 
9, 771 358, 772 2, 052, 671 
111, 300 1 643, 500 1 4, 623, 000 





1 Estimates by research and industrial departments, Los ‘Aneiee © Deeuber of Commerce. 
Source: 1947 Census of Manufactures. 
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INDUSTRIAL EXPANSION 


The capital investments in new plants and expansions in Los Angeles County 
for the past 9 years, including 1954, has averaged 85 percent higher than the 
annual rate for the 5 feverish war years. 


TABLE V.—Capital investments in new plants and expansions, Los Angeles County 


Year 
1931-35 average 
1936-40 average 
1941-45 average 
1946-50 average 


Source: Industrial Department, Los Angeles Chamber of Commerce. 


ELECTRONICS 


Los Angeles is the electronic center of the Nation. Its proximity to advanced 
aviation and military technical developments, to university research scientists, 
and to a personnel pool of trained engineers and technicians are factors that 
helped advance the growth of the electronic industry in Los Angeles. 

The Los Angeles metropolitan area has 440 plants and 70,000 employees in all 
phases of electronics: Computers and component parts; aviation and military 
electronics ; radio; television and electronic communication devices ; surgical and 
medical apparatus ; and other types of electronic equipment. 

Billings in the Los Angeles metropolitan area in 1954 were estimated at $842 
million—2¥% times the amount for New England. 


RETAIL TRADE 


The Los Angeles metropolitan area, the largest and most rapidly expanding 
market in the West, ranks third in the Nation, following New York and 
Chicago. In volume of retail sales nationally, the county of Los Angeles is now 
the top-ranking county, and the city of Los Angeles ranks third among cities. 

Retail sales in the Los Angeles metropolitan area account for 43 percent of the 
California total and 25 percent of all sales in the 11 Western States. Only 7 
States in the Nation exceed Los Angeles’ $6 billion annual retail sale total. 
Retail sales in the Los Angeles metropolitan area exceed the volume of those 
in Oregon and Washington combined. Likewise, it exceeds the total volume of 
the 8 Mountain States combined. 


TABLE VI.—Retail trade, Los Angeles metropolitan area 


Number of Sales 
establishments 


32,678 | $1, 347,890, 000 
46, 776 1, 346, 609, 000 
4, 721, 241, 000 
6, 743, 696, 000 


1 Not available. 
Source: U. 8. Department of Commerce: 1948 and 1954 Census of Business. 


WHOLESALE TRADE 


The Los Angeles metropolitan area is the leading wholesale center west of the 
Mississippi and is the third ranking wholesale area in the Nation. Los Angeles 
oe ranks third nationally while the city of Los Angeles is sixth in the United 

tates. 

Wholesale trade in the Los Angeles metropolitan area accounts for 48 percent 
of the California total and 29.7 percent of the 11 Western States. Only nine 
States can boast of a greater volume of wholesale trade. Wholesale sales in the 
metropolitan area exceed the combined total of Oregon and Washington and also 
exceed the total volume of the eight Mountain States combined. 
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TaBLeE VII.—Wholesale trade, Los Angeles metropolitan area 


Number of 
establish- Sales 
ments 


$1, 597, 210, 364 
1, 623, 228, 000 
6, 060, 357, 000 
8, 997, 148, 000 


Source: U. S. Department of Commerce, 1954 Census of Business. 


CONSTRUCTION 


For the past 5 years, Los Angeles County has led the Nation in both total and 
residential construction; 1950, 1953, and 1954 all were billion-dollar years. In 
1955, the valuation of all building permits exceeded $1,200 million. Enough 
dwelling units have been built since 1950 to adequately house the combined 
population of Houston and Pittsburgh. 

With over 130,000 employed in the construction industry in the Los Angeles 
metropolitan area, it represents a most important segment of our economy. We 
are currently building new homes in Los Angeles County at a rate of 78,000 per 
year. 

EMPLOYMENT 


There are over 2,200,000 in the civilian labor force of Los Angeles County, 
660,000 of which are employed in manufacturing, 490,000 in trade, 100,000 in 
government, 10,000 in finance, banking, and real estate, and 130,000 in contract 
construction. 

Within industry, employment in aircraft and parts leads with 190,200 employ- 
ees, followed in order by machinery, 57,000; electrical machinery and electronics, 
54,200; food and food products, 46,600; apparel and related products 95,800; 
fabricated metals, 52,700; and motion pictures, 34,000. 


INCOME 


Income payments to residents of the Los Angeles metropolitan area were in 
excess of $11%4 billion in 1954. The annual manufacturing payroll in the 
metropolitan area exceeds $2.8 billion. 


FINANCE 


Los Angeles is the banking and financial center of the West. There are ap- 
proximately 100,000 permanently employed in banking, finance, and real estate 
in the Los Angeles metropolitan area, 538 percent more than in San Francisco, for 
example. 

Bank deposits in the Los Angeles metropolitan area totaled over $6.5 billion in 
the fiscal year 1954. This placed Los Angeles third in the Nation behind New 
York and Chicago and first in the West. 

In 1954, the Los Angeles office of the Federal Reserve System, reflecting the 
financial growth of this area, was expanded to include four additional counties, 
three of which were formerly in the San Francisco territory. 

The Los Angeles Stock Exchange, one of the Nation’s leading regional ex- 
changes, lists approximately 875 securities. Value of shares transacted in 1954 
totaled $267 million. 

Los Angeles is rapidly becoming an important insurance center. It is the home 
office for 44 companies, and most of the major carriers are represented by 
agencies or branches. 

AGRICULTURE 


Los Angeles County was the leading agricultural county in the United States 
from 1910 through 1950, based on the value of farm products. In the last few 
years, local urbanization and industrialization have allowed several other Cali- 
fornia counties to surpass Los Angeles, but the latter continues as one of the 
leaders in farm products and the major farm supply and farm marketing center 
of southern California. 
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Total value of farm products in 1954 equaled $211 million; livestock, $127 
million; fruit and nut crops, $23 million; truck crops, $18 million, field crops, 
$43 million. 

Los Angeles is still the No. 1 dairying county in the country; dairy products 
accounted for $67 million in 1954. 

Employment in agriculture (Los Angeles metropolitan area) varies from 
33,000 to 43,000, depending upon seasonal factors. 


Table VIII—National ranking of specific agricultural items 


Los Angeles County in 1950 (United States Census of Agriculture) : 
First in cash farm income. 
First in value of dairy products sold. 
First in value of livestock on farms. 
First in nursery and greenhouse products sold. 
Second in value of chicken eggs sold. 
Third in poultry and poultry products sold. 
Third in orange production. 


TasLe [X.—Historical record of agricultural production, Los Angeles County 
(selected years) 


Value of products (thousands) Acreage 


Fruit, | | Total agri- | Truck Fruit and 
| truck, and | Livestock | cultural | Orange crops nut cro! 
| field crops | | production | 


1930 | $66, 382 | $24, 355 $90, 737 
1940 ‘ 51, 864 35, 399 7, 263 


32, 005 103, 848 
49, 360 95, 590 


111, 927 97, 149 
126, 610 211, 241 


33, 100 63, 610 
22, 460 | 50, 100 


| 
Saas 

111, 695 | 97, 659 209, 511 | 47, 995 87, 985 
| 


TABLE X.—Leading agricultural products, Los Angeles County, 1954 


Value of products Value of products 

Dairy products $67, 000, 000 | Cattle and calves 518, 500 
Nursery stock 22, 000, 000 | Oranges 230, 000 
18, 427, 200 | Lemons 200, 000 

18, 291, 500 | Cut flowers 8, 500, 000 


Source: Agricultural Department, Los Angeles Chamber of Commerce. 
PETROLEUM 


The Los Angeles metropolitan area, the birthplace of the California petroleum 
industry, accounts for 40 percent of the California crude petroleum production 
and 6 percent of the United States total. 

Los Angeles and Orange Counties produce over 130 million barrels of 
petroleum annually, worth in excess of $340 million. 

There are over 12,000 employees in the crude petroleum and natural gas 
industry. In addition, petroleum refineries employ approximately 19,000 workers. 

Refineries in the Los Angeles area have a capacity to produce over 700,000 
barrels daily. Among the leading refineries are: 

Approximate daily 

capacity in barrels, 

1954 

Standard Oil Company of California (El Segundo) 125, 000 
General Petroleum Co 125, 000 
Richfield Oil Co 115, 000 
Union Oil Co 110, 000 
Shell Oil Co 80, 000 
Texas Oil Co 60, 000 
*14, 000 


’ Tidewater’s refineries for the most part are located in another county of California. 
Source of figures: Western Oil & Gas Association. 
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MINING 


Los Angeles is favorably located in close proximity to a varied and economical 
supply of industrial minerals. The availability of mineral materials is one of 
the many factors influencing the industrial development of the area. 

Southern California is one of the Nation's best stocked mineral storehouses, 
and southwestern United States contains more minerals of commercial value than 
any other area in the world. 

The first gold discovery in California was made in Placerita Canyon, Los 
Angeles County, not far from the town of Newhall, in 1842, 6 years before 
Marshall's momentous discovery at Sutter’s Mill. 


FISHING 


Los Angeles leads the Nation in fish landings, both in tonnage and value. Fish 
landings at ports in the Los Angeles metropolitan area in 1950 exceeded in value 
and volume the catch in the Boston metropolitan area; or the totals for the three 
Middle Atlantic States (New York, New Jersey, and Delaware); or the com- 
bined Washington-Oregon totals. 

Over 2,000 commercial fishing boats in the Los Angeles region landed fish 
totaling over 860 million pounds and valued at over $40 million in 1950. Los 
Angeles ports normally account for 60 percent of the Calfornia State total (in 
volume) and 50 percent of the value of the State fish catch. Tuna and mackerel 
are the chief catches. 

WORLD TRADE 


Los Angeles-Long Beach Harbors, the gateway to the Pacific, rank first on 
the Pacifie coast in number of ships and tonnage. In 1954, exports through the 
Los Angeles customs district amounted to $367 million and imports were valued 
at $262 million. 


TABLE XI.—Value of the 10 leading imports (1952) 


Value in Value in 

millions millions 

Crude rubber : Jute burlap 6.3 
fs Automobiles 6.0 

Copra CN Ie RI sich ic nici ste cn inet ephionrnpe 4.5 
Newsprint ; Hardwoods 3.5 
Iron and steel products ; Abaca and Manila fibers________ 3.4 


TABLE XII.—Value of the 10 leading exports (1952) 


Value in Value in 
millions millions 
Cotton Oil well equipment 6.7 
Petroleum products.__...__.... 87.9) Iron ore 6.5 
Steel manufactures .9| Tallow 
Canned fish : Oranges and juice 
Borax , Cottonseed oil 


Through the manmade harbors of Los Angeles-Long Beach passed more than 
5,400 ships with a net registered tonnage of 23 million in 1954. Forty-six miles 
of the world’s finest waterfront with modern transit sheds, warehouses, docks, 
wharves, and freight and passenger terminals serve 115 steamship lines. 


TRANSPORTATION 
Air traffic 
Los Angeles, the air center of the West, became the west coast terminal for the 
first transpolar flight to Europe in 1954, a milestone in aviation history. The 
area ranks third in the generation of commercial air passenger traffic, out- 
ranked only by New York and Chicago. Annual totals at the two major termi- 


nals, Los Angeles International Airport and Lockheed Air Terminal, at Burbank, 
are shown in the following table: 
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Number of passengers (inbound and outbound) 


| 
| Los Angeles |‘Lockheed Air} Total 
International] Terminal 
| ceseideeatenieeerianigiteRepatilain te thie 
1, 233, 619 171,944 | 1,405, 562 
1, 348, 854 604, 878 | 1, 953, 732 
2, 765, 567 711, 264 3, 476, 831 
3, 392, 617 737, 153 4, 129,770 


Airfreight (inbound and outbound) 


[Pounds in thousands] 





Los Angeles | Lockheed Air 
SaEpaTene Terminal 
| 


33, 591 | 21, 634 55, 225 
51, 240 28, 769 80, 009 


64, 050 35, 852 99, 903 


Source: Aviation department, Los Angeles Chamber of Commerce, from reports of the Los Angeles 
International Airport and the Lockheed Air Terminal. 


Railroads and highway transportation 


Three large transcontinental railway systems (Atchison, Topeka & Santa Fe 
Railway, Southern Pacific Railroad, and Union Pacific Railroad) serve Los 
Angeles. 

Highway carrier operations in the Los Angeles metropolitan area have become 
increasingly important. In 1953, over 4,000 carriers were operating more than 
27,000 vehicles. Gross revenues of carriers in the metropolitan area weer $141 
million in 1953, 39 percent of the State’s total. 


Automobiles 


Los Angeles with 2.4 persons per auto, has more automobiles than any metro- 
politan area in the world; it is truly a metropolis on wheels. 

Auto registrations in the Los Angeles metropolitan area exceed 41 individual 
States and all nations except the United States, Canada, and Great Britain. 


TABLE XIV.—Passenger car registrations, Los Angeles metropolitan area 


175, 896 1950 1, 805, 651 
2, 270, 067 
1, 147, 926 


UTILITIES 
Blectrical energy 


Los Angeles has an ample supply of electrical energy which is distributed by 
the department of water and power within the city of Los Angeles and by the 
Southern California Edison Co. in most of the adjacent areas. 


Gas 


The Southern California Gas Co. is the chief supplier of natural gas within 
the area. Supplies of gas come from two major sources: California fields and 
imports from west Texas and New Mexico. 


Telephones 


Four telephone companies serve the city of Los Angeles, and 20 companies 
furnish service throughout southern California. Chief among these are the 
General Telephone Co. and Pacific Telephone & Telegraph Co. 

In the Los Angeles metropolitan area in 1954 there were 2.1 million telephones : 
700,000 business phones and 1.4 million residential. 


Water 


The city of Los Angeles has a diversified source of water supply. Currently 
the greater portion comes from the Owens River on the eastern side of the Sierra 
Nevada Mountains. The next largest supplier at this time is the underground 
basins in the local area. The third source is the Colorado River which up 
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until now furnished only a small portion of the city’s needs but which is capable 
of taking care of future requirements for at least the next 20 or 25 years. 
Areas adjacent to Los Angeles City depend, in part upon pumping from under- 
ground supplies and, in an increasing degree, upon Colorado River water. 

Los Angeles has been able to maintain its growth because it has planned and 
constructed its water system ahead of the need. The Metropolitan Water Dis- 
trict which brings Colorado River supplies to this coastal community was 
initiated in 1941, made its first delivery in 1941 and is expected to reach peak 
capacity some time after 1970. Plans are already underway for the importa- 
tion of additional waters to take care of anticipated growth beyond this period. 


Vessel arrivals and net register tonnage, Los Angeles-Long Beach Harbors 


arrivals tonnage arrivals | tonnage 


| 
Year | Vesse Net register |} Vessel Net register 


ricepeonaa et neicastiaens eae 


8, 402 23, 124,984 || 1948 . ls a 3, 589 | 13, 832, 276 
6, 601 20, 217, 977 eek ES 4, 080 16, 658, ¢ 
6, 024 19, 060, 373 || 1950__- eS, 4, 707 19, 513, 

763 < 5, 041 20, 782, 25% 
: pe ee ale) 5, 356 | 21, 300, 

17, 677, 843 || 1953--. 5, 907 25, 027, 8% 


(4) Pies hevatenguaa actediancet 5, 445 | 23, 122, 3 
10, 916, 093 || 18 4, 105 17, 243, 
15, 063, 983 





1 No records kept for security reasons, World War IT. 
2 First 9 months. 


Source: Marine Exchange, Los Angeles Chamber of Commerce. 


Customs collections for the Los Angeles Customs District No. 27 


Fiseal years: Fiscal years: 
$6, 234, 115. 43 $12, 808, 878. 
7, 191, 831. 84 t 13, 025, 688. 
7, 477, 246. 52 22, 294, 985. 
8, 398, 088. 00 21, 787, 135. 
18, 734, 552. 11 28, 498, 848. 
15, 332, 310. 03 28, 536, 580. 
12, 934, 097. 89 34, 745, 877. 
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Summary of traffic entering California through State border quarantine stations, 
October 1956 


Automobiles Commercial Passengers 
trucks 
Stations i ____| Stages, 
total 
Cali- | For- | Total | Cali-| For- |Total Cali- | For- Stage) " 
fornia eign fornia! eign fornia | eign 


PGE... canned --| 14,973) 13, 404) 28, 377) 3,496) 2,461) 5, 957) 700) 36, 458) 32, 572)16, 711 

Daggett. _- .----| 12,838) 13, 163) 26, 001 322) 1, 285) 1, 607; 316) 38, 400) 40, 114) 6, 888) &5, 402 
Vidal ---co| 2,171) 56,872) 7,743 330 973) 1, 303 199} 5,188) 13,177) 2, 515 , 810 
Winterhaven -.---| 17,749) 16, 176) 33,925) 3, 120) 4,940) 8, 060 487| 42,614) 37,741) 9, 057 , 412 
Yermo ., 46,560) 16,719) 63, 287 507| 2,472) 2,979 396/113, 482) 40, 197) 9, 965 44 
Alturas .| 1,017) 2,187) 3,204 120 34 SOR. ccccial, eee 4 eee das 207 
Dorris. - -| 12,987) 10,440) 23,427| 2,622) 2, 889) 5, 511 226) 30, 637) 23, 202) 6, 314 153 
Hornbrook ; 9, 371! 11, 947! 21, 318 559) 1,172) 1, 731 437| 21, 388) 27,095) 8,815) 57, 298 
Redwood Highway .| 4,817) 6,681) 11, 498 64 157 221 33) 11,662) 15, 531 412) 27, 605 
Smith River 5 --| 2,231) 5,104) 7,425 41 113) 154 93; 5,172) 11,869) 1,678) 18,719 
Tule Lake_---- ----| 1,644) 2,883) 4,527 49 82; 131 35| 3,917) 6,507 831 , 255 
Benton e ‘ .| 2,997| 1,709) 4,706; 409 483 892 6,633) 4,097 a , 730 
Long Valley aoe 11,721) 6,278) 17, 999) 179 341) 520 98) 26, 154) 14,212) 1,432 , 798 
Meyers... -- eetcates 9, 506) 3,723) 13,229) 321 105) 426)... .- 22,322; 9,412 31, 734 
Topaz. ---- ...-| 8,129) 2,567) 10, 696) 138) 34) 172) 66) 18,216) 5,812) 1,173) 25, 201 
Truckee- ---- ‘ --| 27, 666) 12,055) 39,721) 632) 3,407) 4,039 692| 83, 528) 36, 245/19, 357/139, 130 


Total.__.... _|186, 385!130, 698|317, 083/12, 909/20, 948/33, 857| 


3, 778} 467, 976\322, 715/85, 148/875, 83% 
} 


FOR COMPARATIVE PURPOSES 


Total for October | | | | | 
1955 .-----|173, 436) 129, riet oa 10, 762! 18, 907/29, 669 3. 643 437, 032'327, 096|79, 915/825, 26 
| | | | | Ls oe 


Source: California Department of Agriculture, Bureau of Plant Quarantine. 
ExHIsit 1B 
POSSIBLE EFFECTS OF REPEAL OF TRANSPORTATION TAX ON PERSONS 


In the April 12, 1954, issue of the Monthly Comment on Transportation Sta- 
tistics, published by the Bureau of Transport Economics and Statistics of the 
Interstate Commerce Commission, the following comments were made regarding 
removal of the transportation tax on passengers: 

1. Increased volume of passenger traffic will lead to no significant 
increase in carriers’ expenses. 

2. The added revenues would be divided equally between increased income 
taxes and retentions by the carriers. 

3. Removal of the tax will not change existing competitive relations 
among the different modes of transportation. 

4. Savings to the carriers would be substantial if they were relieved of 
the necessity of collecting the tax. 

5. The calculated effects of complete removal of the transportation tax 
on travel were reported as follows (based on a $285.3 million tax for trans- 
portation of persons collected in 1952) : 

(a) If an increase of only 5 percent in travel was noted, an addi- 
tional $48.5 million would be collected in increased income taxes, leaving 
a net loss to the Government in taxes of $235 million. 

(b) If an increase of 7% percent in travel was noted, an additional 
$72 million would be collected in increased income taxes, leaving a net 
loss to the Government in taxes of $212 million. 

(c) If an increase of 10 percent in travel was noted, an additional 
$87 million would be collected in increased income taxes, leaving a net 
loss to the Government in taxes of $196 million. 

(d) If an increase of 15 percent in travel was noted, an additional 
$130 million would be collected in increased income taxes, leaving a net 
loss to the Government in taxes of only $154 million. 


WESTERN STATES PAY GREATER TAXES 


According to Interstate Commerce Commission statements Nos. 479, 5510, and 
Q-500, in that portion dealing with the distribution of freight revenues for the 
first half of 1955, the average rail revenue per ton for the total United States 
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was $3.54. The average rail revenues for the eastern district was $3.36 per ton; 
the southern district, $3.37 per ton; and the western district, $4.72 per ton. 

It is to be noted that the average rail revenues for the western district were 
reflected as being 40 percent higher than the southern and eastern districts and 
33 percent higher than the United States average. 

This means that on the average the western district shippers and receivers 
of freight are absorbing 40 percent more in freight charges than any other area 
and are paying 40 percent more in the 3 percent tax on the movement of goods. 


LOS ANGELES-NEW YORK VERSUS LOS ANGELES-HONOLULU 


Despite an $18 greater air fare between Los Angeles and Honolulu than be- 
tween Los Angeles and New York City, the addition of the 10 percent tax on 
the transportation of persons to New York City, which amounts to $30.18, re- 
sults in the total fare between Los Angeles and New York being $12.85 more. 


Round trip first-class air fare between Los Angeles and New York City__ $301. 81 


331. 99 


319. 00 
-14 


319. 14 


Difference in fares caused by only partial application of tax______ 12. 85 
DIVERSION OF AIR TRAFFIC TO FOREIGN FLAG CARRIERS 


A recent survey indicates that it is $23.19 cheaper to fly from Vancouver, B. C., 
to New York than from Seattle, Wash., to New York. This causes travelers and 
tourists, in many instances, to select foreign-flag carriers versus American-flag 
carriers from the Pacific Northwest points to New York. The fare from Van- 
couver, B. C., to New York is actually $8 greater. The addition of the $30.18 
tax creates the net difference. 


found trip first-class air fare between Seattle, Wash., and New York 
City 
Plus 10 percent 30. 18 


331. 99 
Round trip first-class air fare between Vancouver, British Columbia, and 
New York City (no tax) 


Difference in fares caused by nonapplication of tax_.._.._._.___ 
EFFECT OF PENALTY TAXES UPON AGRICULTURE 


The State of California is one of the leading cotton-producing States in the 
United States. 

The California grower, in competing for New York markets with other cotton- 
producing areas, already handicapped by the higher freight costs, is further 
penalized through applications of the 3-percent taxes on the movement of goods. 
For example: 

Cotton in 50,000-pound carloads from— 
Bakersfield, Calif., to New York: 
Freight charges (freight rate, $2.50 per hundred weight)____ $1, 025. 00 
I i aS a a 30. 75 


1, 055. 75 


Montgomery, Ala., to New York: 
Freight charges 
EE ES a ee ee gl ae att 16. 35 


561. 35 
oan difference of $480 in freight charges alone plus a higher tax—$30.75 versus 
» 0). 

85776—57——27 
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EFFECT OF PENALTY TAXES UPON MANUFAUCTUR -NG 


Southern California is also one of the leading areas in the United States in 
the manufacture of apparel. 

The California manufacturer, in competing for the Miami market with other 
manufacturing areas, is already handicapped by the higher freight costs re- 
sulting from greater distances involved. The tax on the movement of goods 
creates an additional burden, further broadening the differentials involved. For 
example: 

500 pounds clothing from— 
Los Angeles to Miami, Fla. : 


Freight charge (freight rate, $9.95 per hundredweight) $49. 7h 
Pe S 2a a ee a ee 1.49 


New York to Miami, Fla.: 
Freight charge (freight rate, $5.12 per hundredweight) 


A difference of $24.87 in freight charges alone plus a higher tax resulting from 
the higher freight charges—for only 500 pounds. 

Mr. Foranp. I can assure you, Mr. Davis, that the committee will 
- very serious consideration to the points you have made. Are 
there any questions? Mr. Mason. 

Mr. Mason. Mr. Davis, you have presented a very comprehensive, 
carefully prepared, and convincing statement for the repeal of trans- 
portation taxes. I agree fully with you. Iam for the repeal of both 
of these taxes. But all taxes are restrictive to some extent, some more 
so than others. So our job is to do the best wecan to have the neces- 
sary money to run the Government without making it too burdensome 
upon any one segment of our economy, and that is quite a job. 

That is all, Mr. Chairman. 

Mr. Foranp. Mr. Herlong. 

Mr. Hertone. I should like to say that I concur completely with 
Mr. Mason. Iam opposed to these taxes and I want to do everything 
1 can to get rid of them. But again we are faced with certain reali- 
ties. Revenue loss is one thing. We have also this other factor. you 
say that these carriers are fighting for their very lives. We know that 
they are having difficulty. You say further that there would be some 
increased business if these taxes were abolished. At the present time I 
believe there is an application pending before the ICC for an increase 
in rates for all these carriers or virtually all of these carriers, of 
from 15 to 22 percent. If we eliminate the 3 percent tax and if the 
Interstate Commerce Commission grants a 15-percent increase, is it 
going to increase their business when you have a net 12-percent gain 
in the cost of transportation ? 

Give me the answer so I can give it to others. I want your help. 

Mr. Davis. I think the carriers will get the same percentage of 
increase whether or not the tax is left on or repealed. 

Mr. Hertone. I think that is an accurate statement. 

Mr. Davis. So we have to assume that the tax will have the same 
relative effect regardless of whether the increases are granted or not. 

Mr. Hertone. If they are hurting now and people are not using 
these systems of transportation by reason of the fact that they have a 
8-percent transportation tax, isn’t a 15-percent increase in rates going 
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to have a more depressing effect on the use of the transportation 
systems than the tax ! 

Mr. Davis. I of course can’t speak for any of the carriers. Without 
question, the higher the rates, the less use will be made of the services. 
I think everyone has to concede that. 

I do want to make this point. I realize that the whole problem 
resolves itself down to where is the Federal Government going to get 
the revenues. The large proportion of travel transportation is paid 
for by business. If nothing were done but to pee these taxes and 
if there were no changes in prices or anything else, the Government 
would immediately recover sivas half of it through their normal cor- 
poration taxes anyway. Taking that into consideration, plus the 
added use of the services if the prices came down and it were passed 
on to the public, everyone along the way would benefit through in- 
creased business activity. We think it should be very carefully ap- 
proached from that standpoint. Without being a tax statistician I 
think it could be demonstrated that the loss to the Government would 
be not nearly so great as might at first appear. 

Mr. Hertone. I represent a district that must get its produce to 
market so we must pay this transportation tax. It means a lot to our 
citrus growers and farmers down in Florida. Of course we like for 
passenger fares to be as low as possible, too, so people will come to 
visit us. So from both angles tin interested in reducing the tax. 
But I am also concerned with the ever-increasing cost of getting 
produce to market. I would like to know what can be done to get 
that cost down in some way. 

Of course, that is not your problem, and it isn’t ours on this com- 
mittee, except indirectly. 

Mr. Davis. The most I can say is that I think the increased business 
will help minimize freight-rate increases. If the railroads could at- 
tract more business, their increases would be minimized and any 
elimination of taxes would at least tend toward that result. 

Mr. Hertone. Thank you. I think you have made a splendid 
statement. 

Mr. Foranp. If there are no further questions, we thank you, Mr. 
Davis, for your contribution. 

Without objection, at this point in the record the Chair will offer a 
letter from the Santa Ana Chamber of Commerce and a statement of 
the National Council of Farmer Cooperatives, which has to do with 
the 3-percent excise tax on the transportation of property. 

(The material referred to follows :) 


CHAMBER OF COMMERCE, 


Santa Ana, Calif., November 23, 1956. 
Representative A. J. Foranp, 


Chairman, House Subcommittee on Excise Tages, 
House of Representatives, Washington, D. C. 

Dear Str: The executive committee of the Santa Ana Chamber of Commerce, 
in an action this date approved the recommendations of the transportation 
committee of this chamber of commerce which unanimously agreed that we 
should actively support the stand taken by the Los Angeles Chamber of Com- 


merce in urging repeal of the Federal transporation taxes on passenger and 
freight traffic. 


Would you kindly make this a part of your records. 
Sincerely yours, 
Frank J. GELINAsS, 
Secretary-Manager. 
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STATEMENT oF NATIONAL CoUNCIL oF FARMER COOPERATIVES 


We appreciate the opportunity to present to you the policy position of the 
National Council of Farmer Cooperatives in support of repeal of the 3 percent 
excise tax on transportation of property (1954 code, secs. 4271-4273) and to 
discuss briefly some of the reasons in support of that position. 

Although the council has on a number of occasions during the years this tax 
has been in effect urged its repeal by the Congress, the delegate body of the 
council in annual session at Los Angeles, Calif., on January 19, 1956, again 
reiterated its position through the unanimous adoption of the following reso- 
lution: 

“The primary reasons for the imposition of the 3-percent excise tax on trans- 
portation of property as a wartime measure no longer exist. This tax is re- 
pressive, inequitable, and discriminatory in many cases in its application 
and effect on agrcultural shippers and the economy generally. 

“The council therefore favors the repeal of such tax.” 


THE COUNCIL’S INTEREST IN THIS TAX 


The council, with headquarters at Washington, D. C., is a national farm organ- 
ization whose membership is composed entirely of farmer-owned and farmer- 
controlled business associations engaged in marketing, in raw, processed, or 
manufactured form practically every type of agricultural commodity produced on 
the Nation’s farms and procuring for their members and other patrons the major 
types of farm supplies needed in agricultural production. One hundred and 
twenty-two such marketing and purchasing associations, listed in appendix A 
attached to this statement, make up the direct voting membership of the council 
today. However, a large number of these direct members operate on a statewide 
or regional basis and are made up of from several to several hundred separate 
local, county, district, or State associations to bring the total of the separate 
farmers’ business associations represented in the council membership close to 
5,000, serving a farmer membership approximating 3 million. These thousands 
of farmer associations are engaged in the daily purchase of transportation 
service from all modes of for-hire carriers in connection with both the sale of 
the farmers’ products and the purchase and distribution of production sup- 
plies to their farmer members and patrons. The total of these freight bills is 
enormous and the 3 percent tax thereon runs annually into millions of dollars 
and correspondingly reduces the amount the farmer gets for his products and 
increases the amount he pays for his farm production supplies. Thus the 
transportation tax on freight hits the farmer in two directions—in his role as a 
seller and also as a purchaser. The tax thereby doubly contributes to the 
reduction of the farmer’s net income, which measured in terms of all reliable 
indexes, is at an alarmingly low level today. By one measure alone, the farmer’s 
share of the consumers food dollad has dwindled from 47 percent in 1952 to 
a low of 40 percent estimated for 1956, as follows (farmer’s share for September 
1956, last month for which the figure has been published is 40 percent) : 


Farmer’s share 


Source: The Marketing and Transportation Situation, Agricultural Marketing Service, 
DU. S. Department of Agriculture, 1957 Outlook Issue, table 1, p. 6. 


WHY THE TAX SHOULD BE REPEALED 


Since these hearings were announced on August 9, 1956, the council has heard 
from a considerable number of its members, urging that the council’s strong 
advocacy of the repeal of this tax be presented to your subcommittee. In a 
number of cases council members have given specific reasons in their own words 
as to why they vigorously support the council’s position and have furnished 
specific facts and figures to show the repressive, discriminatory, inequitable, 
and otherwise adverse impact of this tax upon farmers. We shall summarize 
briefly some of the principal reasons why, from the standpoint of agriculture, 
this tax should be repealed. We shall also attach as a part of this statement 
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in appendix B excerpts from a number of the communications we have received 
from council members and affiliates giving their individual views. These will 
serve to show the strong support in farming areas throughout the country for 
early action for the repeal of the excise tax on transportation of property. 


The taw is discriminatory in its impact upon different sections of the country 
and upon different shippers 

Since the tax applies as a percentage of the total freight bill, it falls heaviest 
upon those who have to pay the highest freight charges. This generally creates 
the greatest burden for those who must ship their products to the more distant 
markets. With respect to a highly competitive product, the amount of the trans- 
portation tax may well determine whether a sale is made or lost. 

The tax has a discriminatory effect upon the small shipper in contrast with 
the large shipper. The small farmer has neither the volume nor the capital 
to justify the purchase of his own transportation facilities and the handling 
of his products as a private carrier to which the tax is not applicable. The 
small shipper is more generally dependent upon for-hire transportation, both 
regulated and unregulated, to both of which the tax applies. 


The tax pyramids at each stage in the course of distribution from the producer 
to the consumer as it is paid on each successive movement in the entire 
process of conversion from raw material to the finished product, then to 
the ultimate consumer. 


This inherent vice of the tax is so obvious that it hardly requires explana- 
tion. The tax must be paid on the for-hire transportation of the raw product 
from the farm to the cleaning and packing shed; on the next movement to a 
wholesaler or distributor; on the next movement to a retailer. In the case of 
some products the movements are many times multiplied, so that there may be 
as many as 8 to 10 movements of the products by for-hire carriers between the 
farmer and the consumer. 

It should be noted that the original raw products have value added in the 
process of manufacture, and as they become more valuable freight rates in 
many cases are higher. Thus, the excise in many cases may be pyramided 
because of a stepup in freight charges at the various progressive stages of manu- 
facture as well as because it is applied each time a product is transported by a 
for-hire carrier. 

While the tax is undoubtedly passed on to consumers in some of the later 
stages of the distributive process, it falls most heavily upon the producer for 
the transportation of the raw products and for their transportation at least in 
the earliest stages of the processing steps. Whereas the shippers of some prod- 
ucts can pass the tax on to the consumers, the shippers of farm product generally 
sell at delivered prices and the transportation costs as well as the tax must be 
borne by the farmer. 


The tax has become increasingly burdensome to farmers in recent years as their 
incomes have declined and freight rates have continued to climb 


The steady decline of the farmer’s economic status since 1951 is reflected by 
the following figures: 


Per capita income of the farm population from all sources 
Amount 


Source: Economic Report of the President, January 1956. 


Total net income per farm for the United States 
Year: 


Source: The Farm Income Situation, Sept. 17, 1956, table 38, Agricultural 
Marketing Service, U. S. Department of Agriculture. 
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Parity 
ratio 


(ratio of 
(2) to (1)) 
(3) 


‘ Source: Agricultural Prices, Oct. 30, 1956, U. 8. Department of Agriculture, Agricultural Marketing 
ervice. 


The above parity ratio statistics mean that as of October 15, 1956, the farmer 
was getting only 82 percent for his products of what Congress regards as a 
reasonable price in relation to prices the farmer was paying for consumer and 
production items, including interest, taxes, and wage rates. Likewise the farmer 
was worse off on October 15, 1956, by the parity ratio measure, than for any year 
1951 to 1955. 

Now what is the direct relationship between these facts and the 3-percent 
transportation tax? 

Since the period 1947-49, railroad freight rates for major agricultural com- 
modities (i. e., livestock, meats, fruits and vegetables, wheat, cotton) have in- 
creased 30 percent. (See the Marketing and Transportation Situation, 1957 
Outlook issue, table 4, p. 11, USDA, Agricultural Marketing Service.) Since 
1951, the combined index of the railroad freight rates for these major agri- 
eultural commodities has increased from 114 to 130, compared to 100 for the 
base period of 1947-49. There are now pending before the Interstate Com- 
merce Commission petitions from the railroads in the eastern and western 
territories for general freight rate increase of 22 percent and from the railroads 
in the southeastern territory for an emergency increase of 7 percent, subject 
to some maximum limitations in food products. On the basis of past. actions, 
it can be anticipated that the regulated motor carriers will follow the lead 
of the railroads and seek comparable increases. To the extent that any of these 
requested increases are approved to apply to the transportation of agricultural 
commodities and farm supplies, to that extent the base on which the 3-percent 
transportation tax will be computed will be increased. Correspondingly, the 
net income of the farmer will suffer. 

It should be pointed out, too, that the 3-percent tax on transportation is 
now actually a misnomer—when compared to the period when it was estab- 
lished. A tax of 3 percent on the transportation rates which are now in effect 
after successive increases is obviously much more costly to the shipper than the 
3-percent tax established on the original base rates, and will become progressively 
more so should the ICC grant the new increases now being requested by the 
earriers. 

CONCLUSION 


We urge your favorable action on the council’s recommendation that the 
8 percent excise tax on transportation of property be repealed in its entirety. 
We believe that such action will not only serve to remove gross discrimina- 
tions and inequities inherent in the application of the tax but will also prove to 
be a heathy stimulus to business generally and promote the interests of the 
general public. However, in the event you should determine that such action 
cannot be taken at this time, we respectfully urge that the tax be repealed early 
in the next session on the forhire transportation of agricultural commodities, 
in raw and manufactured state, and on the supplies used in farm production. 
This is certainly one step that can and should be taken by the Congress to 
prevent a further deterioration of the farmer’s present economic status in our 
economy. 
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ApPpENDIx A 
MEMBERSHIP OF NATIONAL COUNCIL OF FARMER COOPERATIVES 
CITRUS AND SUBTROPICAL FRUITS DIVISION 


Calavo Growers of California, Box 3486, Terminal Annex, Los Angeles, Calif. 
Florida Citrus Exchange, Post Office Box 2349, Tampa, Fila. 

Pure Gold, Inc., Redlands, Calif. 

Sunkist Growers, Inc., Box 2706, Terminal Annex, Los Angeles 54, Calif. 
Texsun Citrus Exchange, Weslaco, Tex. 

Waverly Growers Cooperative, Waverly, Fla. 


COTTON DIVISION 


American Cotton Cooperative Association, Room 1018, Falls Building, Memphis, 
Tenn. : 
The Cotton Producers Association, Post Office Box 2210, Atlanta, Ga. 
Oklahoma Cotton Cooperative Association, Post Office Box 1257, Oklahoma 
City, Okla. 


Texas Cotton Growers Cooperative Association, Post Office Box 990, Dallas, 
Tex. 


Calcot, Ltd., Post Office Box 3217, H Street Annex, Bakersfield, Calif. 


DAIRY DIVISION 


Dairymen’s League Cooperative Association, Inc., 100 Park Avenue, New York, 
x 


Lehigh Valley Cooperative Farmers, Allentown, Pa. 


DECIDUOUS FRUITS 


Apple Growers Association, Hood River, Oreg. 

California Canning Peach Association, 244 California Street, San Francisco, Calif. 
California Canning Pear Association, 64 Pine Street, San Francisco, Calif. 
Oalifornia Fruit Exchange, Post Office Box 2038, Sacramento, Calif. 

Eatmor Cranberries, Inc., 1144 14th Place, Chicago, Ill. 


GENERAL SERVICE DIVISION 


Cooperative G. L. F. Exchange, Inc., Ithaca, N. Y. 

Indiana Farm Bureau Cooperative Association, Inc., 47 South Pennsylvania 
Street, Indianapolis, Ind. 

Mississippi Federated Cooperatives (ALL), Post Office Box 449, Jackson, Miss. 

Missouri Farmers Association, Inc., Columbia, Mo. 

Southern States Cooperative, Inc., Richmond, Va. 


GRAIN AND SEED DIVISION 


American Rice Growers Cooperative Association, Post Office Drawer 855, Lake 
Charles, La. 

California Lima Bean Growers Association, Post Office Box 512, Oxnard, Calif. 

Farmers Grain Dealers Association of Iowa, 1101 Walnut Street, Des Moines, 
Iowa. 

Farmers Rice Growers Cooperative Association, 1005 Russ Building, San Fran- 
ciseo, Calif. 

Inland Empire Pea Growers Association, Oakesdale, Wash. 

Morrow County Grain Growers, Inc., Lexington, Oreg. 

Ohio Farmers Grain & Supply Association, Fostoria, Ohio. 

Pendleton Grain Growers, Inc., Box 279, Pendleton, Oreg. 

Rice Growers Association of California, Post Office Box 958, Sacramento, Calif. 


GRAPE PRODUCTS DIVISION 


Allied Grape Growers, Post Office Box 329, Madera, Calif. 
National Grape Cooperative Association, Westfield, N. Y. 
Wine Growers Guild, Post Office Box 519, Lodi, Calif. 
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LIVESTOCK DIVISION 
National Live Stock Producers Association, 189 North Clark Street, Chicago, IL 


MISCELLANEOUS DIVISION 


Asociacion Azucarera Cooperative Lafayette, Arroyo, P. R. 

Cooperativa Azucarera Los Canon, Post Office Box 38, Arecibo, P. R. 
Cooperativa Cafeteros de Puerto Rico, Post Office Box 1511, Ponce, P. R. 
Sioux Honey Association, 509 Plymouth Street, Sioux City, Iowa 


MISCELLANEOUS FRUITS AND VEGETABLE DIVISION 


American National Foods, Inc., 30 Church Street, New York, N. Y. 
Mushroom Growers Cooperative Association, Kennett Square, Pa. 


NUT DIVISION 


California Almond Growers Exchange, Post Office Box 1768, Sacramento, Calif. 
Diamond Walnut Growers, Inc., Post Office Box 1727, Stockton, Calif. 
Northwest Nut Growers, 1601 North Columbia Boulevard, Portland, Oreg. 


OIL-SEED PROCESSING DIVISION 


Mid-West Cooperative Oil Mill, Post Office Box 398, Hamlin, Tex. 

Plains Cooperative Oil Mill, Post Office Box 509, Lubbock, Tex. 

Producers Cooperative Oil Mill, Post Office Box 1886, Oklahoma City, Okla. 
Ranchers Cotton Oil, Post Office Box 248, Fresno, Calif. 


POTATO DIVISION 


Hastings Potato Growers Association, Hastings, Fla. 
Idaho Potato Growers, Inc., Post Office Box 978, Idaho Falls, Idaho. 
Maine Potato Growers, Inc., Post Office Drawer 271, Presque Isle, Maine. 


POULTRY DIVISION 


Idaho Egg Producers, Caldwell, Idaho. 

Norbest Turkey Growers Association, 1224 First Security Building, Fourth 
South and Main Streets, Salt Lake City, Utah. 

Oregon Bgg Producers, 306 SE. Ash Street, Portland, Oreg. 

Poultry Producers of Central California, 840 Battery Street, San Francisco, 
Calif. 

Poultrymen’s Cooperative Association of Southern California, Box 23415 L 
Station, Los Angeles, Calif. 

San Diego Cooperative Poultry Association, 50 22d Street, San Diego, Calif. 

San Joaquin Valley Poultry Producers Association, Post Office Box 1829, Fresno, 
Calif. 

Utah Poultry & Farmers Cooperative, Post Office Box 1620, Salt Lake City, 
Utah. 

Washington Co-Operative Farmers Association, 201 Elliott Avenue West, 
Seattle, Wash. 


PROCESSED FRUITS AND VEGETABLES DIVISION 


Berks-Lehigh Cooperative Fruit Growers, Inc., 130 East Locust Street, Fleet- 
wood, Pa. 

Blue Lake Packers, Inc., Post Office Box 1088, Salem, Oreg. 

California Prune and Apricot Growers Association, Post Office Box 670, San 
Jose, Calif. 

Florida Citrus Canners Cooperative, Lake Wales, Fla. 

Knouse Foods Cooperative, Inc., Peach Glen, Pa. 

North Pacific Canners and Packers, Inc., 5200 SH. McLoughlin Blvd., Portland 
2, Oreg. 

Sun-Maid Raisin Growers of California, Fresno, Calif. 

Tri-Valley Packing Association, 240 Battery Street, San Francisco, Calif. 

Turlock Cooperative Growers, Box 948, Modesto, Calif. 

Willamette Cherry Growers, Inc., Post Office Box 283, Salem, Oreg. 
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PURCHASING DIVISION 


Associated Cooperatives, Inc., Post Office Box 911, Sheffield, Ala. 

Centrala Farmers Co-op., Inc., Selma, Ala. 

Consumers Cooperative Association, Post Office Box 7305, Kansas City, Mo. 

Eastern States Farmers’ Exchange, Inc., West Springfield, Mass. 

Farm Bureau Cooperatives Association, Inc., 245 North High Street, Columbus, 
Ohio. 

Farm Bureau Services, Inc., 4000 North Grand River Avenue, Post Office Box 
960, Lansing, Mich. 

Farmers Cooperative Exchange, Inc., Raleigh, N. C. 

Fruit Growers Supply Co., Box 2706, Terminal Annex, Los Angeles, Calif. 

Illinois Farm Supply Co., 100 East Ohio Street, Chicago, Ill. 

Louisiana Agricultural Cooperative, Inc., Baton Rouge, La. 

Minnesota Farm Bureau Service Co., 101 East Fairfield Avenue, St. Paul, Minn. 

New England Farm Supply Cooperatives, Inc., Post Office Box 61, 317 Main 
Street, West Concord, Mass. 

Northwest Wholesale, Inc., Post Office Box 849, Wenatchee, Wash. 

Pacific Supply Cooperative, Box 1004, Walla Walla, Wash. 

Pennsylvania Farm Bureau Cooperative Association, Inc., Post Office Box 23, 
Harrisburg, Pa. 

Tennessee Valley Cooperatives, Inc., Pose Office Box 291, Decatur, Ala. 

United Co-Operatives, Inc., 243 East Main Street, Alliance, Ohio. 

Wisconsin Farmco Service Cooperative, 18 Thornton Aveuue, Madison, Wis. 


STATE COUNCILS DIVISION 


Agricultural Conference Board of Virginia, 613 Mountain Trust Building, 
Roanoke, Va. 

Agricultural Cooperative Council of Oregon, 345 West 31st Street, Corvallis, 
Oreg. 

Agricultural Council of California, 1400 10th Street, Sacramento, Calif. 

Delaware Council of Farmer Cooperatives, Route 2, Elkton, Md. 

Farmers Cooperative Council of North Carolina, Box H-1, Greensboro, N. C. 

Florida Council of Farmer Cooperatives, care of College of Agriculture, Gaines- 
ville, Fla. 

Georgia Cooperative Council, Lexington Road, Athens, Ga. 

Idaho Cooperative Council, Room B-7, State Capitol Building, Boise, Idaho 

Iowa Institute of Cooperation, 307 Kellogg Avenue, Ames, Iowa 

Kansas Cooperative Council, 523 Garlinghouse Building, Topeka, Kans. 

Kentucky Cooperative Council, care of Cooperative Seed & Farm Supply Service, 
1111 East Washington Street, Louisville, Ky. 

Louisiana Council of Farmer Cooperatives, University Station, Baton Rouge, La. 

Maine Cooperative Council, care of College of Agriculture, University of Maine, 
Orono, Maine 

Michigan Association of Farmer Cooperatives, 4000 North Grand River Avenue, 
Post Office Box 960, Lansing, Mich. 

= Association of Cooperatives, 2651 University Avenue, St. Paul 14, 
Minn. 

aero Council of Farmer Cooperatives (AAL), Post Office Box 449, Jack- 
son, Miss. 

Nebraska Cooperative Council, 3275 Holdrege Street, Lincoln 3, Nebr. 

New York State Council of Farmer Cooperatives, Inc., 203 Warren Hall, Cor- 
nell University, Ithaca, N. Y. 

Ohio Council of Farmer Cooperatives, 309-311 Brunson Building, 145 North High 
Street, Columbus 16, Ohio 

Oklahoma Agricultural Cooperative Council, care of Oklahoma Agricultural 
and Mechanical College, Stillwater, Okla. 

a Association of Farmer Cooperatives, Post Office Box 23, Harris- 

urg, Pa. 

eae Council of Farmer Cooperatives, Post Office Box 948, Green- 
wood, 8S. C. 

South Dakota Association of Cooperatives, Post Office Box 1402, Huron, S. Dak. 


a Council of Farmer Cooperatives, Post Office Box 1071, Knoxville 7, 
enn. 


Texas Federation of Cooperatives, 307 Nash Building, Austin, Tex. 
Utah Council of Farmer Cooperatives, care of Utah State Agricultural College, 
Logan, Utah 
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Washington State Council of Farmer Cooperatives, 4119 Arcade Building, 
Seattle 1, Wash. 
Wisconsin Council of Agricultural Cooperative, 205 Tenney Building, Madison 
3, Wis. 
TOBACCO DIVISION 


Puerto Rico Tobacco Marketing Cooperative Association, Post Office Box 331, 
San Juan, P. R. 
Tennessee Burley Tobacco Growers Association, Post Office Box 390, Greene- 
ville, Tenn. 
WOOL DIVISION 


American Angora Rabbit Breeders Cooperative, Post Office Box 551, Palmer 
Lake, Colo. 

National Wool Marketing Corporation, 281 Summer Street, Boston 10, Mass. 

Pacific Wool Growers, 734 NW. 14th Avenue, Portland 9, Oreg. 


ASSOCIATE MEMBERS 


Colorado Cooperative Council, Inc., 2800 South Broadway, Englewood, Colo. 
Vermont Cooperative Council, 73 Main Street, Montpelier, Vt. 
Wyoming Cooperative Council, 712 South 12th Street, Laramie, Wyo. 


APPENDIx B 


ExcerPts FRoM COMMUNICATIONS From OFFICIALS OF A NUMBER OF MEMBER 
ORGANIZATIONS OF THE NATIONAL COUNCIL OF FARMER COOPERATIVES COM- 


MENTING UPON THE ADVERSE EFFECTS OF THE. 3 PERCENT TRANSPORTATION Tax 
ON PROPERTY 


(The Comments in the Separate Cases are Identified by Case Number and State 
of Location in the Headquarters Office of the Farmers’ Organization) 


Case No. 1: Arkansas 


On last year’s operation, the 3-percent tax paid by us was: Potash from New 
Mexico, $2,088; phosphate rock from Florida, $2,270; triple superphosphate from 
Florida, $892 ; other imports, $300; total, $5,500. This represents the increased 
cost to farmers, and was a substantial part of the plant’s loss in operations. 


Case No. 2: California 


Effective December 1, 1942, a 3-percent tax on transportation of property was 
enacted as an emergency revenue measure to help defray war costs and we under- 
stand to retard transportation of goods. This tax has continued in effect long 
after it should have been repealed. 

This tax discriminates against long-haul shippers in that it is calculated as 
a percentage of the transportation charges, rather than on a flat basis, and 
therefore imposes a greater burden on the California citrus shippers than on 
shippers of citrus from competing areas that are closer to the principal markets 
and whose transportation charges are therefore lower. 

In addition to the general discrimination against long-haul shippers inherent 
in a tax assessed as.a straight percentage of the freight rate, this tax is especially 
burdensome to shippers of farm products because it represents a larger and larger 
percentage of their declining income. It has been a progressively larger tax in 
dollars and cents due to increased freight rates and, in the case of shippers of 
farm products, has increased as a percentage of income at a more accelerated 
rate due to a simultaneous decrease in farm income. 

Shippers of a great many commodities can pass extra costs along to the buyer. 
However, most perishable products are sold on a delivered basis at the going 
market price, in which case all costs of transportation, including tax, come 
directly out of the shipper’s pocket. This tax has cost the California-Arizona 
citrus growers an average of $1,763,000 per year for the last 5 years. 


Case No. 3: California 


Despite any other differences that Californians may have among themselves, 
we should all unite in demanding repeal of one special Federal tax. This is 
the excise tax on transportation of persons and property. Imposed as a war- 
time measure to obtain revenues for fighting a global war, we still have this tax 
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with us today in the amount of 3 percent on freight and 10 percent on passenger 
traffic. 

The question of how, when, and where to reduce tax burdens is a knotty one but 
repeal of this particular tax demands our special attention. In competitive east- 
ern markets we have always faced the problem of the additional cost of trans- 
porting our California crops clear across the continent, with the attendant higher 
cost than that incurred by our competitors from other States. Imposed as it is 
percentagewise upon the total rate, this tax increases the burden upon our 
long-haul shipments. 

Competitive disadvantage.—For example, it costs about $768 to get a refrig- 
erated carload of oranges from California to New York, excluding this tax. At 
the same time, the freight from Jacksonville, Fla., to New York is approximately 
$390. We must pay a $23 excise tax while the same tax on the Florida shipment 
amounts to only $12. An $11 savings per car may not seem very large, consid- 
ering the total cost. Any producer can tell you, though, what a 3-percent sav- 
ing in his total transportation bill can mean to his competitive position. 

Lest we think that the citrus industry is the only one enduring such hardships, 
it should be pointed out that it is estimated that 22 percent of all the tax collected 
on freight movements between 1943 and 1948 was paid by agricultural com- 
modities. 

Hurts consumers, too.—In the transition of raw material to a finished product, 
it has been estimated that in the case of certain essential commodities trans- 
portation is used 11 times. A 3-percent tax can thus pyramid into tax upon tax 
and these amounts will usually be included in the retail prices which the con- 
sumer must pay. 

As consumers, we can certainly appreciate the increased costs we are assuming 
on the many products manufactured in the East and shipped to us across the 
country. In short, we take a licking on production shipments to the East and 
are squeezed on consumer shipments from the East—a most undesirable posi- 
tion. 


Case No. 4: California 


Our major fresh citrus competitor is Florida. Their transportation charges 
are so much less than ours to the important consuming areas in the eastern 
yee States that the 3-percent transportation tax is discriminately higher 
or us. 

With transportation charges and particularly rail rates on our long hauls to 
big eastern markets constantly rising the amount of the tax is of course also 
rising. The United States Government is collecting about 42 percent more tax 
from us on these hauls than was originally anticipated when the tax was imposed 
as a deterrent and not as a source of revenue. 

In our 1954-55 season we paid roughly $3 million in transportation charges. 
In 1952-53 it was about $4 million on a larger crop. Thus our transportation 
tax bill runs from $90,000 to $120,000. This would represent an appreciative 
savings in our marketing cost if the tax were repealed. 


Case No. 5: California 


Adds 27 to 30 cents a bale to the cost of delivering a bale of cotton to the do- 
mestic mills, which is approximately 5 percent of the average margin that a 
cotton merchant has to work with. 

This extra cost can and does allow synthetic fibers to enjoy a more competitive 
position with California and Arizona cotton as these fibers (synthetic) originate 
in the mill area and therefore are not penalized by a higher transportation tax 
cost. 

All cotton as well as all other commodities suffer from a pyramiding of the 
transportation tax, which adds several times the amount of the original 3 percent 
tax to the final cost to the consumer. 

Repeal of the 8 percent transportation tax will mean a direct savings to our 
growers of 27 to 30 cents a bale. And this does not take into account the savings 
the mills will realize in the distribution of their finished product, of which a 
part of this saving will drift back to the grower through a better price paid 
for his products. 

One of the most unfair parts of the 3 percent transportation tax is thet large 
shippers through ownership or leasing of trucks can get around the payment of 
this tax. This not only puts the small shipper that does not have sufficient traffic 
to justify owning or leasing equipment at a disadvantage, but also works a hard- 
ship on the for-hire carrier through loss of tonnage. In many cases the saving 
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of this tax alone is enough to justify an organization to purchase or lease its own 
trucks. 


Case No. 6: California 


I strongly favor the council policy for repeal of the 3-percent excise tax on 
transportation of property, and offer the following comments as to the adverse 
effects of such tax which you may use in the council statement to be presented to 
a congressional subcommittee if you desire. 

Our present taxes on the transportation of walnuts into our packaging plant 
from various locations throughout the State of California, and reforwarding 
to the ultimate consignee within the United States, amounts to $60,000 or more 
per year. 

We are at a competitive disadvantage, with pecans grown in the South and 
shipped to Atlantic coast and New England markets, because of the present rate 
differential. Our rate being $2.19 per hundredweight, we are required to pay 
a tax of $0.0657 per hundredweight, whereas the pecan rate from Albany, Ga., 
to New York is $1.07 per hundredweight, for which they would pay a tax in 
the amount of $0.0321 per hundredweight, or a tax advantage in favor of eastern 
grown pecans of $0.0336. * 

* * * * * * * 


Our grower members are caught between the ceiling for which walnuts can be 
sold, and the rising cost of labor and materials, as well as transportation. If 
the railroads are granted the 15-percent increase petitioned for in Ex Parte 206 
our taxes on the increased portion requested would amount to an additional 
$9,000 per year taxes to be paid for the transportation of walnuts from Cali- 
fornia to various markets throughout the United States. 

To remain competitive with other tree nuts in the markets both domestic and 
imports, the * * * are forced to absorb these taxes, and consequently our 
growers’ returns are reduced accordingly. 


Case No. 7: California 


The tax discriminates against the distant shipper because it is a percentage 
of the freight rate. For example, the tax on a refrigerated carload of produce 
Florida to New York is approximately $12, whereas the same shipment from 
California would be assessed a tax of approximately $23—the result being the 
California grower would get $11 less for his produce as a direct result of the 
tax and in addition anything he purchased from the production centers of the 
East would cost him a corresponding amount in additional tax for the long haul 
westbound. 

It is a pyramiding tax where a product will be taxed each time it moves from 
one stage of processing to another and in most cases each successive move results 
in a higher tax than the preceding one, because the rate bracket has been 
increased due to processing. 

Governmental experience demonstrates that regulation is best achieved by 
regulatory bodies with full control of the entire subject of rates, charges, and 
revenue. The public interest and the interest of the consumer, shipper and 
carrier would best be served by the removal of this levy from the statute, 


Case No. 8: Colorado 


This tax adds to cost of living—both consumer and producer. 
The tax on our last season’s movement amounts to approximately $20,000 
borne by the growers. 


Case No. 9: Delaware 


My sons and I operate a dairy farm with, at present, a small margin of profit. 
Our purchased dairy feed and fertilizers cost us appreciably more because of this 
tax. Seems to me this tax is similar to Federal gasoline tax which was removed 
for farm consumption. Our milk with a 40 cents per hundred weight trucking 
charge carries the 3 percent tax on the truck charge and with present price of 
milk this is above one-fourth percent on total value. 


Case No. 10: Florida 


The economic significance of the 3 percent excise tax upon transportation of 
agricultural commodities is without a doubt more pronounced in the agricul- 
tural industry, and particularly that segment dealing with perishable com- 
modities, than any other business. The sale price of fresh vegetables is gov- 
erned by supply and demand and the market value of such fresh vegetables 
is largely determined by the price paid for the commodities at the large receiv- 
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ing markets in the North and East, such as New York City, Philadelphia, Pitts- 
burgh, Cleveland, and Chicago. In every case the grower of fresh vegetables, 
the farmer, receives what is left from the sale price after deducting all appli- 
cable costs and expenses of production, shipping and marketing, including the 
3 percent Federal transportation tax as well as the 10 percent Federal tax on 
communication activities incident to operation of the business. 


Case No. 11: Idaho 


Costs Idaho more to move potatoes to Chicago than Wisconsin growers—— 
from Red River Valley—all adds to cost and reduces farmer income. The 
farther from market an area is the more it costs. Limits markets. 

Many potatoes moving to market have already paid the tax from farmers 
cellars to packinghouses. May be further taxes in successive moves; $1.40 per 
hundredweight average freight rate to Chicago—3 percent or $0.042 per hundred- 
weight tax 360 sacks per car or $15.12 per car tax; 50,000 cars annually from 
Idaho—$756,000 income lost to Idaho growers. Services such as icing, heating, 
ete., are taxable. Increases cost per unit on transportation. 


Case No. 12: Illinois 


This excise tax has the same effect as the 3-percent increase in freight rates. 
It comes out of the farmer’s pocket because it is deducted from the account sale 
when the livestock is sold the same as other transportation charges before the 
net proceeds are remitted to the producer. 

In addition to pyramiding there is also the windfall feature because of the 
successive increases in rates that now are about 84 percent higher than in 1946 
with further increases of 22 percent in Hz parte 206 plus an additional 7 percent 
according to the emergency increase petition filed by the railroads just a few 
days ago. 


Case No. 18: Indiana 


Certain of the commodities we distribute (agricultural implements as an 
example) require a number of movements via common carriers to convert the 
raw product into a finished item. Such succession of movements results in 12 
percent or more being paid as tax on freight charges. 

This 3 percent transportation tax amounted to $495,360 for the year of 1955 
on our sales to the farmers in Indiana. The freight cost was 12 percent of our 
sales of $137,600,000 or $16,512,000; 3 percent of this freight paid was $495,360. 

One item essential to agriculture—fertilizer—contains ingredients which must 
be moved great distances on high freight rates and charges. The current 3 per- 
cent tax adds an excessive cost to this vital commodity of agriculture. For 
example rock phosphate from Florida cost about $9 per ton. The freight cost 
is $8.87 per ton. This 3 percent tax amounts to 26 cents per ton and is almost 
3 percent of the cost of the material. 


Case No. 14: Massachusetts 


Pyramiding of costs for successive movements in distributive process: 
This occurs very simply as follows: 
Potash from Carlsbad, N. Mex., used as fertilizer ingredient at Cambridge, 
Mass. : Cents 
Freight $17.52 per ton to Cambridge, Mass., tax.___...___.__._._______ 52.56 
Freight $7.48 per ton Cambridge to Caribou, Maine._...........____ 28. 44 


Tax paid per ton 
The farmer, or anyone else at the “end of the line,” bears the full burden. 
; Net income of farmers is affected since the 3-percent tax on transportation 
is passed along in the farmers’ delivered prices. Every freight-rate quotation 
includes the 3-percent tax. 
Places the shipper dependent upon common carriage at a disadvantage since 
shipper using private carriage is not subject to the tax. 


Case No. 15: Michigan 


Where margins are very narrow, it is quite obvious that the tax is increasingly 
more burdensome as the base to which the tax is applied increases. Hence, 
where a longer haul results in higher transportation eost, a higher tax results, 
even though the price of the commodity would otherwise be comparable. Thus 
a tax based on only one of the cost items entering into the final price of a 
product can create competitive burdens that are traceable to discriminatory 
result arising from a tax statute. 
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Freight rate sometimes eliminates markets. Where a borderline situation 
exists, assuming unequal freight costs with other factors relatively equal, the 
transportation tax will exaggerate the burden of unequal freight cost. 

There is nothing unusual about the pyramiding problem—it just gets worse 
every time a carrier for hire hauls a commodity which has been subjected 
previously to transportation charges. If the product involved is composed of 
many materials each of which has been subjected to the incident of the trans- 
portation tax, a number of times, you ultimately get a tax on a tax on a tax, 
etc., because the costs tend to get into the price structure some way or another, 
in the process of shifting burdens back and forth where shifting is possible. 

Where prices are set on the basis of markets, such as grain, there is a 
tendency for changes in transportation costs to be reflected in an immediate 
reduction in prices, until competitive factors cause a lift in prices. Farmers 
feel that such costs or costs measured by transportation costs come to rest 
permanently on the shoulders of farmers. 


Case No. 16: North Carolina 


We have been studying your letter of October 30 relative to the excise tax 
on transportation, and frankly the study which we have made is most alarming 
to us. 

For instance, take the calendar year of 1955, 6,350 carloads of freight were 
moved by us. Using our excise-tax cost, which averaged $9.16 per car, our excise 
tax for this movement alone amounted to $58,166. 

We have, also, taken a sampling of our truckload, less-than-truckload, and 
less-than-carload movements and our best estimate shows that another $20,000 
approximately would have to be added to the excise tax for the year, making 
more than $78,000 excise tax. 

When you stop to realize that we are handling less than 10 percent of the 
farm supplies used in our territory, you can appreciate immediately what 
the farm people of the Carolinas are having to pay in the way of this excise 
tax alone. 

There is absolutely no way on earth for the farmers paying this tax to pass 
it on to anyone else. It rests right in the farmer’s lap, and I think a sound 
estimate of a million dollars alone in the Carolinas would be a fair estimate. 

Our investigation proved that we are paying an average of $305.41 per carload 
in freight charges on our carload movements. We also took a sampling on truck- 
load, less-than-truckload, and less-than-carload movements and we find that 
the average of these freight bills totaled $66.68. So you can see the tremendous 
amount of freight that just one little organization like the is having to 
pay and again I say, of course, all this has to be added to the cost of the goods 
which the farmers purchase and unfortunately he cannot pass that on but it 
must be added to his cost of production. That is why in recent years the farmers 
are beginning to return to the habit of selling their precious resources that should 
be kept and multiplied to for posterity’s sake in order to meet current operating 
expenses, 

We hope very much that you will continue your efforts to have this 3-percent 
excise tax taken off freight shipments, which again I say would possibly add a 
million dollars to the income of our farmers in the Carolinas. 


Case No. 17: Ohio 


Since World War II transportation costs have pyramided. For example, rail 
freight rates on agricultural products are now more than 70 percent above the 
1945 level. The continuation of the wartime tax of 3 percent on transportation 
adds further burden to the farmer and his transportation expenses. 


Case No. 18: Ohio 


The certainly is in accord with those who wish to have the 3-percent tax 
removed. Most assuredly margins and savings are reduced, which in the end 
result, leaves less net income to farmers, who already are not getting their fair 
share of the income. 


Case No. 19: Oregon 


The , of course, is opposed to the 3-percent excise tax on transportation 
which was put on as a wartime measure, and the reasons for which are no longer 
existent. It amounts to a considerable sum for our shippers and, of course, 
the wool grower pays it. He always pay the freight. 

All of our wools are sold on a basis of landed Boston price, and therefore we 
have to deduct about 3 cents a pound to bring the wooi to a net price f. o. b. 
Portland. 
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A reugh calculation would indicate that our tax bill represented by this 3 
percent excise tax amounts to around $1,200 or $1,500 a year, and in years of 
larger volume it is considerably more than that. 


Case No. 20: Oregon 


We are hit two ways—Oregon producers must ship agricultural products to 
markets outside the State in large volume. By same token finished industrial 
products must be shipped into Oregon. 

The transportation tax raises the cost of all our production supplies and at 
the some time puts our products at a disadvantage in export markets. 


Freight tax on grain marketed, 4 million bushels 
Freight tax on supplies purchased, $3,500,000 


Total tax cost to our association and its members 45, 250 


Transportation tax is particularly unfair to a farmer because he is both a 
seller and a marketer of products as well as a heavy consumer and he gets 
doubled up on more than any other segment. 


Case No. 21: Tennessee 


We definitely do want to see this tax repealed or at least cut. I am sure you 
will be interested to learn we paid in 1954, $23,494.90; in 1955, $23,719.03; and 
in 1956 through October 31, $27,562.74—a total of $74,776.67 in less than 3 years. 

This should have been a $75,000 saving to the farmers of Tennessee. 


Case No, 22: Utah 


A 8-percent excise tax on transportation adds injury to more injury to the 
wool grower. Foreign wool is very competitive. Wool growers in the United 
States must pay a long list of taxes, including income tax, social-security tax, 
and many others, and it is unjust to have a 3-percent excise tax on transporta- 
tion, as our competitors move wool by foreign waters transportation, and they 
avoid this tax, as they de all the others mentioned. 

There is possibly no industry in which the cost of new material becomes 
pyramided as in the wool industry, and the 3-percent excise tax only adds to 
the pyramiding. 

This organization is but a small cooperative, yet this 3-percent tax amounts 
to about $3,600 per year. 


‘Case No. 23: Washington 


The tax is discriminatory against the long-haul shipper versus the short-haul 
shipper of similar commodities. For example, on corn from the Midwest to 
the State of Washington the freight cost averaged $20.40 per ton, which means 
61 cents per ton tax; on soybeans, $28.10 per ton freight and 85 cents per ton 
tax. Users in the Midwest area have a low freight cost, probably averaging 
around $5 per ton, so have practically no tax. Therefore, the cost of feed per 
ton to our farmers is that much higher. A similar situation prevails on many 
commodities we purchase for farmers when the articles are produced in the 
Midwest or East; for example, steel products, tires, refrigerators and freezers, 
poultry and dairy equipment, and metal roofing. Freight with its 3 percent 
tax is a material factor in the f. o. b. State of Washington cost on all these 
products. 

An extreme example is our purchase of oyster shell for poultry grit from a 
supplier in Louisiana. The laid-down cost in the State of Washington is 
$31.44 per ton, of which $19.80 per ton is freight and 59 cents per ton tax ($5.4 
percent of the Lonisiana price). 

In summary, we feel the State of Washington (and west coast in general) 
is in a discriminatory tax position on products purchased and marketed because 
of being away off in one corner of the United States. This is the only Federal 
tax where certain areas pay a greater amount per unit on identical products. 

Our freight bill to for-hire carriers approximates $4 million per year, which 
means $12,000 of discriminatory tax paid by our farm members. 

The tax is discriminatory between United States and Canadian suppliers. 
Products shipped prepaid from Canada have no 3-percent transportation tax. 


Case No. 24: Wisconsin 


We strongly favor the council’s policy of repeal of 3-percent excise tax on 
transportation of property. 
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We estimate that the total transportation tax on materials purchased by 
this cooperative and sold to our member companies approaches $55,000 per year. 

Naturally, this affects to a great extent the price which the farmer pays for 
necessary supplies in the operation of his farm. 

We feel that this is an unreasonable penalty to impose upon our farmer 
patrons in view of the already extremely high cost of transportation service 
and it is well to bear in mind that for each general increase in transportation 
rates the tax burden is correspondingly increased through application to the 
higher rate. 


We feel that the purpose for which the tax was originally designed has long 
since ceased to be a factor. 


We strongly endorse any action to progress the elimination of the excise tax on 
transportation. 

Mr. Foranp. The next witness this morning is Mr. William C. 
Henry. Will you please identify yourself for the record. 


STATEMENT OF WILLIAM C. HENRY, IN BEHALF OF THE UNITED 
STATES INDEPENDENT TELEPHONE ASSOCIATION 


Mr. Henry. My name is William C. Henry. I am president and 
general manager of the Northern Ohio Telephone Co. of Bellevue, 
Ohio. Ours is a company with 66 separate relatively small telephone 
exchanges with a combined total of 97,622 subscribers. We serve in 
all or parts of 26 counties in northern Ohio. 

I am appearing here today before this committee in my own behalf 
and that of the United States Independent Telephone Association. 
I am a director and member of that organization’s executive commit- 
tee. The independent telephone industry serves approximately two- 
thirds of the geographical area of the United States through more 
than 4,700 independent (non-Bell) telephone companies. These 
companies have approximately 9 million telephones and operate in 
almost 1,000 cities and towns, principally the smaller ones. 

I would like to draw attention to the discrimination occasioned b 
the excise tax on telephone service and ask for its complete removal, 
on both local and long-distance service. 

An examination of tax history since the round of the century will 
show that in each instance in which excise taxes on communications 
have been imposed such action has been taken purely as an emergency 
measure and the taxes have always been repealed when the emergency 
was over. It has, always, up to this time, been recognized that tele- 
phone excise taxes constitute no part of a peacetime tax structure. 

The excise taxes imposed during the period commencing in 1940 
were restrictive taxes designed to reduce the use of the affected prod- 
uct or service taxed, so that critical materials used in the manufacture 
of the product or in providing service might be diverted to the 
purposes of war. 

Today there is no need for any restriction. The excise taxes on 
communication services are the only taxes levied upon regulated public 
utility services, except transportation. And even in the case of trans- 
portation, there is no tax levied upon short-haul commutation. There 
is no excise tax on gas, electricity, water, sewage or heating service. 
We think it is a discrimination of the rankest sort to impose an 
excise tax on telephone service especially since the conditions under 
which these taxes were imposed have ceased to exist. 

In the independent branch of the telephone industry, about 80 per- 
cent of our subscribers are residence subscribers, more than 1 in 5 
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of our subscribers are farmers, and in our branch of the business, 
operating in the small towns and rural areas as we do, the small cash 
income of many people is such as to make an excise tax on their neces- 
sary communication service one of great severity. In the farming 
and rural areas the telephone is an indispensable medium to obtain 
market quotations, to summon the doctor or veterinarian, and to 
reach the fire department. 

With nearly 54 million telephones in the United States and more 
than 160 million local exchange conversations and 7 million long- 
distance calls every day of the year, it should be obvious to any one 
that more people are affected by the tax on telephone calls than could 
possibly be affected by the tax on any other thing or service. 

The excise tax on telephone service is paid for by the telephone 
subscribers and that tax is collected, cost free to the Government, by 
the telephone companies as part of the telephone bill. My own 
company in 1955 collected and remitted to the Government the sum 
of $600,000. Subscribers do not, generally speaking, differentiate 
between the charge for telephone service and the charge for excise 
taxes but merely look upon the bill for both the telephone service 
charge and the excise tax thereon as “the telephone bill.” 

In a regulated industry such as the telephone industry the regula- 
tory bodies fix the amount which may be charged for service. The 
consumer is concerned primarily with the total cost to him of obtain- 
ing service—that is the cost of the service plus tax, if any. 

The telephone industry is very closely regulated and the amount 
which may be charged subscribers for service is fixed by regulatory 
bodies who determine what is a fair charge for services. Among 
the many factors which are considered in determining this charge, 
probably the most important are: 

(a) A fair charge to the subscribers for telephone service. 

(6) A fair rate of return to the people who have invested their sav- 
ings in the telephone business—the shareholders. 

These two factors, are, to a great extent, interdependent. On the 
one hand, the regulatory commission must allow the company to earn 
a sufficient amount to enable a company to provide adequate service. 
On the other hand, the subscribers must not be charged more than a 
reasonable sum for services rendered, or unduly discriminated against 
by the levy of a tax no other utility users are required to pay. 

We have now come to the point where the wartime pent-up demand 
for telephone service is lessening and the full impact of the excise 
tax is being felt increasingly. The gross severity of the inequity 
of taxing ete service at higher rates than nonessentials will 
progressively depress the normal expansion of our business and ham- 
per us in obtaining capital for construction and continued improve- 
ment of telephone service. 

A public utility like a telephone company has to compete in the 
money market with oil, manufacturing, and other utility companies, 
and all other business requiring capital. The excise tax tends to dry 
up the capital marketb y subtracting from the customer’s spendable 
dollar, amounts which might otherwise be saved and invested in new 
capital, and also raises doubts in the minds of some investors as to 
whether an industry so very heavily taxed is truly a good investment. 

It should be quite apparent that if the excise tax were removed, 
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the consumer would have an increase in spendable and savable income 
by that amount. The Government recoups a portion of this tax in 
other forms and would probably suffer no great loss of revenue from 
its repeal. ‘The additional business generated from additional spend- 
able income will produce additional income, and some portion of that 
additional income is recouped through income taxes. 

It is hard for me to believe that an everyday necessity such as tele- 
phone service should be taxed at the same high rate as unessentials. 
When a commodity or service becomes an accepted household and busi- 
ness convenience it is not a luxury. In the interest of justice and the 
removal of discrimination we ask that the excise taxes in their entirety 
be removed from telephone service, both local and long distance. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Henry. It does, sir. 

Mr. Foranp. Are these any questions ? 

Mr. Jenkins. 

Mr. JenxKins. You say your home address is Bellevue, Ohio? 

Mr. Henry. That is correct, sir. 

Mr. Jenxins. Mr. Henry, we appreciate that the telephone business 
is a big business. Nevertheless, everybody has a telephone all over the 
country. From your connections with this organization in northern 
Ohio are you in a position to say that conditions in northern Ohio 
under your operation are about the same as those all over the Nation?! 

Mr. Henry. Yes. We are regulated by the Public Utility Commis- 
sion of Ohio, which is similar to the regulatory bodies in all states of 
the United States, excepting two which have no commissions. 

Mr. Jenkins. Then I would be safe in saying that your connections 


are typical of connections all over the country. Is anyone else speak- 
ing for this industry besides you ? 

Mr. Henry. I am speaking for the independent companies, and the 
Bell System of course has its own eeprepenreeere. I would say that 


our conditions are typical of the small telephone companies operating 
in the smaller size towns and communities where we are catching up 
with service demands and the tax becomes an increasing burden in 
the gain of more telephones. 

Mr. Jenkins. Do you have figures to present to show the size and 
extent of independent business as compared to Bell? 

Mr. Henry. The extent of my own company, you mean? 

Mr. JenKiNs. No; the business of independents similar to yourself. 

Mr. Henry. The excise tax on independent companies was $60 mil- 
lion, and that compares with some $460 million on the Bell System, if I 
remember correctly the figures for the 2 groups. 

Mr. Jenxrs. That is all, Mr. Chairman. 

Mr. Foranp. Are there further questions? 

Mr. Mason. Mr. Henry, you testify as if you meant it. 

Mr. Henry. I do, sir. I run the business. 

Mr. Mason. I like a witness who will testify as if he meant what he 
said and not mumble his words. You certainly put that across. 

Mr. Henry. Thank you, sir. 

Mr. Foranp. We thank you for your testimony. 

Mr. Henry. I thank the committee. 

Mr. Foranp. The next witness is Mr. Austin L. Roberts. Will you 
identify yourself for the record, Mr. Roberts. 
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STATEMENT OF AUSTIN L. ROBERTS, JR., GENERAL SOLICITOR, 
NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COM- 
MISSIONERS 


Mr. Roserts. Mr. Chairman and members of the committee: my 
name is Austin L. Roberts, Jr. Iam general solicitor of the National 
Association of Railroad and Utility Commissioners with offices at 
5310 ICC Building, Washington, D. C. I am appearing in behalf 
of that asosciation in support of the repeal of the Federal excise taxes 
on transportation and communications services. 

The national association is a voluntary organization embracing 
within its membership the members of the public utility regulatory 
commissions and boards of all 48 States of the United States, the Dis- 
trict of Columbia, the Territory of Hawaii, and the Commonwealth 
of Puerto Rico, as well as the members of the Federal regulatory 
commissions—the Interstate Commerce Commission, the Federal 
Communications Commission, the Federal Power Commission, the 
Securities and Exchange Commission, and the Civil Aeronautics 
Board. However, the association is supported by the State commis- 


sions and on matters of legislation purports to speak only on behalf of 
the State commissions. 


The association in annual convention has taken a position for some 
years now in support of the repeal of the Federal excise taxes on 
communication and transportation services and, more recently, our 
executive committee at a regular meeting held on October 4, 1956, 
reaffirmed this position through the adoption of the following reso- 
lution: 


RESOLUTION FAvoRING REPEAL OF Excise TAXES ON TRANSPORTATION AND 
COMMUNICATION SERVICES 


Whereas the Federal excise taxes on transportation and communication serv- 
ices were initially levied or greatly increased during World War II to help defray 
war costs and to discourage unnecessary use of facilities employed in rendering 
such services ; and 

Whereas Congress has recognized the special burden created by these excise 
taxes through the more recent reductions in some of such taxes; and 

Whereas transportation and communication services cannot be considered in 
os class of a luxury, but rather as public utilities are necessities of present-day 
life ; and 

Whereas these excise taxes are considered by the customers as an intergral 
part of the cost of transportation and communication services; and 

Whereas all such taxes are discriminatory against the long-distance user of 
transportation and communication services, and against sections of the country 
far removed from centers of population, for the reason that the tax is calculated 
as a percentage of the transportation and communication charge; and 

Whereas there has been a substantial reduction in railroad passenger traffic; 
with resultant deficits in passenger-service operations, so that the public interest 
requires that travel be encouraged rather than discouraged: Now, therefore, be it 

Resolved, That the National Association of Railroad and Utilities Commis- 
sioners reaffirms its opinion that the present excise taxes on transportation and 
communication services are inimical to the maintenance of reasonably priced and 
nondiscriminatory public transportation and communication services and that, 
accordingly, the Federal excise taxes on such services should be repealed; and 

Resolved further, That the committee on legislation and the legal representa- 
tives of the association are hereby authorized to appear on behalf of the associa- 
tion at any hearing that may be held before any committee of Congress to con- 
sider any legislation looking toward revision of excise taxes on transportation 
and communication services for the purpose of presenting the views of the 
association as expressed herein. 
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The particular excise taxes to which the resolution refers are the 
3-percent tax on transportation of property, the 10-percent tax on 
transportation of persons, the 10-percent tax on local telephone service 
and telegraph service, and the 10-percent tax on telephone toll service. 

The State public-utility regulatory commissions are vitally inter- 
ested in the matter of excise taxes because of the effect of these taxes 
directly and indirectly upon the rates of operating utilities, the regu- 
lation of which is a responsibility of these commissions. ‘The excise 
taxes not only increase the cost to the consumer of transportation and 
communication services, but serve to deter and divert the use of such 
services. 

At the outset, I wish to emphasize that the repeal of these excise 
taxes will benefit the users of these services. The charges for com- 
munication and transportation services are fixed by the appropriate 
Federal or State agency regulating these utilities. The excise tax is 
added to the authorized charge in composing the cost to the user. If 
the tax is repealed the user gets the benefit for the authorized charge 
remains enthinasl and the utility, which acts only as the uncompen- 
sated collector of these taxes, cannot change that charge without 
regulatory commission approval. 

There is also another benefit, though indirect, to the user of these 
services. Ifthe taxes are repealed the utility is relieved of the admin- 
istrative costs of collecting the taxes. This saving in costs should ulti- 
mately be reflected in the rates charged the users; for as the matter 
stands now, the excise taxes are not only imposed on the user of the 
services but the user, through the rates paid the utility, is also under- 
writing the cost of collecting the taxes. 

There are many basic inequities in the Federal excise taxes on trans- 
portation and communication services. Excise taxes by their nature 
are selective as to commodities and selective as to rates, but when 
applied to transportation and communications the result is even more 
inequitable and discriminatory. 

First, these taxes were instituted or greatly increased during World 
War II as a wartime measure to deter the general public from using 
these services which were in short supply and necessary to national 
defense. The conditions which exiteh at that time no longer prevail, 
and the Federal Government should discontinue the deterrent effect of 
these taxes by repealing them. 

Second, the commodities taxed, transportation and communication, 
are necessaries of everyday life and are not luxuries justifying the 
imposition of such a tax. For example, the preamble to the Rural 
Telephone Act, Public Law 423, 81st Congress, declares the policy of 
Congress to be the assurance of “the availability of adequate telephone 
service to the widest practicable number of rural users of such service.” 

Transportation and communication are not only necessities to the 
individual user but are also necessities to our national commerce and 
our national defense. As such, they should be relieved of the im- 
position of excise taxes. 

Third, since this tax is computed on a percentage basis, it is dis- 
criminatory against the long-distance user of the service. Why should 
a citizen of this country, who lives on the Pacific coast, for instance, 
have to pay a $35 to $50 tax bill on his transportation on a business 
errand to the National Capital while the resident who lives but a few 
hundred miles from Washington pays a negligible tax bill? The 
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same condition holds true for the manufacturer or the farmer who 
is compelled to ship his products to distant markets. He must assume 
a like discriminatory tax burden. Likewise, this situation applies to 
the manufacturer or farmer who uses a great deal of telephone or tele- 
graph service in marketing his goods in distant competitive markets. 

Fourth, excise taxes discriminate against the for-hire or common 
carriers in competition with private carriers. Private transportation 
by automobile, truck, or vessel is not subject to these excise taxes. 
This encourages people to use private automobiles to the detriment of 
the common carriers of property. In the latter instance, the discrimi- 
nation is compounded against the small-business man who is not 
financially able to avail himself of the alternative of prnrese trucking. 

Fifth, these taxes intend to inflate prices beyond the direct amount 
of the taxes themselves. The conversion of raw materials into finished 
products in the consumer market often requires successive transporta- 
tion movements, and with each movement the tax becomes embedded 
in the price of the article. Markups in the selling price to the next | 
purchaser pyramid the effect of these taxes. 

For example, an initial transportation movement of $100 will carry 
a $3 tax charge, which tax charge with a 3314-percent markup becomes 
$4. Ifthe next customer requires the same transportation and has the 
same markup, his price will include $9.33 for the 2 transportation 
movements with markups while the Government collects only $6 of 
this in taxes on the 2 transportation movements. 

Sixth, with particular reference to the tax on transportation of 
persons, it seems grossly unfair to load a tax burden on the price of 
a service rendered by a segment of business which is operating in a 
depressed condition or at a loss. The regulatory commissions are 
greatly concerned with the growing burden of railroad passenger- 
traffic losses. The problem confronting the rail carriers is of similar 
import to other carriers of persons, particularly to bus companies. 
The regulatory commissions are obligated to make every effort to 
assure for the general public adequate passenger-transportation facil- 
ities where the public convenience and necessity require it. The de- 
cline in volume of passenger traffic on common carriers must be met 
with inducements to use these facilities rather than deterrents. The 
excise tax on passenger travel discourages the use of public transpor- 
tation when national defense and the national transportation policy 
dictate the necessity for encouragement in order to preserve adequate 
passenger-transportation facilities. 

This briefly highlights the numerous inequities arising from the 
excise taxes on transportation and communication services, and ex- 
plains why the NARUC urges that these taxes be repealed. Though 
not a tax expert, I would, in concluding, like to make several observa- 
tions concerning the revenue effect of the repeal of these excise taxes. 

First, a sizable portion of transportation and communication is for 
business purposes, and as such the cost is a business deduction for 
income-tax purposes. The repeal of the excise taxes on these services 
should, therefore, result in some offsetting revenues from income-tax 
sources, 

Second, repeal of these excise taxes should stimulate additional use 
of transportation and communication services. Additional income- 
tax revenue may be derived from the carriers concerned as a result of 
this additional use. 
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However, regardless of the net effect revenuewise resulting from 
repeal of these taxes, our association feels that the inequities occasioned 
by these taxes are so detrimental to reasonably priced, nondiscrimi- 
natory, and sound transportation and communication services as to 
fully justify their repeal. We urge your favorable consideration of 
this view. 

Mr. Forand, I wish to thank the committee for the opportunity to 
appear before it this morning. 

Mr. Foranp. Are there any questions? 

If not, we thank you, Mr. beets. 

The next witness is Mr. Russell Laxson. Identify yourself for the 
purpose of the record, please. 


STATEMENT OF RUSSELL W. LAXSON, CHAIRMAN, TAX 
COMMITTEE, NATIONAL COAL ASSOCIATION 


Mr. Laxson. My name is Russell W. Laxson. I am administrative 
vice president of the Island Creek Co., Huntington, W. Va., but I 
appear here today in my capacity as chairman of the tax committee 
of the National Coal Association. The National Coal Association 
is the trade association of bituminous coal-mine owners and operators, 
and includes within its membership the producers of two-thirds of 
the Nation’s commercial] bituminous coal. 

May I proceed ? 

Mr. Foranp. You may proceed with your statement. 

Mr. Laxson. The coal producers endorse the views to be presented 
to this committee by the National Conference for Repeal of Taxes 
on Transportation, to the effect that taxes on transportation should 
be repealed because, among other reasons, they were imposed as a war- 
time regulatory measure to discourage unessential transportation and 
that justification no longer has any validity. However, we believe 
there are special considerations which make the tax on the transporta- 
tion of coal particularly inequitable. I will confine my presentation to 
those special considerations and recommend specifically the repeal 
of the transportation tax on coal. 

Section 4271 (b) of the 1954 code imposed a tax on the transporta- 
tion of coal at a flat rate of 4 cents per short ton. Section 4281 
of the code imposes a tax on the transportation of crude petroleum 
and liquid products thereof by pipeline at a rate of 414 percent of 
the transportation charge. There is no comparable tax on the trans- 
portation of natural gas by pipeline. 

Frequently the fuel selection of a large fuel consumer such as an 
electric utility, is resolved by a difference of a few cents a ton in the 
delivered price of coal. The tax on the transportation of coal dis- 
criminates against the coal industry in its competition with natural 
gas, and is not only inequitable to management and labor in the coal 
and related industries, but is also inimical to the national need to 
prolong the availability of natural gas for superior uses. 

Although the domestic transportation of oi] is subject to tax, the 
tax on the transportation of coal discriminates against coal in its 
competition with imported residual oil, because such imported resi- 
dual oil is used on or very near the eastern seaboard in locations 
where there is little or no domestic transportation. The serious im- 
pairment of the coal industry’s productive capacity resulting from 
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greatly increased imports of residual oil in recent years has been the 
subject of congressional and executive concern, and I will not burden 
the record with details already known to the members of this com- 
mittee. The present foreign situation vividly illustrates the wisdom 
of maintaining the productive capacity of the coal industry at a level 
sufficient to meet the emergency eal of any situation which may 
arise. The tax on the transportation of coal discriminates against 
the coal industry in those markets where it competes with imported 
residual oil. This legislative handicap to the maintenance of the 
productive capacity of the coal industry should be removed. 

The tax under consideration is paid by fuel consumers and repeal of 
this tax would directly benefit such consumers. The amount of revenue 
involved is not large. Bituminous coal production this year will 
amount to slightly over 500 million tons. The law exempts from the 
tax shipments in the course of export, shipments to States and political 
subdivisions thereof, and shipments to the Federal Government if 
made on a Government bill of lading. Therefore, the amount of 
revenue involved is substantially less than $20 million a year. 

In addition, there are administrative difficulties im the imposition 
of this tax which result in some instances in the payment of the tax 
when it should not be applicable, or the payment of the tax twice on the 
same ton of coal. For instance, on coal which is transferred by public 
transportation to a storage area adjacent to a mine, the tax is imposed 
on the first transportation charge. Then at a later date when the coal 
is shipped to a customer, the producer can recover the tax only by 
certifying to the railroad on each car that tax has already been paid 
and then ene the customer directly for the tax. This abnormal 
procedure is complicated, confusing to the customer and my own com- 
pany has found it necessary in most cases to absorb the 4 cents a ton 
on storage coal and allow the tax to be paid for the second time as the 
coal moves to the customer. As coal moves from a similar mine 
storage area to the export market where the tax is not applicable, there 
is presently no provision enabling the producer to recover the tax 
which was paid on the transportation into storage. 

Also, a large quantity of coal moves to docks on the Great Lakes 
during the summer period for transshipment to customers during later 
months. Some of these customers are governmental units to which the 
tax does not apply. However, in order to avoid the imposition of the 
tax on this tonnage, the dock operator must be able to specify to the 
producer and the railroad, at the time of shipment from the mines, the 
tonnage which he will sell to Government units. This is obviously 
an impossibility in many cases and since the Government units to 
which the coal is ultimately sold will not pay this tax, the cost must be 
absorbed by the dock operator. Since the above storage activities 
are necessary to even out seasonal peaks and valleys in demand, the 
incidence of the tax is causing additional inequities. 

On May 17, 1955, Congressman Baker introduced H. R. 6289, to re- 
peal the tax on the transportation of coal. On July 18, 1955, the Ways 
and Means Committee approved H. R. 6289 for inclusion in the “bob- 
tail” tax bill then under consideration, but unfortunately this bill was 
not reported out of committee. We believe that action should be 
taken now to accomplish the purpose of H. R. 6289 and repeal the in- 
equitable and discriminatory tax on the transportation of coal. 
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I appreciate the opportunity to present the views of the coal industry 
to this committee. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Laxson. That concludes my statement. 

Mr. Foranp. Mr. Eberharter will inquire. 

Mr. Esperuarter. Mr. Laxson, in trucking coal from the storage 
bins to commercial users do you still pay the 4 cents per ton tax? 
Some of these trucks carry 5 or 10 tons of coal in one haul to com- 
mercial users. Do you pay the 4-cent tax on that? 

Mr. Laxson. In that case, if it all went to one user, where it is easy 
to segregate and the tax had already been paid, it would not apply 
again. 

Mr. Eseruarter. In other words, if you had already paid the rail- 
road tax, then when you truck it from storage to the commercial user 
you don’t have to add another tax? 

Mr. Laxson. That is correct, where it is identifiable. Ordinarily, 
that type of movement would not apply in a mine area. That would 
be in an area far away from the mines, where it had gone into a retail 
storage yard in a city far away from the mines. The trouble we get 
into is where we store it at the mines. 

Mr. Enernarter. I see. Thank you. 

Mr. Foranp. Mr. Jenkins will inquire. 

Mr. Jenxrys. Mr. Laxson, if Congress should pass the Baker bill 
and that should become law, would that answer most of your 
complaints ? 

Mr. Laxson. Yes, sir. 

Mr. Jenxrns. I wish to bring out with reference to this gentleman— 
you represent the Island Creek Coal Co. of Huntington, W. Va.? 

Mr. Laxson. Yes, sir. 

Mr. Jenxrns. I happen to come from that section and I know some- 
thing about that coal producing section up there. What is the gen- 
eral condition of the coal industry as to whether it is prosperous or 
whether these burdens are holding it down ? 

Mr. Laxson. The coal industry as such profitwise has improved 
considerably in the last year and a half. It is not entirely out of 
the woods industrywise. In addition to the burden of this tax on 
the present movement, the coal industry to support the full needs 
of this country over the next few years must put in a tremendous 
amount of additional productive facilities to take care of future 
demand. 

Mr. Jenxrns. It has been my observation, too, that transportation 
methods, especially in our country up and down the river, have 
changed the coal business very largely, especially to the disadvantage 
of the small producer. He is practically out of the picture except for 
local use. Naturally he can supply the local use. 

Mr. Laxson. It takes a tremendous investment presently for a 
new coal mine. 

Mr. Jenkins. That has been my observation also. 

Mr. Foranp. Are there further questions? 

We thank you, Mr. Laxson, for your contribution. 

The next witness is Mr. Herschell Sorrells. Will you please iden- 
tify yourself for the purpose of the record, and also identify the 
gentleman who accompanies you. 
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STATEMENT OF HERSCHELL N. SORRELLS, IN BEHALF OF THE 
UNITED FRESH FRUIT & VEGETABLE ASSOCIATION, ACCOM- 
PANIED BY DURWARD SEAIS, TRAFFIC MANAGER, UNITED 
FRESH FRUIT & VEGETABLE ASSOCIATION 


Mr. Sorretis. Mr. Chairman and members of the committee, my 
name is Herschell N. Sorrells, and I live in Arcadia, Fla. 

I am appearing here on behalf of the United Fresh Fruit & Vege- 
table Association, being a member of its board of directors, and the 
3,000 members of the association located in all of the States. The 
membership comprises growers and shippers, including important 
cooperative marketing associations, and brokers and wholesalers. 

I have with me Mr. Durward Seals, who is traflic manager of the 
United Fresh Fruit & Vegetable Association. 

Mr. Foranp. You may proceed with your statement. 

Mr. Sorretts. I am also authorized to speak for the Florida Fruit 
& Vegetable Association of Orlando, Fla., such authorization being 
in the form of a letter from Mr. Joffre C. David, its general man- 
ager, dated November 7, 1956, and the Idaho Grower Shippers Asso- 
ciation, Inc., of Idaho Falls, Idaho, such authorization being in the 
form of a letter from Mr. Edd Moore, its executive secretary-man- 
ager, dated November 15, 1956. 

My firm, Sorrells Bros. Fruit Co., also located in Arcadia, Fla., 
is engaged in growing and marketing oranges, grapefruit, and other 
citrus products, and has been engaged in this business for nearly 18 

ears. 
a I am also the chairman of the Florida Citrus Commission, with 
headquarters in Lakeland, Fla. The commission is a State agency 
charged with advertising and merchandising and administering cer- 
tain laws affecting the citrus industry and otherwise conducting 
actvites to promote the welfare of that industry. 

I appreciate the opportunity to appear before your committee in 
connection with your study of certain excise taxes on transportation 
and communication. 

I would like to give you a quick picture of the fresh fruit and vege- 
table industry. This industry produces, packs, ships, sells, and 
distributes for consumption annually the equivalent of 1,500,000 car- 
loads of fresh fruits and vegetables or an average of 5,000 carload 
shipments every working day. About half of this movement is by 
rail and half by motor truck. Fresh fruits and vegetables now com- 
prise about 21 percent of per capita food consumption in the United 

tates. 

Fresh fruits and vegetables are highly perishable. Most of them 
must be sold when harvested. Because of their highly perishable 
nature and because of unpredictable problems peculiar to the market- 
ing of these commodities, some of which I shall mention, practically 
each of these 5,000 daily shipments presents a specific distributive 
problem. Block deals used in marketing nonperishable merchan- 
dise are not generally applicable to these commodities. 

Because areas of le production are in most instances far re- 


moved from large population centers, long-distance transportation 


soe It is estimated that the average rail haul is about 1,400 
miles. 
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In marketing such perishable commodities time is of basic im- 
portance, both from the standpoint of finding a buyer for each of the 
5,000 shipments daily and in getting these products to the consumer’s 
table. There are only hours, not days, in which seller and buyer 
must reach agreement, and there are only days, not. weeks, in which 
to deliver these commodities for consumer use. Fast transportation 
and use of the telephone and telegraph are indispensable. Any other 
means are too slow. 

Industry experience has shown that it takes about 3 long-distance 
calls totaling an average of $7.50, plus at least 2 telegrams totaling an 
average of $3 to spats the average basic carlot distribution of a 
shipment of fresh fruits and vegetables, The Federal excise tax on 
those communications is $1.05 per individual shipment. On 5,000 
shipments a day that amounts to $5,250 daily and on 1,500,000 car- 
loads a year it reaches the staggering sum of $1,575,000. 

Thus it is readily seen that the fresh fruit and vegetable industry, 
engaged in the fundamental task of helping to feed the people of 
this nation to the extent of 21 percent of per capita food consumption, 
has been grievousl bierdenad since 1954 with a 10 percent tax on 
long-distance telecine calls and telegrams, originally imposed for 
war revenue and to discourage the frivolous use of overloaded com- 
munication facilities. The end result, regardless of how one views 
it, is to add about $1,575,000 a year or roughly $5,250 a day to the 
country’s food bill for fresh fruits and vegetables alone because of 
the 10 percent tax on communications alone. 

Nor is it as simple as I have presented it here. Under adverse 
marketing conditions the number of communications necessary to 
complete one sale increases rapidly. Paradoxically, the heavier the 
task of marketing becomes, the heavier the communications tax adds 
up; and likewise, the farther from point of production one must 
reach for buyers, the heavier the tax burden becomes proportionately 
because the tax is levied on a percentage basis. Moreover, the com- 
munications tax affects not only shippers. It pyramids several times 
because the wholesale buyers are also heavy users of the telephone 
and telegraph in locating carlot supplies of the kind and quality of 
merchandise needed by them in various parts of the United States. 
The tax on local telephone service is a factor, too, as a large part of the 
business between wholesalers and retailers is done by telephone. 

The 3-percent tax on transportation of freight is a heavy burden 
on the industry. It is another tax on important foods. Fresh fruits 
and vegetables require protection from either heat or cold while in 
transit to market. The tax is assessed on the costly charges for pro- 
tective services as well as for freight. I want to give you an illus- 
tration or two showing this tax burden. 

The tax on freight and refrigeration charges for shipping a car- 
load of 800 boxes of apples from the State of Washington to New 
York City is $29.53 and a carload of 462 boxes of oranges from 
California to New York City is $26.84. 

Transportation charges on fresh fruits and vegetables have been 
increased about 65 percent since 1946, and as this tax is on a per- 
centage basis, the burden becomes progressively heavier as transporta- 
tion rates increase. The railroads are again before the Interstate 
‘Commerce Commission seeking an additional 22-percent increase in 
their rates and charges. It should be obvious that taxes on com- 
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munications, particularly heavy in this industry, and taxes on trans- 
portation of our products, are actually taxes on food. 

I submit that these taxes are not equitable, because the pressure is 
not applied equally, nor is it based on ability to pay, A grower or 
shipper in the Far West or in the Deep South, whose products must 
be ship from 1,500 to 3,000 miles to market, pays a much larger 
tax on his freight and refrigeration bill than does the man whose 
product moves a shorter distance, although when these products reach 
the market they may bring the same prices. The man farthest from 
the market suffers the most. Again to illustrate: The transportation 
tax on a carload of oranges from California to New York City is 
$26.84 as compared to $21.10 on a carload of oranges from Tampa, 
Fla., to New York City. 

Unfortunately, these taxes are fixed charges and must be paid on 
good prices and poor prices, in good seasons and poor seasons. As 
marketing conditions worsen the tax burden sharply increases. 

We feel that these taxes are discriminatory also in relation to other 
excise taxes, and in relation to what are considered “luxury taxes.” 
In our case they are levied on the production and distribution of food. 
They should be eliminated. 

Summarized briefly our position is: 

1, The high rate of excise taxes on transportation of property and 
communications were primarily imposed for war revenues and to dis- 
courage the use of overloaded facilities. ‘The communications tax was 
especially so designed as strictly a temporary war measure. Cer- 
tainly these justifications no longer exist, nor were they even then a 
valid basis for taxation on this industry, because the production and 
distribution of food, requiring both transportation and long-distance 
ne were essential to the successful prosecution of World 

ar IT, 

2. Because of the highly perishable nature of fresh fruits and 
vegetables—about one-fifth of our food consumption nationally—re- 
quiring specialized transportation equipment and indispensable long 
distance communication for efficient distribution throughout the 
country, these taxes are inversely proportionate burdens on our indus- 
try, and are discriminatory and inequitable. 

3. The communications tax pyramids several times on each ship- 
ment of fresh fruits and vegetables, and increases justifiably under 
adverse marketing conditions. The transportation tax is cumulative 
because it must be paid not only on the food from the farm when 
finally shipped, but is added to the cost of fertilizers, pesticides, con- 
tainers, equipment, and other materials which must transported 
for use in producing, harvesting, and processing the products for 
shipment to market. 

4. These taxes are a tax on food. 

5. These taxes are discriminatory within the industry because pro- 
ducers and shippers farthest from their markets pay more than those 
closer to the same markets, by reason of the taxes being on a percent- 
age basis. 

6. Fresh fruits and vegetables are not included in the basic com- 
modities receiving price support from the Government. These com- 
modities are produced a marketed from vast producing areas in 
several parts of the country on the basis of supply and demand. 
Weather, pests, and fluctuating market risks are tremendous. Farm- 
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ers have no control over harvesting, processing and marketing costs 
affected by wage scales, taxes, rents, containers, equipment, and trans- 
portation costs which must be paid regardless of the prices at which 
their products sell. Any extra costs hurt the farmer. 

This industry should justly have relief by the elimination of the 
excise taxes on communications and transportation. I am confident 
this great committee will see the light of truth and justice in this 
petition, and grant our request. 

Thank you. 

Mr. Foranp. Does that conclude your statement, Mr. Sorrells? 

Mr. Sorrezs. Yes, sir. 

Mr. Foranp. Are there any questions? 

Mr. Hertone. I should like to make a statement, Mr. Chairman. 

Mr. Foranp. Mr. Herlong. 

Mr. Hertone. I want to commend Mr. Sorrells for a very splendid 
and enlightened statement. I happen to know a little about this busi- 
ness myself and I know what he says is accurate. 

One other factor could be added to what has been said. This type 
of industry is about the only one in the world where the farmer ris 
everything that he has in order to produce something and then says to 
the buyer “What will you give me for it?” He never gets in a position 


where he can say, ““This is my price, take it or leave it.” This is 
because his product is perishable, isn’t that correct ? 

Mr. Sorretus. That is correct. I have been a farmer all my life. 
I was in Georgia when they had 4-cent cotton and 25-cent sweet- 
potatoes. I know of no industry in America today that has as much 
risk as the farmer and then doesn’t know what he is going to get for 


his product until he gets to the market. 

Mr. Hertone. Thank you. 

Mr. Foranp. We thank you for your contribution Mr. Sorrells. 

Mr. Sorretis. Thank you. 

Mr. Foranp. The next witness is Mr. Gordon Stedman. Will you 
identify yourself for the purpose of the record, please. 


STATEMENT OF GORDON STEDMAN, EXECUTIVE VICE PRESIDENT, 
GROWERS & SHIPPERS LEAGUE OF FLORIDA 


Mr. Stepman. My name is Gordon Stedman. I am executive vice 
president of the Growers & Shippers League of Florida, 45 West 
Central, Orlando, Fla. 

Mr. Foranp. You may proceed with your statement. 

Mr. Stepman. We wish first to concur in and endorse the statement 
presented to you by Mr. Herschell Sorrells, of Arcadia, Fla., for and 
on behalf of the United Fresh Fruit & Vegetable Association. Mr. 
Sorrells has detailed the reasons why excise taxes should not be 
imposed upon transportation of food commodities and we therefore 
will not deal with that problem further, but wish to present in factual 
detail the tremendous added cost to the marketing and distribution of 
eno fresh citrus fruits, fresh vegetables, and processed citrus 

ruits. 

The Growers & Shippers League of Florida represents here the 
Florida Citrus Commission. Florida Canners Association, and Flor- 
ida Citrus Mutual. 
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Florida Citrus Commission, with its principal office at Lakeland, 
Fla., is the statutory agency of the State of Florida, charged with the 
duty of administering the laws of Florida, regulating the citrus 
industry and the duty of representing the Florida citrus industry 
before the Interstate Commerce Commission and other agencies in 
matters and proceedings affecting the transportation of citrus fruits 
and citrus fruit products. 

Florida Canners Association, with its principal office at Winter 
Haven, Fla., is an incorporated nonprofit association of the operators 
of citrus canning plants in Florida. Its members process 100 percent 
of the canned citrus fruits and canned citrus fruit juices, including the 
so-called single strength citrus juice, canned citrus sections, frozen 
citrus fruit juice concentrates, citrus salads, and chilled citrus juices, 
produced in and shipped from Florida. 

Florida Citrus Mutual, with its principal office at Lakeland, Fla., 
is a nonprofit corporation whose members produce more than 90 per- 
cent of the citrus production of Florida. 

Growers & Shippers League of Florida, with offices at 45 West Cen- 
tral Avenue, Orlando, Fla., is an incorporated nonprofit organization 
of growers and shippers of citrus fruits in and from Florida. It is 
the transportation agency of Florida Citrus Commission and of 
Florida Canners Association, and it is authorized by Florida Citrus 
Mutual to speak for it in connection with transportation matters. 

The production of citrus fruits in Florida is a major industry of 
the State, and the production has been, and is expected to continue 
increasing. For example, in the 1946-47 citrus season—September 
1 to August 30—there were 384,705 bearing acres of citrus fruits which 
produced 87,400,000 boxes of 134 bushels; in 1950-51 the acreage in- 
creased to 433,700 and the production to 105,300,000 boxes; in the 
1954-55 season there were 497,400 bearing acres with a total citrus 
production of 128,300,000 boxes; in the 1955-56 season it is estimated 
the production will be 95 million boxes of oranges, 35 million boxes 
of grapefruit, and 5, 200,000 boxes of tangerines and additional com- 
merical volume of Florida limes and lemons. 

With the increasing volume of production, the shipments of fresh 
fruits from Florida to interstate destinations have remained sub- 
stantially constant in number, although representing a smaller per- 
centage of the total production. For example, in the past 5 com- 
plete season the volume of fresh orange shipments from Florida has 
been 26,196,200, 21,419,100, 22,644,135, 20,852,200, and 19,017,600 
boxes respectively, and fresh grapefruit, 17,004,200, 15,224,800, 
18,346,952, 16,423,300, and 16,931,600 boxes, respectively. In the same 
period, the volume of Florida oranges and grapefruit utilized by the 
commercial canning plants in Florida has increased, to wit: 








. pisiis i Bis iiresy 
1951-52 | 1952-53 1953-54 | 1954-55 1955-56 


Oranges 47, 447,800 | 45,829,700 | 62, 803, 882 000 | 64, 967, 000 


Grapefruit 13, 676, 400 15, 028, 200 20, 040, 540 15, 629, 600 18, 716, 300 





_ The interstate shipments of Florida citrus industry embrace fresh 
citrus fruit, the so-called single-strength canned citrus products, and 
the newer frozen citrus products or chilled products. Each group has 
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accounted for roughly one-third of the annual production; although 
the third and newer so-called frozen group is expanding more rapidly 
in volume than either of the others. 

The expansion of production in Florida of frozen citrus concen- 
trates has been phenomenal. In the 1945-46 season, only 200,000 
boxes of fresh fruit were so utilized. In the next 4 seasons, the 
volume increased to 400,000, 1,603,000, 8,206,000, and 19,757,590 boxes, 
In the last complete season, the volume was 52,497,753 boxes, or an 
increase in 6 seasons from less than 20 million boxes to nearly 52.5 
million boxes in 1955-56. 

Carload rates on fresh citrus fruit have pyramided since 1946, 
and I would like to use a few examples to show this situation as it now 
exists compared to the level of rates in 1946. In 1946 the rate on 
fresh citrus fruit from Lake Wales, Fla., to Des Moines, Iowa, was 
$1.01 per hundredweight. The present rate is $1.61 per hundred- 
weight, and using the rate in effect in 1946 applied to the volume 
moved last season we have a transportation bill of $35,860,505 com- 
pared to a total transportation bill based on the rate now in effect 
for the movement of the same quantity of fruit of $57,163,775, or an 
increase since 1946 of nearly $22 million in our costs for transporting 
that portion of the citrus crop that moved in fresh form. 

The 3 percent transportation tax increased $700,000. Based on 
the rate now in effect our transportation tax amounted to $1,714,913. 

In 1946 the frozen citrus concentrate processing was a relatively 
new industry and on 2,762,210 pounds of concentrate shipped at a 
total transportation cost of $53,311, the tax amounted to $1,599. 
Last season the frozen citrus concentrate movement from Florida 
amounted to 908,221,243 pounds and our transportation cost was 
$14,622,362, and the tax amounted to $438,671. so-called single- 
strength canned citrus the rates have increased from approximately 
an average of 81 cents to $1.40. In 1946 our transportation bill was 
approximately $14,467,409 and tax amounted to $434,022. Last sea- 
son the transportation bill was approximately $20,331,722, the trans- 
portation tax was approximately $609,953. 

The situation concerning fresh vegetables is much the same. We 
again have substantial increases in rates. In 1946 the average freight 
rate of $1.31 has been increased to $1.91. The transportation bill in 
1946 was approximately $20,531,578, last season $56,670,158. Trans- 
portation tax increased from $615,947 to $1,700,105. 

Based on present rates the total excise tax paid for the movement of 
fresh citrus fruit, frozen citrus concentrate, canned citrus products 
and fresh vegetables from Florida amounts to $4,463,642. All of 
these costs eventually are reflected in the return to the grower. 

The Interstate Commerce Commission, Bureau of Transport Eco- 
nomics and Statistics, publishes a statement showing the freight reve- 
nue and wholesale sien at destination on commodities transported 
by class I lines or railway, statement No. 550, and in this statement 
the gross freight revenue of oranges and grapefruit represents 27.76 
percent of the wholesale value at destination, celery 28.42 percent, 
while for the total products of agriculture the gross freight revenue 
is only 7.16 percent of the value at destination, and for the grand total 
of all carload traffic handled by the railroads the gross freight revenue 
is only 5.91 percent of the value at destination. This clearly indi- 
cates that transportation costs are a major item in the distribution 
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ct fresh fruits and vegetables and therefore is an extremely important 
item to the producer and as freight rates have increased excise taxes 
have caused further increased costs. 

The accessorial charges must also be considered, for the movement 
of fresh fruits and vegetables requires the use of protective services, 
which since 1946 have been increased 52 percent. The tax applies 
to all accessorial services such as demurrage, switching, ventilation, 
refrigeration, etc. 

There are tremendous amounts of inbound material and commodi- 
ties used - the producer to grow the fresh fruits and vegetables in 
Florida. Hundreds of thousands of tons of fertilizer are used, thou- 
sands of cars of boxes and farm machinery. The transportation tax 
applies to all of these items, and it is a sizable amount that must be 
paid by the grower. For instance, the transportation charge on a 
carload of potash from Carlesbad, N. Mex., to Florida is approximately 
$700, the tax is $21. 

We also urge repeal of the communications tax, Fresh fruits and 
vegetables are perishable and require expeditious handling, not only 
from the standpoint of movement, but in accomplishing the sale. 
Mail service is much too slow to be used in accomplishing sales, so 
industry is forced to use telephone and telegraph services. Our mem- 
bers estimate that in accomplishing a sale they will average 3 wires 
and at least 1 telephone call. Without surveying the entire industry 
it would be impossible to estimate the total excise taxes paid for the 
use of telephone and wire services. 

For ait on behalf of the organizations we represent we urge the 
elimination of the excise taxes on transportation and communication. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Stepan. Yes, sir. 

Mr. Foranp. Are there any questions? 

Mr. Jenkins will inquire. 

Mr. Jenkins. In the next to the last paragraph on page 4 you state: 

The situation concerning fresh vegetables is much the same. We again have 
substantial increases in rates. In 1946 the average freight rate of $1.31 has been 
increased to $1.91. The transportation bill in 1946 was approximately $20,531,578, 
last season, $56,670,158. Transportation tax increased from $615,947 to 
$1,700,105. 

There surely must have been a terrific increase in production. 

Mr. SrepMan. Yes, sir. It includes both. It includes the increase 
in production as well as the increase in the rate. 

Mr. JENKINS. I was going to say, if it was not for that, those would 
be startling figures. However, you explain it by saying that repre- 
sents an increase in production as well, which is what I thought it 
was. It is striking and at the same time it is a lot of money. 

Mr. Foranp. Are there further questions? 

Mr. Hertone. I will say it is a lot of money, especially when it 
comes from the dirt farmer. 

Mr. Jenkins. It isa lot of money. 

Mr. Foranp. We thank you for your contribution. 

Mr. Srepman. Thank you. 

Mr. Foranp. The next witness is Mr. D. R. Macdonald. Will you 
come forward, and identify yourself for the record ? 
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STATEMENT OF D. R. MACDONALD, IN BEHALF OF TRAFFIC MAN- 
AGERS CONFERENCE OF SOUTHERN CALIFORNIA AND WESTERN 
TRAFFIC CONFERENCE 


Mr. Macponaup. My name is D. R. Macdonald. I am traffic man- 
ager of Butler Bros., west coast department stores in Los Angeles. I 
am appearing today in behalf of the Traffic Managers Conference of 
Southern California. I am legislative chairman of that organization 
and a member of its board of directors. I also appear in behalf of 
the Western Traffic Conference of which I am president. These two 
organizations, taking note of the committee’s request that groups 
with similar views should appear at one time, have selected me to 
appear and present the testimony or statements of both organizations. 

Mr. Foranp. You have two separate statements ? 

Mr. Macponaxp. Yes, sir. 

Mr. Foranp. You may proceed. 

Mr. Macponatp. First with the statement of the Traffic Managers 
Conference of Southern California. 


STATEMENT OF GENERAL POSITION 


It is the position of the Traffic Managers Conference of Southern 
California that a tax, to be fair, equitable, and nondiscriminating, 
must be based on a premise or basis of calculation that is not changing, 
fluctuating, or unstable. The base to which the tax percentage is 
applied must be firm. The 3-percent Federal property transportation 
tax and the 10-percent passenger transportation tax do not meet this 


test. 
The members of the Traffic Manager Conference of Southern Cali- 
fornia have long recognized the inequities of these taxes and in open 


meeting voted to make known to this subcommittee their views with 
the hope of their repeal. 


IDENTIFICATION OF THE TRAFFIC MANAGERS CONFERENCE OF 
SOUTHERN CALIFORNIA 


The Traffic Managers Conference of Southern California is a non- 
profit association of 122 individuals, firms, and corporations engaged 
in the manufacture, distribution, and sale of diverse products or mer- 
chandise in southern California. The Traffic Managers Conference 
of Southern California ships no freight. The marketing areas of the 
members cover all 48 States and many foreign countries. The freight 
charges paid by members amount to many millions of dollars annu- 
ally. Members of the Traffic Managers Conference of Southern Cali- 
fornia utilize all forms of transportation—surface, air, and water 
in the sale and distribution of their products and merchandise, and 
in their purchases of raw materials. 

The members of the Traftic Managers Conference of Southern Cali- 
fornia utilize all modes of passenger transportation for the movement 
of their employees and representatives. 

The purpose for which the Traffic Managers Conference of South- 
ern California was originated was to create concern for sound, eco- 
nomical, adequate transportation policies and practices in the public 
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interest, and thus make it possible for its members to better serve their 
customers and their community. 


REASONS FOR REPEAL OF THE 3-PERCENT PROPERTY TRANSPORTATION TAX 


The Traffic Managers Conference of Southern California believes 
that the tax as now enacted is discriminatory, preferential, and 
prejudicial. It places a greater tax burden on the shipper or receiver 
who, because of the location of his business, is further from his sales 
market or source of supply. This is not true of other taxes, as ex- 
ample, the tax on alcoholic beverages is levied on the same basis 
of volume regardless of location. Federal corporate taxes are levied 
on an identical formula regardless of the location of the corporation 
in the United States. The Federal property transportation tax is 
therefore a reversal of the basic principle of taxation, 

The property transportation tax aggravates and accentuates the 
competitive relationships existing between areas for markets. The 
west coast manufacturer not only must pay a higher freight rate to 
place his product in eastern markets, but also because of the higher 
freight rates, must pay a corresponding greater tax. The longer the 
haul, the greater the cost of the haul. This is sound, proven eco- 
nomics, as ‘the carrier must receive greater compensation, for a longer 
movement than a shorter movement. ‘The tax, however, also increases 
with the length of the haul through progressively higher freight 
charges, and thus places the greater burden on the one least able to 
pay. This is not sound economics, as taxes should be based on 
ability to pay. 

If you will note in appendix 1 the average freight rates taken 
from the ICC Waybill Study for 1954, issued in November 1955 which 
illustrates the higher carload freight rates that are prevalent from 
western areas to the balance of the United States as compared to other 
areas. 

Mr. Foranp. Do you wish that made a part of the record? 

Mr. Macponatp. I wish that made a part of the record, if I may, sir. 

Mr. Foranp. Without objection. 

(The appendix referred to follows :) 


85776 -- 57 ——z 
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APPENDIX 1 


Average freight rates by railroad on which 3 percent transportation tag is 
assessed 


[Average rate, in cents, per 100 pounds, per ICC Waybill Study] 


Average of| Agricul- Animals Manufac- 
all com- tural and prod- Mines Forest tures and 
Rail carloads, from— modities products ucts products products | miscellane- 


Southwest __. 


All of United States__. 
Midwest to— 
Fast 


Midwest 
BOUNCE. s cenicecenas 


All United States 
South to— 
East 


Southwest 

Far West 

All United States 
East to— 


Midwest 
Southwest___......- 
FOr Weis + feckhdescnns 
All United States-__... 
From all United States 
to— 
All United States 41 é i 
TORS G diti cde 48 | 43 
South 25 | 57 49 
ee tiissedcictninnioiens 28 | 35 58 
Southwest_..........-. 37 40 | 62 
Far West 49 34 94 














Authority: ICC Waybill Study (Railroad Average Rates) for year 1954. Per statement TD-I issued 
November 1955. 


Mr. Macponatp. Freight rates have almost doubled since the 1942 
effective date of the 3 percent transportation tax on property. Many 
rates in fact have more than doubled. Thus the revenues from this 
tax have also nearly doubled because of the increase in freight rates. 
It is fitting therefore at this time that the Congress review this tax 
which had its inception as a wartime emergency measure, an emer- 
gency which has long past, with a view to its repeal. 

The merchant, manufacturer, or distributor receives no added intrin- 
sic value in his product or merchandise because it has traveled 2,500 
miles rather than 250 miles, but he has paid a higher tax for its trans- 
portation: The West is still largely dependent on the East as a source 
of manufactured products with many of the articles being sold at the 
same price level in the West as in the East. This results in lower 
profits for western industry because of the higher landed cost. 
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Western industry has expanded rapidly in postwar years to fill the 
needs of the expanding population. If these industries are to reach 
their full economic potential, artificial barriers such as the 3 percent 

roperty transportation tax must be removed so that their full contri- 
Butea may be made to the community. 

The 3 percent tax on transportation of property is unfair to the 
carriers. Private trucking is not subject to the tax. The common or 
contract carriers, truck, rail, or water, are therefore placed at an added 
disadvantage at the rate of 3 cents per dollar of revenue, in attempting 
to hold the traffic to their facilities. That, of course, is not with any 
consideration to the cost of the processing, figuring, and collection and 
payment to the Government. 


REASONS FOR REPEAL OF THE 10 PERCENT PASSENGER TRANSPORTATION TAX 


The Traffic Managers Conference of Southern California believes 
that the 10 percent passenger transportation tax also discriminates 
against western industry. In the pursuit of his business the western 
businessmen must travel greater distances as populations are far apart 
rather than close or concentrated in small areas such as in the Kast. 
Since passenger fares increase with distance, here the distance becomes 
the yardstick of measurement of taxation. 

ne tax places the public carriers of passengers by highway, rail, 
or air at a great disadvantage with their greater competitor, private 
automobile. With the Federal highway bill passed by the last session 
of Congress rapidly accelerating the Nation’s roadbuilding, this dis- 
advantage will grow year by year as new roads are added or old roads 
improved. 

In its inception this tax also was an emergency revenue measure, and 
to a certain extent, a travel deterrent in our wartime economy. The 
emergency is long over, but its deterrent feature still remains. Last 
year the railroad-passenger loss was over a half billion dollars. No 
industry can long survive in such a climate. 

In conclusion the Traffic Managers Conference of Southern Cali- 
fornia, therefore, in view of the foregoing, asks that full consideration 
be given to their views and arguments, and that this subcommittee 
act to recommend to the forthcoming Congress that this discrimina- 
tory, preferential, and prejudicial tax legislation be repealed. 

Mr. Foranp. That concludes the first statement ? 

Mr. Macponaxp. Yes, sir. 

Mr. Foranp. You may proceed with the second statement. 

Mr. Macponatp. This statement of the Western Traffic Conference 
requesting repeal of the 3-percent transportation tax on property and 
10-percent tax on transportation of persons is limited to comments 
on the effects of these taxes on retail stores located in the Far West. 

The Western Traffic Conference believes that a basis of taxation 
predicated on a percentage of total transportation cost is unsound, 
that distance rather than value under this method becomes the criteria 
of payment, and that a tax that cannot be levied in identical measure 
on all is preferential to some and prejudicial to others and, therefore, 
not in keeping with our accepted taxation policies. 

The Western Traffic Conference, for all of its members, is deeply 
concerned over the continuance of this tax which discriminates as 
between retailers because of their location of business with relation 
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to their source of supply. The membership of this association in 
open meeting has repeatedly expressed iteeld as favoring the repeal 
of this tax. The Western Traffic Conference urges this subcommittee 
and the House of Representatives to repeal this tax which is so dis- 
criminatory to retailing in the West. 


WHAT IS THE WESTERN TRAFFIC CONFERENCE? 


The Western Traffic Conference, Inc., is a nonprofit association of 
86 large and small retailers on the Pacific coast, primarily in Cali- 
fornia, Oregon, and Washington. Those members have a large number 
of stores in most of the large and small cities on the west coast. The 
Western Traffic Conference ships no freight. Its members pay freight 
charges in excess of $25 million annually. Those freight charges are 
paid to all forms of transportation: Rail, truck, express, and air. 
Its members utilize all of the major forms of passenger transportation 
for the travel of their personnel. 

The Western Traffic Conference, Inc., has but one purpose, and 
that is to improve the transportation factor for its members, so that 
its members can better serve the public who patronize their business. 


REASONS FOR REPEAL OF THE 3-PERCENT TRANSPORTATION TAX ON PROPERTY 


The 3-percent Federal property transportation tax discriminates 
against the Pacific coast retailer as the major source of merchandise 
sold at retail is still produced in and purchased from eastern market 
areas. The Pacific coast retailer pays the Nation’s highest freight 


rates on this movement of merchandise and the tax therefore is the 
Nation’s highest per unit. 

The Pacific coast retailer pays over three times more tax based 
on his freight charges than, for example, the Cleveland retailer, on 
the identical merchandise, purchased from the same source located 
in this eastern market area, purchased at identical cost and in many 
instances sold at identical retail prices. 

In appendix 1 there is a study showing the specific freight rates 
applying on about 1 dozen items that are a large portion of retail 
inventory, comparing the landed cost at San Francisco versus the 
landed cost at Cleveland, indicating the amount of tax that would 
apply per 100 pounds in both instances. You will note that the tax 
on the west coast is 0.28 percent while the tax in the Cleveland area 
is 0.09 percent. 

The tax is preferential to the retailer located closer to his source of 
supply. His freight rates are lower because of the lesser distance, 
his tax is therefore equally lower because of the lower freight rates. 
The retailer, not so favorably situated with relation to his source of 
supply, pays the greater tax in addition to his greater transporta- 
tion cost burden. This becomes taxation without relative valuation 
in which freight charges for longer distance becomes the sole measure- 
ment of the amount of the levy. 

Competitive sales conditions and established price lines preclude 
the Pacific coast retailer increasing his price on many items to com- 
pensate for his greater landed costs. Therefore, any factor such 
as freight and tax on freight must be in whole or part absorbed by 
the retailer with a resultingly lower profit. 





EXCISE TAXES 437 


Freight costs to retailers have almost doubled since this tax became 
effective. Therefore, the retailer’s burden from this tax source has 
also almost doubled. This condtion is accentuated for Pacific coast 
retailers because of the higher basic freight charges they pay. 


REASONS FOR REPEAL OF THE 10 PERCENT TAX ON TRANSPORTATION ON 
PERSONS 


The Pacific coast retailer pays 4.6 times as much tax on passenger 
travel to place his buyers in the eastern markets as does the Cleveland 
retailer. They will, under comparable circumstances, purchase iden- 
tical merchandise at identical price while in that market. The Pacific 
coast retailer has accrued no advantage by his greater tax burden, 
but instead has been penalized because of his location in relation to 
the market. 

Appendix 2 indicates the cost by both rail and air from San Fran- 
cisco to New York and from Cleveland to New York, showing the 
relative fares and taxes applicable thereon. 

Mr. Foranp. That may be made a part of the record. 

Mr. Macvonap. The longer distances to the market centers place 
the Pacific coast retailer at a disadvantage so far as his buying tech- 
nique is concerned, being forced by high passenger fares plus a cor- 
respondingly high tax to limit the number of buying trips per year 
and to attempt to develop alternate merchandising methods. 

The passenger deficit reported by the Nation’s railroads for the 
year 1955 exceeds $500 million. Deterrents to travel as represented 
by the 10-percent passenger tax on fares paid in no way improve 
possible future outlook for this service. In fact, the reverse can be 
concluded, further declines in the passenger revenues of the rail 
carrier may be expected. 

In conclusion, the Western Traflic Conference believes that the 
3 percent Federal property transportation tax, which had its original 
inception as an emergency revenue measure to assist in this Nation’s 
war economy, has outlived its original use as planned by Congress. 
We are no longer, and have not been for many years, in a war economy 
and this basis of taxation accepted as part of this Nation’s war effort 
should not be allowed to perpetuate itself, based as it is in inequality 
and discrimination, and in all manner foreign to our accepted sound 
principles of taxation. 

The Western Traffic Conference believe that the 10 percent Fed- 
eral tax on the transportation of persons is not conducive to the eco- 
nomic development of the passenger-transportation industry under 
our free-enterprise system and it was never intended that taxation 
would be used to destroy our free enterprise. 

The Western Traffic Conference, therefore, respectfully urges that 
the subcommittee take note of the inequities and discrimination in 
the present transportation tax laws and draft a measure for its 
removal from our tax structure. 
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(Appendixes submitted by Mr. Macdonald follow:) 


Effect of 3 percent excise tax on transportation to the Pacific coast as compared 
with eastern points 
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Underwear, nylon, cotton, or rayon 
Sweaters. 
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Percentage on average value $97 per hundredweight - -_- 
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Effect of 10 percent passenger tax on western store 


i ~ 
| San Fran- | Cleveland | 
| cisco to Tax to New 

| New York | York 


Rail and pullman fare $328. 50 $32. 85 $70. 85 $7. 09 
Airline fare 301. 81 30. 08 49. 50 4.96 





Mr. Foranp. Are there any questions ? 

If not, we thank you for your appearance and your contribution to 
the committee. 

The next witness is Mr. George E. Thomas. Will you identify 
yourself for the purpose of the record, please. 


STATEMENT OF GEORGE E. THOMAS, ASSISTANT GENERAL 
MANAGER, SEATTLE CHAMBER OF COMMERCE 


Mr. Tuomas. Mr. Chairman and gentlemen, my name is George 
KE. Thomas. I am the assistant general manager of the Seattle Cham- 
ber of Commerce, in charge of its Washington, D. C., office. 

Mr. Foranp. You may proceed. 

Mr. Tuomas. The Seattle Chamber of Commerce has enacted a reso- 
lution, copies of which have been filed with the committee. The reso- 
lution reads as follows: 


The Seattle Chamber of Commerce urges the ist session of the 85th Congress 
to repeal the 3 percent Federal transportation tax on the movement of freight, 
the 4 cents per 2,000-pound-ton tax on the movement of coal, and the 10-percent 
tax on the movement of passengers. 

With copies of this resolution we filed also a 3-page statement which 
sets forth the arguments and the facts concerning this situation as we 
view it. I am not going to repeat the statements included therein 
because the gentlemen who have preceded me as witnesses have stated 
the situation very well and I know you gentlemen have time considera- 
tions that are important to you. 
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However, I would like to state that since the passage of this resolu- 
tion our action has been concurred in by the Seattle Traffic Association 
and by the Port of Seattle Commission. So, in effect, I am speaking 
for those organizations as well as the Seattle Chamber of Commerce. 

Mr. Mason. And it applies in general to all the large cities around 
the west coast. 

Mr. Tuomas. Yes, sir; it does. 

I would like to point out to you gentlemen also that the Seattle 
Chamber of Commerce, in effect, embraces an area much greater on a 
geographical basis than the name implies. As the only association of 
our kind of major size in the State of Washington and in the Territory 
of Alaska, we have a responsibility, we feel, to try to represent a broad 
geographical area in problems of this type where they concern action 
by the Siecan 

My friend from Los Angeles has stated the position of the west-coast 
chambers very succinctly and, I thought, did a splendid job. I want 
to subscribe to everything that he had to say. 

I want only to add a couple of facts which are applicable particu- 
larly to Seattle, the State of Washington and Alaska. I want to point 
out to you gentlemen that in the Territory of Alaska, cpkeiaeren one 
of the most important of all the strategic areas, where government, 
Federal and otherwise, is attempting to resolve many problems—po- 
litical, economic, and defensewise, the airplane constitutes virtually 
the only mode of transportation in vast sections of the Territory. 
There no longer exists, for example, passenger-ship travel between the 
States and the Territory. As a consequence, air traffic in the Terri- 
tory, per capita, is probably greater than in any place under the 
American flag. 

The tax on passenger travel discriminatee against the air carriers 
connecting Seattle with cities in Alaska and, furthermore, constitutes 
discrimination against the Alaskan himself who must travel within 
the Territory. We know that travel by air is a relatively expensive 
mode of transportation. Where you have no railroads, where you have 
no steamship lines, where you have only a few roads to serve various 
communities, the airplane is the only method by which many Alaskans 
can get to and from their places of residence in the Territory. 

In going into the situation as it concerns the air carrier between 
Seattle oa Alaska, I would like to point out, for example, that a con- 
tractor flying people from, say, Chicago to a construction job in Alaska 
can save $8.28 per round trip in taxes per employee by sending his 
employees over the so-called inside route from Minneapolis across 
Canada into Anchorage as against traveling the route from Chicago to 
Seattle to Anchorage. A passenger flying from Seattle to Anchorage 
direct one way pays a tax of only 85 cents. Yet the same passenger 
eae to Anchorage with stops at Juneau en route must pay a tax 
of $4.55. 

We have another problem in the Northwest that is of great concern 
to us, and which I believe you gentlemen have heard previously. As 
you know, Seattle and the Puget Sount area are in close proximity 
to Canada. The city of Vancouver, B. C., which is the terminous of 
two Canadian railroads, is naturally a competitor of ours. Under the 
transportation tax and, indeed, under some of the other taxes which 
are applied, much traffic is diverted from the Pacific Northwest into 
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Canada, moves across Canada on the Canadian lines, and then back 
into the United States in the eastern section in order to avoid the 
excise taxes which are assessed against the American carriers. 

The 3-percent tax on freight applies in many instances. This tax 
applies from seaport to the consignee. 

Because our country is strongly advocating more trade and less 
aid, we feel that the Federal Government should do everything in its 
power to stimulate the importation of goods and the removal of 
this tax would assist in this project. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Tuomas. Yes, sir. 

Mr. Foranp. Are there any questions? 

Mr. Mason. 

Mr, Mason. Canada charges no transportation tax either on persons 
or materials ? 

Mr. Tuomas. That is what I understand, sir. 

Mr. Foranp. If there are no further questions, we thank you for 
your appearance and the contribution you have made to the committee. 

Mr. Tuomas. Thank you very much. 

(The following letter was submitted for the record :) 


Port oF SEATTLE, 
SEATTLE, WASH., November 30, 1956. 
Mr. Leo H. Irwin, 
Chief Clerk, House Ways and Means Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. Irwin: By appropriate resolution, the board of trustees of the 
Seattle Chamber of Commerce has urged the ist session of the 85th Congress 
to repeal the 3-percent Federal transportation tax on the movement of freight, 
the 4 cents per 2,000-pound ton tax on the movement of coal, and the 10-percent 
tax on the movement of passengers. 

The Port of Seattle Commission wholeheartedly supports the position of the 
Seattle Chamber of Commerce in this matter. It is our understanding that 
Mr. George E. Thomas, Washington, D. C., manager of the Seattle Chamber of 
Commerce, will be appearing before your committee in support of the Seattle 
Shamber of Commerce resolution mentioned above. This is to inform you that 
Mr. Thomas is also authorized to appear on our behalf at the time he appears 
on behalf of the Seattle Chamber of Commerce. 

Yours very truly, 
H. M. Burke, General Manager. 

Mr. Foranp. The next witness is Mr. Joseph Adler. Will you 
identify yourself for the record, please. 

Mr. Swney Scuwarrz. Mr. Chairman, Mr. Adler has been pre- 
vented from appearing here through an emergency business matter, 
and he has asked me as his assistant to present his views. 

Mr. Foranp. Will you identify yourself. 


STATEMENT OF SIDNEY SCHWARTZ, ASSISTANT TO THE PRESI- 
DENT, CABINET INDUSTRIES, INC., DANVILLE, PA. 


Mr. Scuwarrz. My name is Sidney Schwartz. I am the assistant 
7 president, Mr. Adler, of the Cabinet Industries, Inc., of Dan- 
ville, Pa. 

Mr. Foranp. You may proceed. 

Mr. Scuwartz. I wish to thank the members of this committee for 
the opportunity afforded me to appear before you to present the views 
of small business with regard to the current tax on freight. I speak 
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to you as but one of the many thousands of small component manu- 
facturers whose production is vital to the end products of big business 
as well as to the national economy. The interdependence of big and 
small business and the value of the proper balance between them has 
proven itself in the ever-growing prosperity of this Nation and has 
been the vital formula proving that our system of free enterprise has 
succeeded where other systems have failed. 

My company is a manufacturer of the wood cabinets used in the 
television and high-fidelity phonograph industry. We supply these 
cabinet components to many of the leaders in the industry and aver- 
age over a million and a quarter dollars a year volume. We employ 
an average of 146 employees and a peak of about 190. Our annual 
payroll approximates $400,000 and our material purchases are over 
half a million dollars a year. It is upon these purchases that we pay 
our incoming freight charges and the tax upon such freight at the 
current rate of 3 percent. 

The major raw materials used in the manufacture of cabinets are 
lumber, plywood, hardboard, lacquers and paints, and hardware. 
These are bought periodically as orders for cabinets are received from 
our customers. Because we are a small business and our orders are 
moderate in size our average production does not permit us to buy 
in quantities as large as big business might buy. This results in our 
routing of materials, in most cases, by less than carload rail, trailer 
truck, or Railway Express. 

Admittedly, the freight cost by any of these means of transport is 
much greater than by carload freight. Schedule A submitted here- 
with shows the differential in such freight costs on typical shipments 
of lumber, hardboard, plywood, and hardware from average points of 
supply to our plant. 

The imposition of the tax of 3 percent on the gross amount of freight 
charges—regardless of whether the charges are upon carload rates or 
upon less than carload rail rates, trailer truck rate, or even Railway 
Express costs—penalizes the small business which, by circumstances, 
cannot avail itself of the economy of bulk carload rates. Thus, a tax 
of 3 percent on a carload rate of $690 (as shown in example 2 of 
schedule A) for a load of hardboard results in a tax of $20.70. Two 
or three less than carload shipments totaling the same bulk results in 
freight charges of $1,600, the tax thereon amounting to $48. The tax 
differential between carload and less than carload rail amounts to 
$27.10 and represents an excess of tax of 135 percent. Big business 
gets the advantage of both lower freight costs and a substantial savings 
on the freight tax. This acts to create another hardship upon small 
business and impedes its efforts to compete in the national economy. 

This tax, and the present method of its imposition, becomes dis- 
criminatory against small business through higher taxes on the same 
quantity of goods. In our business as a components supplier rather 
than a producer of our products, there is no means of passing on this 
extra burden. We must compete with other suppliers of cabinets, 
some of whom are in the category of big business—buying in large 
quantities and benefiting from bulk carload rates. Not only are their 
freight rates lower but their tax on freight is lower. 

I feel certain that this discrimination against small business is not 
intended by this tax; yet that is what the present method of taxation 
on freight costs produces. This tax penalizes the small business for 
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being small. This is neither the intent nor purpose of the Congress, 
whose many acts have been directed colenid helping small business 
survive. 

In the same vein may I point out an additional hardship imposed by 
this tax on small business. The tax of 3 percent applies alike to direct 
freight costs and to service and demurrage charges. On occasions 
when small business does avail itself of bulk shipments and benefit 
from bulk carload rates, oftentimes the limited manpower and the 
limited handling facilities available for unloading a full freight car 
causes excess time in such unloading process. Should the time exceed 
2 days, a demurrage charge is made and upon this demurrage charge 
a further tax of 3 percent is imposed, This, too, acts to discriminate 
against small business. 

I should like to refer to one other hardship feature of this tax as it 
applies to our own manufacture. One of our prime raw materials is 
rough lumber. This lumber is bought by grade in rough random 
widths and lengths. In the processing of such rough lumber to its net 
and finished size there is a waste factor of 50 percent involved. Weare 
now taxed upon the freight of the usable as well as waste material. 
Half of the tax paid upon lumber freight is imposed on that part of the 
lumber that never reaches the finished product; yet no provision exists 
for any tax refund on the freight charges on such waste material. 
This taxing principle is directly oo to the tax on incomes which 
taxes income rather than gross volume. In arriving at net taxable 
income all consideration is given to the necessary deductions and losses 
before net taxable income is determined. The tax on freight makes 
no distinction between tax on the usable portions of freight or upon 
the waste, lost, or nonusable portions of that freight. 

I should like to emphasize the point that the present tax of 3 percent 
on the cost of freight and freight service charges, as briefly set forth 
in this statement, acts to discriminate against small business. It im- 
por a greater tax on small business because of its inability to buy in 

arge quantities and benefit by lower freight charges and lower freight 
tax charges. 

Were the tax to be imposed on the weight or bulk of material ship- 
ments, or upon the value of goods transported, rather than upon the 
cost of freight, the tax, while a burden, would be equally applied to all 
goods transported whether in bulk or limited quantities. This type 
of tax, on weight or bulk, would be equally assessed on all goods re- 
gardless of mode of shipment. Such method of assessment of a tax on 
freight, if the continuance of such tax is deemed necessary, would at 
least distribute the burden equally and equitably between big and 
small business without the discrimination and penalties against small 
business now imposed by the present tax. 

I have come here as a small manufacturer to present but one view 
of the problem of tax on freight costs. All of small business is vitally 
interested in the problem of equal competitive status with big business. 
We sincerely hope that this committee will find some merit in the views 
expressed and end the discrimination against small business by con- 
sidering the abolishment of this tax or a change in the method of its 
imposition. 

(Schedules submitted by Mr. Schwartz follow :) 
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SCHEDULE A 


EXAMPLE 1.—Freight rates on plywood from South Carolina to Danville, Pa., 
figured on \%4-inch plywood at 1 pound per square foot 


Carload rate, $0.82 per hundredweight: 30,000 pounds, at $0.82 
hundredweight_ 
Tax, at 3 percent 
2. Less-than-carload-lot rate, $1.24 per hundredweight: 30,000 pounds 
(in several shipments) 
Tax, at 3 percent 
3. Less-than-carload-lot trailer rate, $1.80 per hundredweight: 30,000 
pounds (in several truckloads) 
Tax, at 3 percent 
. Tax differential between carload and less-than-carload-lot trailer rate_ 
Percentage differential on tax 


ExAMPLE 2,—F reight rates on masonite hardboard from Laurel, Miss., to Danville, 
Pa, 


Carload rate, $1.38 per hundredweight: 50,000 pounds, at $1.38 per 
hundredweight 
Tax, at 3 percent 
2. Less-than-carload-lot rate, $3.20 per hundredweight: 50,000 pounds 
(several shipments) 
Tax, at 3 percent 
3. Tax differential between carload and less-than-carload-lot rate... 
POROiGhme Gimerentias On: CMe nk ee ctidn nee ies 


EXAMPLE 3.—lreight rates on rough lumber for North Carolina to Danville, Pa. 


1. Carload rate, $0.81 per hundredweight : 15,000 board-feet, at 3 pounds 
per foot, equals 45,000 pounds, at $0.81 per hundredweight______ — $364. § 
> ae at 3 percent . 93 
Truck rate, $1.03 per hundredweight : 45,000 pounds (several abe 4683. 50 
‘ ax, at 3 percent 3. 90 
3. Tax differential between carload and less-than-carload- lot rate 2. 97 
Perey GOOG: GM: CBR aisi si csseks cts entn sdiad ccedetnstind 30 


EXAMPLE 4.—F reight rates on cabinet hardware from Chicago, Ill., to Danville, Pa. 


. Carload rate, $1.56 per hundredweight: 30,000 pounds, at $1.56 per 
hundredweight 

Tax, at 3 percent 

. Less-than-carload-lot rate, $2.44 per hundredweight: 30,000 pounds 
(several shipments) 

Tax, at 3 percent 21. 

3. Truck rate, $2.64 per hundredweight : 30,000 pounds" (several loads) — 792. 00 
Tax, at 3 percent 23. 
Tax differential between carload and truck rate 
Percentage differential on tax 
Mr. Foranp. Does that conclude your statement? 

Mr. Scowarrz. May I be permitted to make a further point with 
regard to the effect of the transportation tax on goods that was not 
included in this statement. 

Mr. Foranp. You may. 

Mr. Scuwartz. Last week you had before you a vice president and 
one of the leaders of the television industry. He advocated the elimi- 
nation of the 10-percent excise tax on all-channel television receivers. 
This is a product with which we are familiar. We make cabinets for 
that industry. This excise tax of 10 percent is passed on to the ulti- 
mate consumer in higher prices for the home-television receiver. The 
list price of a TV set is alw ays determined by costs—cost of manu- 
facture, cost of sale, cost of distribution, and incidentally the cost of 
the tax upon transportation. 





444 EXCISE TAXES 


Our TV cabinets require raw materials upon which transportation 
tax is paid as outlined in our statement. These cabinets after manu- 
facture are further transported and are further transportation taxable 
in the movement from our plant to the manufacturing plant of our 
customer and from his plant to the distributor and from the distributor 
to the retail dealer and in many cases from the retail dealer to the 
ultimate consumer. Each movement is taxable, and upon the accum- 
ulated tax cost our pricing policy dictates that the 10-percent excise 
tax be levied on that cost. 

So in effect we have taxation upon taxation. 

Should the tax on freight be eliminated, the savings will be passed 
on to the consumer in an industry that has been suffering because of 
intensive competition and sharp price cutting. With this passing on 
of the saving to the consumer we may be setting a pattern of lowering 
costs realistically rather than out of profits and possibly set a pattern 
for retarding our Nation’s creeping inflation. 

Mr. Foranp. Are there any questions? 

Mr. Mason will inquire. 

Mr. Mason. Did Mr. Adler expect to make this added testimony 
that you have just made? 

Mr. Scuwartz. No, sir. 

Mr. Mason. Then I am glad Mr. Adler couldn’t come and that you 

came in his place because that is a very pertinent statement that you 
just made. 

Mr. Scuwartz. Thank you, sir. 

Mr. Mason. Your contention in your paper is that small business 
such as yours has enough handicaps in its competition with big business 
without adding to those handicaps the cost of the tax on transporta- 
tion? 

Mr. Scuwartz. That is our point, sir. 

Mr. Mason. That is all Mr. Chairman. 

Mr. Foranp. If there are not further questions we thank you for 
your contribution. 

Mr. Scuwarrz. Thank you. 

Mr. Foranp. The next witness is Mr. D. W. Ward. 

Mr. Ward? 

(No response.) 

Mr. Ward is not here. We have Mr. Ward’s statement and it will 
be included in the record at this point. 

The next witness is Mr. Joseph Parker. Is Mr. Parker here? 

(No response. ) 

We have Mr. Parker’s statement and without objection that will 
be included at this point. 

(Mr. Ward’s and Mr. Parker’s prepared statements follow :) 


STATEMENT or D. W. Warp 


My name is D. W. Ward. I am general manager of Philadelphia 
Terminals Marketing Association, a . nonprofit corporation organized 
under the laws of the Commonwealth of Pennsylvania, whose members 
comprise 39 individuals, firms, and corporations engaged in the busi- 
ness of receiving fresh fruits and vegetables in railroad carlots at the 
Philadelphia wholesale produce terminals. Our members handle 97 
percent of all such carlot receipts in the Philadelphia market exclusive 
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of chain store receipts and certain fruits, mostly citrus, received for 
sale at public auction. The total receipts of fresh fruits and vegetables 
on the Philadelphia market by railroad carlot and motor trucklot dur- 
ing 1955 amounted to 66,835 carlot equivalents. Our membership 
handled apprammataly 25 percent of this volume. During the 12 
aN: eriod from November 1, 1955, to October 30, 1956, our mem- 

bers con over $9,500,000 freight charges to the railroad carriers de- 
livering the fresh fruits and vegetables handled by our mem bers, and 
in addition to these freight charges were required to pay a 3 percent 
transportation tax in an amount exceeding $285,000. 

This statement will be limited to a consideration of the transporta- 
tion excise tax in the third category appearing in the subcommittee’s 
press release, August 9, 1956. My testimony will be limited to the 
first grouping stated i in that release, viz, “Rates and problems relating 
to the level of rates” and with specific reference to section 4271 of the 
Internal Revenue Code of 1954. 

It is our belief that the total transportation excise tax paid in the 
Philadelphia market for carlot and trucklot receipts of fresh fruits 
and vegetables will exceed $1 million annually, In general, the full 
amount of this staggering tax burden is ultimately paid by the con- 
suming public, in this ¢ “ase, of course, the Delaware Valley housewife. 
At the same time, this tax is an important factor in determining the 
amount which can be paid by the distributor to the grower or shipper. 
The average cost of freight per carlot of all cars received by members 
of the Philadelphia Terminals Marketing Association at Philadelphia 
during the period referred to was $539, which means that every pack- 
age of fruits and vegetables paid an average freight bill of approxi- 
mately $1 to which the tax w as, of course, added. When to freight is 
added the fixed charges for production, packaging, and marketing, 
these total costs may equal or exceed the total return to the grower 
from sale of the commodity at wholesale on the Philadephia market, 
especially in times of heavy supply. 

Representatives of the growers’ associations are generally agreed 
that this tax constitutes a burden upon the farmer or grower irrespec- 
tive of the manner of merchandising. Where consigned, or sold at 
auction, the cost of freight and the tranportation tax are deducted 
from the proceeds of the sale as remitted to the grower. On f. o. b. 

sales, although at first sight it would appear that the tax is borne Shy 

the buyer, the grower actually bears the tax indirectly because the 
wholesale buyer automatically discounts such fixed costs as trans- 
portation, etc., when making an f. o. b. offer. 

There is an important element of discrimination in the trans- 
portation tax as applied to our industry. The producing areas are, 
in general, of three types: (1) The local or nearby growing areas 
which involve small or nominal transportation cost to the grower; 
(2) the southern and Midwest belt which involve a substantial trans- 
portation charge for delivery to the eastern terminals; (3) the Texas 
and Pacific coast growing areas which account for over 50 percent 
of total receipts of fruits and vegetables at eastern terminal markets 
and which are at a much greater distance from these markets and 
hence require much heavier costs for transportation and consequently 
a much heavier payment for transportation tax. It is obvious that the 
incidence of this tax bears most heavily on shippers from the greatest 
distance and hence it is highly discriminatory and unfair in its appli- 
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cation, being heaviest on the commodities which already bear the 
heaviest costs upon arrival at market. 

It is generally considered that two points at which our present-day 
economy, generally enjoying an unprecedented prosperity, is weakesi, 
are in the very poor financial position of farmers generally and the 
mounting cost of living to the retail consumer. We believe that the 
transportation excise tax bears heavily and unfairly against both of 
these segments of the economy and that elimination of the trans- 
portation tax on agricultural products would afford important relief 
to both the farmer and the home consumer. We urge that this com- 
mittee recommend to the Congress the elimination of the transporta- 
tion tax from agricultural commodities. 


STATEMENT OF THE Nationa GranceE Uroine Repeat or Freperar 
Excisrt Taxes oN For-Hire Transrortr SERvICcEs 


For the last several years the National Grange has consistently 
favored the repeal of the Federal excise taxes on passenger fares and 
freight. This position was reaffirmed at the recent session of the 
National Grange, held at Rochester, N. Y., November 14-21, 1956. 
The National Grange feels that the Federal transportation taxes are 
an unnecessary charge against production and a burden upon the 
national economy. 

The Federal transportation taxes were enacted as temporary 
revenue measures to help finance the cost of World War II. During 
short periods, such as wartime emergencies, it is possible to tolerate 
taxes which have undesirable side effects. It was clearly recognized, 
however, that a tax on transportation is not consistent with the 
national prosperity and progress, and that, therefore, they should only 
be temporary taxes during a wartime emergency. We believe that 
it is very essential for the forthcoming Congress to repeal Federal 
transportation taxes, in order that our transportation industry can 
develop along the most economical lines, and without unnatural 
burden upon those areas of the country which depend upon distant 
markets. 

The Federal transportation tax, on both freight and passenger 
fares, applies only to for-hire transportation. For this reason the tax 
tends to stimulate private transportation to an unnatural degree. 
This is not only an injustice to the for-hire agencies that provide 
transportation services, but it tends to artificially stimulate private 
transportation, even though it might not be able to provide the trans- 
portation service at as low and economic a cost. To the extent possible 
we should allow our transportation industry to develop along the 
lines of greatest efficiency, without any distorting effect from Gov- 
ernment. The rise of private transportation since the end of World 
War II has been abnormal, and even parent. This is unfortu- 
nate in view of the fact that many of our transportation industries 


are decreasing-cost industries, which would be able to provide the 
public with lower rates were it not for the artificial diversion of 
volume. 

The tremendous increase in private transportation has many 
people worried, and it appears to us to have caused great concern in 
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the Interstate Commerce Commission. It is well recognized that 
common carriers are indispensable to our economy, and that their 
progress depends to quite a large degree upon their financial success. 

It appears to us that the Interstate Commerce Commission has 
attempted to offset the indirect encouragement of private transporta- 
tion that the Federal transportation taxes have had by artificially 
restricting and discouraging private transportation by regulations, 
by public statements, and otherwise. We, of the National Grange, 
hope for more reliance on competition in the pricing of transportation 
services, but if one form of transportation is to be. given an artificial 
advantage by taxation or otherwise, it probably becomes incumbent 
upon the Interstate Commerce Commission to so interfere with normal 
economic operations as to preserve what, under fair methods of 
competition, would be the most efficient system of transportation. 

A tax on transportation is in most cases a tax on production. Such 
taxes tend to pyramid in the normal commercial practices, and thus 
increase cost to the consumers unnecessarily. Specialization in pro- 
duction is absolutely dependent upon economical transportation, sO, 
therefore, to the extent to which the Federal excise tax raises trans- 
portation costs, it tends to eliminate the advantage which this country 
should have in a broad, wide market that permits specialization 
according to natural advantages and skills of the people. Cheap 
transportation also tends to widen the choice of consumers. High 
transportation costs have a very unfair differential effect upon those 
areas of production which are most distant from markets. This, at 
times, tends to stifle economic development in the areas which are 
greatly in need of industrial deevlopment from the standpoint of 
population pressures. 

High transportation costs also have an adverse differential effect 
upon “those groups in our economy which are in the weakest economic 
position; that is, least able to set their charges or prices and insist 
upon them. Farmers are notably in a weak economic position, and 
increases in transportation cost invariably hit farm people especially 
hard. 

At the present time the highways of our Nation are very inadequate. 
The Federal transportation taxes tend to make them even more in- 
adequate by artificially stimulating private passenger and freight 
transportation. It is quite likely that much of the traffic that has 
been lost to private transportaion would have moved by railroad were 
it not for the Federal transportation tax. 

In conclusion we wish to urge this committee and the entire Con- 
gress to take action during the coming session of Congress to repeal 
the Federal taxes on transportation of } persons and produc ts. 

Mr. Foranp. The Chair wants to make one announcement, and 
that is that any statement for the record must be in the hands of tie 
clerk of the committee by not later than Friday, the 14th of December, 
in order to be made a part of the record. 

The Chair realizes that normally 3 or 4 weeks are given for such 
statements, but I believe everybody also appreciates the fact of the 
time limitation involved. For that reason we picked the 14th of De- 
cember as the fina] date. 

The committee stands adjourned until 10 o’clock tomorrow morning. 

(Whereupon, at 12:10 p. m., the committee was recessed, to re- 
convene at 10 a. m., Tuesday, December 4, 1956.) 
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TUESDAY, DECEMBER 4, 1956 


House or REPRESENTATIVES, 
SuBcOMMITTEE ON Excise Taxes 
OF THE CoMMITTEE ON Ways AND MEANS, 
Washington, D. C. 

The subcommittee reconvened, pursuant to recess, at 10 a. m., Hon. 
J. Aime Forand (chairman of the subcommittee) presiding. 

Mr. Foranp. The committee will come to order. 

Before we start this morning the Chair wishes to call to the atten- 
tion of all witnesses the fact that we have an extremely long calendar 
and we would appreciate everyone’s making their oral presentations 
as brief as quests and submit their brief for the record. 

Our first witness this morning is our colleague from North Dakota, 
Hon. Otto Krueger. Of course, we know you very favorably, but 
please identify yourself for the record. 


STATEMENT OF HON. OTTO KRUEGER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NORTH DAKOTA 


Mr. Krurcer. Mr. Chairman and members of the committee, no one 
denies that taxes are necessary to defend our Nation and provide our 
citizens with the services of government which they deserve and re- 
quire. But to be just, taxes should be designed so they are fair to 
everyone, with everyone assuming his share. 

Your committee is considering action on an existing tax which is 
unjust because it is discriminatory. The 3-percent tax on transporta- 
tion of freight and the 10-percent tax on transportation of passengers 
penalizes the common carriers for doing their job. It adds an unrea- 
sonable factor of competition when they attempt to secure business. 

The passenger in a private car does not pay this tax, but if he travels 
by common carrier he must. The shipper of freight must pay this 
tax, but if he hauls it himself he does not. Moreover, the shipper who 
transports his goods for a long distance must pay a higher tax because 
his total bill is larger than that of one who ships only a short distance. 

This tax hurts the common carriers and it hurts the shipper who 
is distant from his markets. It discriminates against the merchant 
and the farmer in my State of North Dakota because the larger ship- 
ping costs plus the larger tax add to the costs of goods North Dakotans 
buy from other parts of the country. 

This was a wartime tax, enacted by Congress at a time when it 
was designed to discourage unnecessary travel and shipment of goods 
by common carriers whose services were needed then for the war effort. 

he war is over. 
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It is time we recognized this fact and brought an end to the discrimi- 
nation of this transportation tax. 

Mr. Foranp. Wethank you, Mr. Krueger. 

Mr. Krurcer. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness we have this morning is our colleague 
from Pennsylvania, Hon. George M. Rhodes. We all know you well, 
but would you be good enough to identify yourself for the record. 


STATEMENT OF HON. GEORGE M. RHODES, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Ruopes. Mr. Chairman, members of the subcommittee, I ap- 
preciate this opportunity of presenting my views on a portion of H. Kh. 
12298 which is of special interest to me. 

Before proceeding with my statement, I would first like to commend 
this subcommittee for its diligent and outstanding work in this most 
important area of taxation. I trust that the recommendations for 
changes in our excise tax laws will have a significant impact on our 
overall tax structure. 

My remarks are specifically directed to pages 33-34 of H. R. 12298 
on the subject of Nonprofit Swimming Pools. Last March I intro- 
duced H. R. 10113, a bill to amend section 4243 of the Internal Revenue 
Code of 1954 by exempting nonprofit swimming pool corporations, 
organizations, or associations from the 20 percent Federal excise tax 
on club dues and initiation fees. 

Mr. Chairman, at this point in the record, I ask permission to have 
printed the text of my remarks of March 21, 1956, explaining the pur- 
poses and benefits of these nonprofit swimming pool organizations and 
setting forth the basic reasons why I feel they are entitled to special 
consideration under our tax laws. 

Mr. Foranp. Without objection, it is so ordered. 

(The matter referred to follows :) 


ExuHisit A 
[Congressional Record, March 21, 1956] 


TAx EXEMPTION FOR NEIGHBORHOOD SWIMMING POOL ASSOCIATIONS 


Mr. Ruopes of Pennsylvania. Mr. Speaker, I have today introduced a bill to 
amend section 4243 of the Internal Revenue Code of 1954 by exempting neighbor- 
hood swimming pool corporations, organizations, or associations from the 20- 
percent Federal tax on club dues and initiation fees now applying to social, 
athletic, or sporting clubs or organizations. 

Neighborhood swimming pools are a rather recent innovation and have become 
increasingly popular in many sections of the country. They are in no way to be 
confused with community-owned swimming pools, which are built at the expense 
of local taxpayers and paid for in part by admissions and concessions. 

The neighborhood swimming pools referred to in this bill are privately financed 
by the residents of a particular section of the community, through the collection 
of a specified amount from each family in the neighborhood desiring to join, 
figured on a pro rata basis to pay for the cost of acquiring the land and building 
the pool. The pools are relatively small in size and are usually designed to ac- 
commodate from 100 to 500 families who are members of the swimming pool 
organization. Annual dues are charged to pay for lifeguard protection and 
maintenance. 

The swimming pool members are usually brought together by a citizen’s asso- 
ciation, or Similar group and eventually form a nonprofit corporation or associa- 
tion to enter into the necessary contractual relationships with contractors who 
build the pool. In some cases the actual construction is done by the members 
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themselves, drawing upon the talents of their neighbors. Local zoning and 
juilding code requirements are of course necessarily complied with. 

These neighborhood swimming pools have become most popular in newly 
developed suburban areas, where community recreational facilities are totally 
inadequate. 

Mr. Speaker, I feel that this bill might be given the short title of “A bill to curb 
juvenile delinquency, promote healthful recreational facilities, and to strengthen 
neighborhood solidarity and promote good will.” Neighborhood swimming pools 
do all of these things. We hear much these days about what should be done about 
the mounting juvenile delinquency problem, young people who roam the streets 
in gangs, destroying private property, and costing local taxpayers untold mil- 
lions for added police and fire protection. What better way could there be than 
to provide recreational facilities in their own neighborhood, which would en- 
courage clean, wholesome, and healthful family-type activities. Their parents 
would also be benefited by having ready accessible recreational facility to relieve 
some of the tension of our modern day living, while also becoming better ac- 
quainted with their neighbors through the experience of joint endeavor. 

I feel that this type of neighborhood initiative would be beneficial to our 
communities, States, and our Nation. I feel that it is in the best traditions of 
free enterprise. Many of our sprawling suburban areas have no tie to the com- 
munity; people living in isolated subdivisions and huge housing developments 
often have little in common with their neighbors; often there is no place to 
diseuss community problems or join in social activities. Neighborhood swim- 
ming pools are one important way in which the people living in these types of 
suburban developments can be brought together. I feel that this is a worthwhile 
objective which should be encouraged. 

The purpose of my bill is to provide an incentive for such neighborhood groups 
in the construction of their own swimming pools. We must remember that 
this is the only way in which this type of recreational facility may ever be 
obtainable. Tax levels in many suburban areas are already fantastically high 
because of the critical need for new school construction to take care of the 
children suddenly moving into an area where a new housing project has been 
built. New streets, roads, and sewers must also be provided. Thus, community 
tax-financed swimming pools very often receive little or no consideration. 

I feel that the Internal Revenue Code should make some differentiation be- 
tween taxing of golf and country clubs, riding clubs, and similar private clubs 
drawing their membership from widely separated parts of the community and the 
taxing of this type of neighborhood swimming-pool endeavor now coming into 
vogue because of a legitimate and demonstrated need for recreational facilities, 

Section 4243 of the Internal Revenue Code recognizes that some types of or- 
ganizations have beneficial influences in the community which warrant their 
exemption from the 20-percent tax on dues and fees paid to other private clubs. 
This section already exempts “all amounts paid as dues or fees to a fraternal 
society, order, or association, operating under the lodge system, or to any 
local fraternal organization among the students of a college or university.” 

Mr. Speaker, I submit that the basic principle involved in these types of 
exemptions is in no way different from the neighborhood organizations which I 
seek to encourage in this bill. 

The loss of revenue would be slight and the many benefits would more than 
compensate them in tax savings at the local governmental level. People who are 
willing to invest $100 or $200 in the construction of a swimming pool in their 
own neighborhood should be granted exemption from the Federal tax just as 
fraternal organizations are exempted. After all, a neighborhood is but a type 
of fraternity, where people must learn to live together in a spirit of cooperation 
and brotherhood. 

I sincerely hope that this bill will be given consideration by the Ways and 
Means Committee. It is not just another special interest type of legislation to 
gain tax exemption. It is a positive approach which we can take to meet the 
changes in living habits of our modern society by providing healthy recreational 
outlets for our children, young people, and adult citizens alike. 


Mr. Ruopes. H. R. 10113 was referred to this subcommittee and 
studied by your staff. It was discussed in subsequent meetings of 
your subcommittee, amended, and included in H. R. 12298. I am 
pleased by this action of the subcommittee and sincerely hope that 


this provision will be retained in the bill when it is reported to the 
full committee. 
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Other witnesses representing many of these nonprofit swimming 
pool groups will undoubtedly give the subcommittee first-hand ac- 
counts of their experience in organizing and operating this type of 
community project. I am sure that their testimony will be valuable 
and shed much additional light on the need for repeal of the 20-per- 
cent tax to encourage still more of these projects. 

From what I have seen of the role played by these nonprofit swim- 
ming pool groups in my own community, I am convinced that they are 
worth while and deserve encouragement. They provide healthfv’ 
recreational opportunities for our children, our young people, and 
their parents. They furnish the type of supervised recreational out- 
lets which we so badly need to halt the sinister advances of teen-age 
crime, vandalism, and juvenile delinquency. They make possible 
wholesome family-type recreational opportunities. All of this is 
accomplished by individual group initiative, since the pools are pri- 
vately financed without creating aditional tax burdens at the local 
levels of government. 

I am also convinced that the present 20-percent Federal tax on 
dues and fees paid to these nonprofit swimming pool groups is often 
an insurmountable obstacle in the organization and financing of such 


a project. Many families who might afford the initiation fee are 
forced to deny themselves the benefits of membership when they realize 
that an additional 20-percent tax must be added on as required by the 
present law. In some instances this heavy tax burden results in 
the collapse of the swimming pool project. 

In conclusion I respectfully urge the approval of this section of 
H. R. 12298 because of its many long-range benefits to our individual 


citizens, our communities, and our Nation. 

Mr. Foranp. If there are no questions, we thank you, Mr. Rhodes. 

Mr. Ruopes. Thank you, Mr. Chairman. 

Mr. Foranp. We now have as the next witness the Honorable FE. Y. 
Berry, of South Dakota. Mr. Berry, we know you very favorably, 
but please identify yourself for the record. 


STATEMENT OF HON. E. Y. BERRY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF SOUTH DAKOTA 


Mr. Berry. I am Congressman E. Y. Berry, from the Second Dis- 
trict of South Dakota. I appreciate this opportunity to express my 
opinions to your committee. 

There is considerable concern about the excise tax on nonprofit clubs 
such as community swimming pools and golf courses. I am glad to 
note the Committee on Ways and Means in your committee bill on 
which we are holding hearings, made provision in section 132 entitled 
“Club Dues,” for exemption from the excise tax of swimming poo! 
memberships in nonprofit clubs. This is certainly a step in the right 
direction, and I hope the bill as finally passed will contain these pro- 
visions with, however, a further provision to include nonprofit country 
clubs. 

The pena community country club that offers golfing facilities 
to its members in addition to a swimming pool should certainly be 
ineluded in this section. 

I have read with interest the testimony before your committee by 
the spokesman from the Rockville, Md., Community Swimming Poo! 
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Association in which he asks for “removal of a harsh burden upon 
citizens of moderate means.” The same situation exists in small- and 
medium-sized communities throughout the Nation that are striving 
to improve their communities through the construction and mainte- 
nance of nonprofit country clubs for golfing and related recreational 
activities. 

Citizens in a community who see the need and demand for such a 
nonprofit club are now handicapped in development of such an im- 
provement by the 20 percent excise tax on club memberships, and yet 
they are not coming to the Federal Treasury for assistance in main- 
taining their club, but are, on the contrary, employing self-help 
methods to raise the necessary income through voluntary donations 
and memberships. 

There is a growing need for recreational opportunities in the com- 
plexities of our fast-moving world, and I feel it is certainly a mistake 
to hamper development of these nonprofit community and country 
clubs by the imposition of an excise tax. 

Thank you. 

Mr. Foranv. If there are no questions, we thank vou, Mr. Berry. 

Mr. Berry. Thank you, Mr. Chairman. 

Mr. Foranp. Our next witness this morning is our colleague, Hoi. 
Hubert B. Scudder, from California. Of course, we all know you 
very well, but for the sake of the record would you please identify 
yourself. 


STATEMENT OF HON. HUBERT B. SCUDDER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Scupper. Mr. Chairman and members of the committee, I am 
Congressman Hubert B. Scudder, Member of Congress from the First 
Congressional District of California. 

During the past few weeks I have received several letters and reso- 
lutions from individuals and organizations in my district and else- 
where in California, including the State board of agriculture, urging 
repeal or modification of the 3-percent excise tax on the transportation 
of property. 

his tax, known as the Federal transportation tax, was enacted as 
an emergency measure by the Revenue Act of 1942. Like many of the 
wartime emergency measures it has remained in effect long after what 
I am certain was the original intent, and is now, in fact, a detriment 
to shippers and carriers alike in a period of competitive, peacetime 
expansion. 

I would favor repeal of the present tax rate because geographical 
factors make it entirely discriminatory. However, I fully realize that 
outright repeal at this time may have an ill effect on efforts to maintain 
a balanced Federal budget. 

That’s why in the 82d, 83d and again in the 84th Congress, I intro- 
duced a bill to reduce the rate of tax on the transportation of property. 

In the 84th Congress the bill was H. R. 845. I respectfully call it to 
the attention of this committee. It proposed to amend the present tax 
rate on the amount paid for the transportation of property, as follows: 
(1) On the first $100 of the amount paid, 3 percent; (2) on the second 
$100 of the amount paid, 2 percent; (3) on any part of the amounts 
paid over $200, 1 percent. 
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I will reintroduce the bill upon the convening of the 85th Con- 
gress. It would set up a sliding scale of tax rates, thus equalizing an 
unfair burden created by the overall, inflexible 3-percent tax. 

We in California are so far removed from the markets and manu- 
facturing centers of the East and Midwest, that our freight bills 
are of necessity very high in relationship to other parts of the country. 
The tax is, of course, reflected in the prices paid by the consumers— 
whether it be for a manufactured or an agricultural product. In 
many cases the dollars paid out by producers of agricultural products 
to cover the transportation tax on shipments to other parts of the 
country, mean the difference between profit and loss on a year’s crop. 

The compromise measure which I propose could be acceptable in that 
it would be more equitable to the shipper and still return a substantial 
portion of the tax revenue now derived from this source. 

Mr. Foranp. If there are no questions, we thank you, Mr. Scudder. 

Mr. Scupper. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness before us today is our colleague from 
Idaho, Hon. Hamer H. Budge. We know you very favorably, Con- 
gressman Budge, but would you please identify yourself for the 
record. 


STATEMENT OF HON. HAMER H. BUDGE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF IDAHO 


Mr. Buper. Mr. Chairman and members of the subcommittee, I first 
want to commend you for your action in setting up this hearing to 
consider the possibility of making reductions in excise taxes. The 
continuation of these excise taxes since the last World War has been 
of great concern to me, and I have sponsored legislation in previous 
sessions of the Congress, and in the last session, to eliminate some of 
such taxes. In this last session I sponored H. R. 9954 which has been 
referred to your committee, and I hope will be considered in this hear- 
ing. This bill, if enacted, would exempt certain shipments of products 
of the farm from the taxes imposed on the transportation of property. 

The State of Idaho is particularly burdened with this present. tax 
because of the great distances required to transport agricultural prod- 
ucts to the market places. As an isolated example, the exemption as 
authorized in H. R. 9954 would relieve the potato growers alone in my 
State in excess of $1 million annually now being paid by them through 
the excise tax on transportation of potatoes. 

It appears to me to be a grave responsibility and an urgent one for 
the committee to consider the elimination of these taxes. From my 
personal observations it appears that the farmer in our economy has 
had to bear the greatest financial burden. During the last war the 
farmer was urged to increase production beyond the normal needs, 
and now because of this overproduction has suffered a partial loss of 
income in the readjustment period. Although war production incen- 
tive payments have been withdrawn the excessive and burdensome 
taxes remain. It is unfair to ask that farmers continue to bear the 
entire burden of this readjustment. I, therefore, recommend that such 
taxes still remaining as a burden on this segment of our economy be 
repealed or modified to provide financial relief. 

I have also sponsored other legislation which would repeal other 
taxes imposed during the recent wartime economy. I urge that these 
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taxes also be considered and repealed if at all possible. I do not believe 
it is wise to continue emergency wartime taxes into periods of peace. 
May I, therefore, urge that you include in your hearings all aspects of 
the wartime-imposed excise taxes. 

Mr. Foranp. If there are no questions, we thank you, Mr. Budge. 

Mr. Buper. Thank you, Mr. Chairman. 

Mr. Foranp. Hon. Robert C. Byrd, from West Virginia, is our next 
witness this morning. Would you please identify yourself for the 
record, Mr. Byrd. 


STATEMENT OF HON. ROBERT C. BYRD, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mr. Byrp. Mr. Chairman and members of the Subcommittee on 
Excise Taxes, having testified before your distinguished subcommittee 
on November 28 on the subject of community television antenna sys- 
tems, I am appreciative of this additional opportunity to present a 
brief statement regarding excise taxes on the following: (1) Trans- 
vortation charges, (2) toilet preparations for use by barbershops and 

eauty establishments, (3) nonprofit educational institutions. 


1. TRANSPORTATION CHARGES 


As the Representative to Congress from West Virginia’s Sixth Dis- 
trict, the Nation’s largest bituminous coal-producing area, I recom- 
mend that the subcomimttee give consideration to the removal of the 
4 cents a ton tax on the transportation of coal. Moreover, the accepted 
discriminatory character of the transportation taxes and their pyra- 
miding effect on the prices of articles, in my opinion, warrants your 
subcommittee’s giving consideration to their removal. In this con- 
nection, it should be noted that excise collections on the transporta- 
tion of property during the fiscal year 1955 amounted to $398 million, 
or only 4.3 percent of all excise collections, which, in turn, amounted 
to 13 percent of the total tax collection. 

To my constituents, and to all the residents of West Virginia, the 

transportation tax on coal, for example, is particularly unfair; in 
effect, it is a direct hardship. Many thousands of families are de- 
pendent upon the production of coal for their livelihood. An equiva- 
lent tax is not applied on either natural gas or on residual oil produced 
abroad and transported direct to points of consumption by water— 
which, of course, is in direct competition with coal. The additional 
cost of the tax on transporting coal from mine to market may make 
the difference between sale and no sale in the marketing of this 
product. 
_ When demand for coal declines, the impact is immediately reflected 
in the wage envelopes of our miners. It also affects employment of 
railroaders whose jobs depend upon coal traffic. Under the circum- 
stances, the levy on coal freight is repugnant to every worker and 
every businessman in wer coal-producing State. 

For these reasons, and since presently there no longer exists the 


underlying purpose for which these taxes were imposed—to discour- 
age unnecessary transportation during World War II—it is my sug- 
seme that your subcommittee recommend the removal of such excise 
axes, 
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2. TOILET PREPARATIONS USED BY BARBERS AND BEAUTICIANS 


Section 4021 of the 1954 Internal Revenue Code imposes a tax of 
10 percent on certain enumerated toilet articles sold at retail. Sales 
of such articles for certain uses are exempted from the tax, and in- 
cluded among such exemptions are sales to barbershops and beauty 
parlors “for use in the operation thereof, or for resale.” It is my 
understanding that a change has been proposed in the existing tax, 
under which the tax would be imposed at the manufacturers’ level. 

The adverse impact of a tax on the production of such articles is 
a matter of public record, and it is therefore urged that the sub- 
committee oppose a proposal of this nature so far as sales of such 
toilet articles are concerned. 

Prior to 1941 the tax on toilet preparations was levied at the manu- 
facturers’ level. By an amendment in 1942, an exemption was afforded 
to beauty and barber shops only in buying toilet articles for resale. 
A subsequent amendment in 1951 amended the provision to provide 
that the sale of taxable toilet preparations “to any person operating 
a barber shop, beauty parlor, or similar establishment for use in 
the operation thereof, or for resale,” shall not be subject to the re- 
tailers’ tax. Manifestly, in eliminating the excise tax on bulk toilet 
articles used by beauty and barber shops in rendering services, your 
committee recognized that this tax constituted “a tax on the tools 
of labor” and place an undue financial burden on these shops. 

It is submitted, therefore, that the experience of the industry prior 
to 1941 is proof itself that a tax at the manufacturers’ level would 
only repeat the technical and administrative problems experienced 
prior to the 1941 amendment which, of course, was expressly enacted 
to repeal the tax at the manufacturers’ level. Furthermore, the dif- 
ferences in organizational forms and merchandising practices among 
defferent firms in the industry itself have proved that the consumer 
would pay a higher price for the article than he would were he pur- 
chasing the article under a retailer’s excise tax of equal rate. More- 
over, it has also been demonstrated that the Government would obtain 
less revenue. 


3. EXEMPTION FOR NONPROFIT EDUCATIONAL INSTITUTIONS 


I commend the subcommitee on its proposal to broaden the exemp- 
tion concerning educational institutions so as to provide a general 
exemption from excise taxes for all elementary and secondary schools 
and colleges and universities operated by nonprofit organizations. 
As the subcommittee has pointed out, under the present statute the 
exemptions from manufacturers’ and retail excises and those on trans- 
portation and communication for purchases by public schools are 
discriminatory so far as nonprofit private schools are concerned. 
As has been es out to this diihecininittae. about half of all 
students enrolled in institutions of higher education are attending 
privately supported colleges and universities. The $3 million esti- 
mated annual loss of revenue to the Goverment, although negligible 
from the standpoint of total revenue receipts, will represent a signifi- 
cant savings to these institutions. 

For the reasons given above, I respectfully submit that your sub- 
committee give favorable consideration to the above recommendations. 
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Mr. Foranp. We thank you for your appearance and the infor- 
mation given the committee, Mr. Byrd. 

Mr. Byrp. Thank you, Mr. Chairman. 

Mr. Foranp. Our next witness this morning is Hon. James G. 
Fulton, from Pennsylvania. Of course, we all know you very favor- 
ably, but would you please identify yourself for the record. 


STATEMENT OF HON. JAMES G. FULTON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Futron. I am submitting this statement in favor of the repeal 
of the Federal excise taxes upon transportation of property and per- 
sons and particularly the wartime excise taxes on coal, as I believe that 
the continuation of these taxes unduly burdens vital parts of our econ- 
omy, and actually penalizes certain commodities, such as coal, which 
are in close competition with other fuels. The movement of coal in a 
highly competitive market should no longer be called upon to bear this 
unfair burden. 

This transportation tax was initially imposed to discourage unessen- 
tial use of transportation facilities which were then extended to their 
limit. To continue them now for the sake of preserving Federal reve- 
nue cannot be justified. If the Government must have this revenue, it 
would be far better and manifestly much fairer to obtain it through 
other channels of taxation that would fall more equitably upon all 
citizens than to continue to discriminate against the transportation 
industries and those who use their facilities. 

And speaking of discrimination, let me point out that the tax on the 
transportation of coal is 4 cents per net ton. There is also a 414- 
pecent tax on the transportation of oil by pipeline, but there is no tax 
on the transportation of natural gas by pipeline. Foreign residual oil 
has flooded the eastern seaboard of our country and made huge inroads 
into coal’s former markets. This oil, in the most part, is used at sea- 
board points, and is not domestically transported, and hence is subject 
to no transportation tax. 

Since, as stated, there is no transportation tax on natural gas, coal 

must compete in the energy markets with natural gas, its most serious 
competitor, at a 4 cents per ton disadvantage by reason of this tax, and 
the failure of Congress to repeal it. We are being most inconsistent 
when we fail to remove this tax discrimination against coal, and at the 
same time look to, expect, and exhort the coal industry to maintain 
its productive capacity at a level to adequately supply wartime or 
emergency demands. 
_ The coal industry in both World Wars was called upon to raise 
immediately its production more than 100 million tons a year. These 
wartime demands demonstrated that coal is the backbone of our 
energy resources, and the industry’s positive and quick response in 
meeting those demands cannot be too highly praised. 

But there is a limit to what even the most efficient can do. Since 
the last war, bituminous-coal production dropped to 392 million tons in 
1954, or some 200 million tons below that of the war years. To keep 


its productive capacity at a level sufficiently safe to respond to emer- 
gency demands, the coal industry must make huge capital expendi- 
tures in the face of rising labor and other costs. Not being subsidized, 
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and seeking no subsidy, the industry’s only source of revenue is the sale 
of its product in a highly competitive market. Any roadblock that 
will deter or handicap the coal industry in obtaining its fair share of 
the energy market constitutes a serious threat to the future security of 
our Nation. The present transportation tax on coal, in my opinion, 
is such a serious deterrent, and obviously should not be continued. 

I therefore wholeheartedly recommend the removal of the wartime 
excise taxes on the transportation of coal at this time. 

Mr. Foranp. If there are no questions, we thank you, Mr. Fulton. 

Mr. Fuuron. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness is Mr. D. G. Ward. Mr. Ward, 
come forward, please. You have a prepared statement ? 

Mr. Warp. I do, Mr. Forand. 

Mr. Foranp. Will you identify yourself for the record. 


STATEMENT OF DONALD G. WARD, CHAIRMAN, NATIONAL CON- 
FERENCE FOR REPEAL OF TAXES ON TRANSPORTATION 


Mr. Warp. My name is Donald G. Ward. Iam assistant vice presi- 
dent of Olin Mathieson Chemical Corp. and chairman of the National 
Conference for Repeal of Taxes on Transportation. 

Realizing the tremendous burden that this committee has, the na- 
tional conference has done its best to coordinate the activities of 
ae associations and limits the testimony as fully as possible 
thereby. 

The cunfentene was organized 3 years ago by representatives of 
shippers, travelers, workers, and carriers in the belief that the Fed- 
eral excise taxes on transportation services should be repealed. It 
is a loosely knit “federation,” representing organizations and indi- 
viduals supporting its single objective. Its purpose is and has been 
to coordinate activities of various groups in seeking repeal of these 
emergency levies. 

Attached is a list of organizations supporting the national confer- 
ence’s position. These organizations represent a cross-section of the 
Nation’s overall transportation industry, including users and other 
interested groups, all of whom urge the subcommittee to support 
repeal of the Federal excise taxes on for-hire transportation services. 
Their particular interests, it can be noted, are widespread and diversi- 
fied. They represent not only users and suppliers of all types of 
for-hire freight and passenger transport services, but also groups 
whose members have a strong interest in private transportation. 

Despite inherent differences among these many groups, they pre- 
sent a united front on this particular issue in favor of repeal of taxes 
the disadvantages of which they believe outweigh the advantage to 
the Federal Government as a source of revenue. 


DESCRIPTION 


The pee taxes to which we are referring are the 10 percent that 


users of public transportation facilities see added to their passenger 
fares when traveling for either business or pleasure purposes, the 
extra 3 percent that shippers must pay on freight bills received from 
for-hire carriers, the 4144 percent of revenue received for moving 
petroleum that pipelines must turn over to the Government, and the 
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4 cents per short ton added on public carriers’ charges for moving 
coal. These taxes are imposed by sections 4261, 4271, and 4281 of the 
Internal Revenue Code (1954). 

Figures released by the Internal Revenue Service show that in the 
fiscal year 1956 the Federal Government collected nearly $702 million 
in taxes on for-hire transportation services. This was broken down 
as follows: Passenger, $215 million; freight, including coal, $451 
million ; and oil by pipeline, $36 million. 


ORIGINAL PURPOSE 


The original purpose of these taxes was twofold. One was to help 
fill revenue needs as a temporary measure. The other, particularly 
in the case of the passenger tax, was to discourage the general public 
from using public carriers during World War II, as “their services 
were being utilized to the limit to handle essential civilian traffic and 
the huge volume of defense traffic. To illustrate this tremendous war- 
time demand, our public carriers quadrupled their passenger-miles, 
while auto travel was being cut by more than a third. 

The freight tax likewise tended to act as a deterrent to nonessential 
use of public carriers who were being called on to handle more than 
twice their prewar volume of traffic ‘with no appreciable increase in 
equipment to do the job. 

CHANGES 


Despite the fact that the specific reasons for enacting these excise 


taxes have disappeared Congress has made only one overall change in 
them since the end of World War II. That was the reduction in 
1954 of the tax on passenger fares from 15 to 10 percent. 

Yet, particularly in the cause of passenger transporation by railroad 
and bus, the situation today is just the opposite from World War II. 
We now find both these essential modes of public transportation oper- 
ating far below the maximum capacity they could operate and still 
provide adequate service. For example, our railroads are now utiliz- 

ing their passenger cars exclusive of commutation service only about 

42 percent of such maximum capacity. The percentage would be 
somewhat higher of course, if we included commutation service, 
although in this instance it is excluded since such service is not subject 
to the “10- -percent tax. Intercity buses at present are operating at 
around 62 percent of their maximum practical capacity. 

Even the rapidly growing airlines have substantial amounts of 
excess capacity. The “trunklines are operating at around 60 percent. 
Of even greater significance is the fact that the airlines are now en- 
gaged in a program of converting from piston-type aircraft to jet 
aircraft. The new transports will have a far greater traffic volume 
than at present to realize sufficient earnings to pay for the new, 
enormously expensive equipment. 

It is interesting to note that similar emergency excise taxes im- 
posed during World War I were repealed effective January 1, 1922— 
about 3 years postwar. Our neighbor, Canada, repealed its World 
War i 15-percent passenger transportation tax in March 1949— 
about 314 years postwar. 

The last session of Congress did make two encouraging changes, 
even though they were limited to partial relief from the passenger 
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tax. One was the repeal of the 10-percent tax on travel on trips to 
the Caribbean, Central America, Hawaii, and Alaska, plus points 
225 miles or more beyond the United States border into Sonia and 
Mexico. ‘The other was an increase in the maximum fare exemption 
from 35 to 60 cents. The Senate also passed legislation that would 
have exempted shipments of agricultural commodities from farm to 
processing or distributing plants from the 3-percent tax. 

Helpful as these two changes are, they still fall far short of re- 
lieving our public transportation industry of a heavy and highly dis- 
criminatory burden. Let us examine briefly some of the reasons 
why we believe the disadvantages of these taxes outweigh the revenue 
advantages gained by the Government, taking the 10-percent passen- 
ger tax first. 

PASSENGER TAX—DETERRENT TO TRAVEL 


Few people realize the tremendous importance that travel has 
assumed in our national economy. By travel, we mean domestic and 
foreign trips, for both business and pleasure reasons, by United States 
citizens that require overnight stops away from home. It is esti- 
mated to be more than a $24 billion business, with about 22 percent 
of this huge outlay, or over $5 billion, being spent for transportation 
of one kind or another, including both for-hire and private trans- 
portation. 

I think you will agree that transportation is the key to this growing 
travel market. How good and how inexpensive it is largely deter- 
mines how much traveling we actually do. Thus, transportation opens 
the door to unlimited benefits to all, including tax revenues for all 
levels of government. Using the above figures, for example, a dollar 
spent on transportation for travel means another $4 spent for food, 
lodging, entertainment, et cetera. 

While the growth of travel by Americans is increasing at an en- 
couraging rate, everything possible should be done to stimulate it 
even further. The demand will be there, since every prediction of 
economic conditions in the years immediately ahead point to more 
leisure time for our working population, including longer vacations 
with pay. 

It is difficult to say exactly how much of this travel is being handled 
by public carriers, who must add the 10-percent tax to their fares 
while their competitors—52 million private automobiles and 60,000 
private planes—are exempt from this tax. It is estimated roughly 
that around 15 percent of pleasure and 42 percent of business travel 
is done on public carriers. The very low figure for pleasure travel 
by public carrier, as compared to business travel, clearly indicates 
the importance of the cost factor. In other words, whether you use 
a public carrier depends quite often on whether you must pay the cost 
yourself or whether you can put it on an expense account. 

Therefore, whatever can be done to stimulate greater use of public 
carriers for travel, particularly pleasure travel by many nontravelers 
who either do not own a car or who do not care to drive on extended 
trips, will start a chain reaction of business activity that should result 
in an undeterminable, but potentially significant, return to the Gov- 
ernment in the form of general taxes. 
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TAX-DEDUCTIBLE TRAVEL EXPENDITURES 


We should not overlook the fact that the 10-percent tax on travel 
is a tax-deductible operating expense when paid for business purposes. 
While no reliable figures are available showing how much travel on 
public carriers is for business reasons, we can make a partial estimate 
to illustrate its importance. A 1954 survey of travel by families with 
an annual income of $5,000 or more showed that members of 52.5 
percent of them made one or more business trips a year. The average 
yearly travel expenditure per family was $490. 

If we apply these figures to the present $5,000-plus income family 
group and likewise apply the estimated portion of the total expend- 
tures that go to public carriers, we find that the 10-percent tax would 
exceed $54 million. This large sum represents a tax-deductible ex- 
pense that very likely will be partially absorbed by the Federal Gov- 
ernment in the form of lower business-income tax revenues. The 
amount of the income-tax loss would depend on how much of the 
excise tax could be passed on to the consumer. If none of it could be 
passed on, the Government’s share would range from 30 percent to 52 
percent for corporations who make a profit. 


REGRESSIVE TAX 


Another objectionable feature of the 10-percent passenger tax is that 
it is a regressive form of taxation; that is, its burden is greater on 
the low-income groups. Despite the rapid growth of car ownership 
in this country, there still are about 14 million families, represent- 


mg over 47 million Americans, that do not own an automobile. While 
some of these may double up with car owners for their travel needs, 
the vast majority must rely on public transportation or not travel 
at all. 

While the average income of American families has increased 
sharply in the last decade, we still have more than 1414 million fami- 
hes, representing over 49 million people, that earn less than $3,000 
per year. Such low-income groups undoubtedly have to lean heavily 
on public carriers for any travel needs. The bus industry, to illustrate, 
has found that a substantial proportion of its patronage comes from 
such groups, for the simple reason that despite the high quality of 
bus service, it is still the lowest priced form of intercity travel by 
public carrier. 

In addition to the obvious diserimination that the 10-pereent pas- 
senger tax places on our low-income groups, it is also discriminatory 
in other ways. Since it is a percentage form of taxation, it discrimi- 
nates against travelers going greater distances, because their fares 
are greater. It correspondingly discriminates against carriers, such 
as the airlines and railroads in first-class service, who must charge 
higher rates. Finally, it discriminates against for-hire public car- 
riers in favor of private carriers who do not have to pay the tax. 

This advantage in competing with private transportation is an im- 
portant one, since the automobile has been gaining ground rapidly 
over our public carriers. To illustrate, from a low of 55 percent of 
total intercity passenger-miles by all forms of transportation in war- 
rationing 1944, the automobile has steadily increased its relative 





462 EXCISE TAXES 


share to where it now accounts for 88 percent of the total—and it is 
still gaining. 

The railroads and buses, during this postwar period, have experi- 
enced sharp reductions in passenger volume. For example, since 1946, 
railroad pasenger-miles, other than commutation, have dropped from 
58.8 billion to 23.8 billion, a loss of 60 percent. Intercity bus passen- 
ger-miles, in the same period, dropped from 26.9 billion to 18 billion, 
a loss of 33 percent. 

While considerable diversion ef surface public carrier passenger 
traffic was to be expected as new automobiles again started to roll 
off the production lines during the latter part of the forties, the dis- 
couraging factor is that the trend away from these carriers has con- 
tinued right up to the present time. Considerable first-class railroad 
traffic has been lost to the airlines in this diversion process, of course, 
but the private auto still remains by far the primary competitor of 
the surface public carriers. 

Airline passenger volume has grown ee in the past decade 
despite the competitive impact of the automobile on overall intercity 
traffic volume. This doesn’t mean, however, that the 13 local service 
lines, who operate over comparatively short distances, haven’t felt 
the pinch of such competition. These feeder lines, as the subcommittee 
is undoubtedly well aware, rely heavily on direct subsidies from the 
Federal Government. In fact, the $24 million in airmail subsidies 
paid them in fiscal 1956 represented approximately 40 percent of 
their total revenues. For every dollar in net income that these feeder 
lines can earn through an increase in traffic, the Federal Government 
stands to save a corresponding amount in subsidy payments. Repeal 
of the 10-percent tax should help to stimulate such traffic. 


EFFECT OF PASSENGER TAX ON FREIGHT RATES 


Before discussing the taxes on freight, it should be mentioned that 
the railroads, who are large suppliers of both freight and passenger 
service, are confronted with heavy annual passenger-train losses that 
amount to many millions of dollars. The Interstate Commerce Com- 
mission has referred to this passenger deficit as an important factor 
in its decisions authorizing general increases in railroad freight rates, 
citing the need for freight revenues to help absorb passenger losses. 
To the extent that repeal of the 10-percent tax would stimulate rail 
passenger traffic, the need to increase freight rates would be corre- 
spondingly reduced. 

FREIGHT TAXES 


Moving over to the taxes on freight transport services, we find an 
equally large number of objectionable features, many of which are 
familiar to those applicable to the passenger tax. Yet, since these 
taxes clearly represent a levy on a necessity—the flow of goods 
throughout our economy—as compared to taxes on so-called Juxuries 
or nonessential things, we must give particular consideration to their 
on not only our transportation industry, but on the Nation as 
well. 


PYRAMIDING TAXES 


_ At first glance, it would appear that the 10-percent passenger tax 
is much higher than the 3-percent tax on general freight and the 
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414,-percent tax on petroleum movements by pipeline. Because of 
the cumulative nature of these freight taxes, however, they are much 
larger and much more burdensome than they may nee to be. 

Since the transportation function must be performed a number of 
times in the transition of raw materials to finished products and on 
the final distribution to consumers, these taxes tend to pyramid. In 
other words, they add another cost at each stage of production or 
distribution, tending not only to increase the price of the product 
at the retail level, but also tending to increase freight rates as the 
values of the articles being transported are forced upward by each 
application of tax. 


BURDEN ON SHIPPERS 


The extra $487 million that our Nation’s shippers had to pay in the 
fiscal year 1956 for transporting freight by public carriers is consid- 
ered unfair for other reasons as well. The fact that the taxes are 
imposed as a percentage of the freight charge presents particularly 
serious problems to distant shippers, who must pay a higher tax on an 
already higher freight bill. Since general freight rate increases also 
are being made on a percentage basis, these same shippers find them- 
selves in constant danger of being priced out of competitive markets. 

This percentage feature also finds all shippers paying twice in gen- 
eral rate increases—once in the form of higher costs for actual trans- 
portation services, which are usually the result of higher carrier costs, 
and again in the form of higher taxes because of the larger tax base. 
The carriers, in presenting their justification for rate increases are 
thus acting at the same time as tax solicitors for the Government. 

The small shippers, those who cannot afford to provide their own 
transportation and who must lean heavily on public carriers, are the 
ones who are hit the hardest. 


DETERRENT TO PUBLIC TRANSPORT 


One of the principal objections to the freight taxes is that they offer 
an inducement to divert traffic to nontaxable private transportation, 
especially in areas where transportation is a major cost factor or where 
profit margins are very small. Because of lack of adequate statistics, 
it is impossible to say just how much traffic has been diverted to private 
carriers. 

It is known, however, that since 1946, our federally regulated car- 
riers have, as a group, lost an average of 1 percent of total intercity 
freight traffic per year. The remaining carriers, which include so- 
called exempt for-hire carriers, strictly intrastate public carriers, and 
private carriers, have, likewise as a group, been steadily gaining. In 
fact, they have captured over 60 percent of the traffic added by all the 
Nation’s intercity carriers since 1946. Private carriers, of course, 
are the only ones in this group that are not subject to the freight taxes. 

A number of factors account for this trend away from public car- 
riers. Applying a weight factor to the freight taxes is practically 
impossible at this time, although it certainly is a factor and one that 
can be eliminated by the subcommittee. 

We should again realize that it is the small shipper who is penalized 
the most, since he is least likely the one who is able to assume the costs 
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of going into private transportation. His only alternative is to 
continue to rely on the higher taxed for-hire carriers. 

It should be emphasized that we are in no way criticizing private 
transportation. We recognize and support the right of any shipper 
to do this as a way to avoid paying these freight taxes. We must 
appreciate the fact that for-hire and private carriers are competitors. 
If traffic is to be diverted from one to the other, let it be on as fair a 
basis as possible, and not by a tax disadvantage on one group. 

This doesn’t imply that the answer to this particular phase of the 
problem is to extend these freight taxes to private transportation. 
Such a step, we feel, would be administratively impossible to enforce 
and would likewise ignore the many other aspects of the problem that 
we are bringing out in our presentation. 


TAX REVENUES VERSUS TAX LOSSES 


As in the case of the 10 percent tax on business travel, the taxes 
on freight transportation are tax-deductible expenses that have the 
effect of reducing taxable net income unless they can be passed on to 
the consumer. Thus, the Federal Government received $487 million 
last fiscal year from these taxes, but very likely lost a sizable propor- 
tion of this amount in the form of lower business income taxes. 
Again, if not passed on, the Government’s loss could be from 30 per- 
cent to 52 percent for corporations. 


OTHER FACTORS 


Several other factors should be mentioned. One is that carriers 
are called on to collect the 3-percent freight and 10-percent passenger 
taxes for the Government at their own expense, and it is a considerable 
one, running into millions of dollars. Carriers such as freight for- 
warders who handle a large number of small shipments, find this par- 
ticularly burdensome. 

It is interesting to note, in trying to put a value on this administra- 
tive cost, that some States have permitted retailers to deduct as much 
as 3 percent sales tax collections as an allowance for their trouble in 
making the collections. An allowance of this amount, with a total 
of $666 million to collect, would put a value of nearly $19 million for 
this service. The 414 percent tax on petroleum moving by pipeline is, 
of course, paid out of carrier revenues, 

Another point is that the taxes do not apply to transportation per- 
formed by the Federal Government, which is of sizable scope. For 
example, shipments by parcel post are favored over railway express 
and small shipments by other carriers. 


CONCLUSION 


We have tried to point out some of the handicaps that these taxes 
place on our public carriers in their increasingly difficult efforts to 
provide a strong transportation system for the basic needs of our econ- 
omy and national security. Their discriminatory nature, their char- 
acteristic of unfairly diverting traffic, their tendency to fall heavier 
on low-income groups and small shippers, their pyramiding effect on 
the cost of goods, and their discouraging effect on travel all indicate 
that we would be far better off without them. 
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We have also tried to show that repeal of these taxes would not 
necessarily mean a heavy loss of tax revenues. We believe that the 
effect would be one of considerable return in the form of higher in- 
come taxes resulting from the greater volume of traffic generated 
and from elimination of many tax-deductible expenses. Perhaps 
equal importance would be the establishment of a far healthier at- 
mo — pve in which our vital transportation system operates. 

preciate the opportunity of being permitted to present our 
case and thank the subcommittee for giving consideration to our views 
on this important issue. 

(Material submitted by Mr. Ward follows :) 


ORGANIZATIONS SUPPORTING THE POSITION OF THE NATIONAL CONFERENCE FOR 
REPEAL OF Excise TAXES ON TRANSPORTATION 


Air-Conditioning and Refrigeration Institute 
Air Transport Association of America 

American Association of Nurserymen, Inc. 
American Hotel Association 

American Merchant Marine Institute, Inc. 
American Retail Coal Association 

The American Short Line Railroad Association 
American Society of Travel Agents 

American Transit Association 

American Trucking Associations, Inc. 

American Veneer Package Association, Inc. 
American Waterways Operators, Inc. 

Associated Traffic Clubs of America 
Association of American Railroads 

Athletic Goods Manufacturers Association 
Atlanta Freight Bureau 

Brotherhood of Locomotive Engineers 
Brotherhood of Locomotive Firemen and Enginemen 
Brotherhood of Sleeping Car Porters 
Brotherhood of Railway Carmen of America 
California Manufacturers Association 

Casket Manufacturers Association of America 
The Chamber of Commerce of Kansas City 

The Cleveland Chamber of Commerce 
Committee for Oil Pipe Lines 

Copper & Brass Research Association 

Corn Industries Research Association 
Federation for Railway Progress 

Freight Forwarders Institute 

Millers’ National Federation 

Mississippi Valley Association 

Monument Builders of America, Inc. 

National American Wholesale Lumber Association 
National Association of Motor Bus Operators 
National Association of Shippers’ Advisory Boards 
National Association of Travel Organizations 
National Basketball Association 

National Bus Traffic Association, Inc. 

National Coal Association 

National Fisheries Institute, Inc. 

The National Grange 

National Industrial Traffic League 

National Stationery and Office Equipment Association 
Natinal Tank Truck Carriers, Inc. 

Ohio State Industrial Traffic League 

Pacific American Steamship Association 

Traffic Bureau of Sioux Falls 

Transportation Association of America 

West Coast Lumbermen’s Association 
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Mr. Warp. Mr. Chairman, you mentioned the desirability and neces- 
sity of shortening time and with your permission I am sure I can 
help to shorten that time. I have a statement in front of me from 
Mr. Harold Hammond, executive vice president of Transportation 
Association of America. It is extremely brief. I also have one from 
Mr. Giles Morrow, president and general counsel of the Freight For- 
warders Institute. It is also extremely brief. If you will permit me 
I am sure I can save your time by reading these two brief statements 
to you. 

Mr. Foranp. You may proceed. 

Mr. Warp. I am a member of the board of directors of the Trans- 
portation Association and I am making this statement for Mr. Harold 
Hammond, executive vice president of the Transportation Association 
of America with general offices in Chicago, Ill. 


STATEMENT OF HAROLD F. HAMMOND, EXECUTIVE VICE PRESI- 
DENT, TRANSPORTATION ASSOCIATION OF AMERICA (PRESENTED 
BY DONALD G. WARD) 


My name is Harold F. Hammond. I am executive vice president 
of the Transportation Association of America, with general offices 
in Chicago, Il. 

I am appearing today on behalf of our association to urge favor- 
able consideration by the subcommittee of repeal of the present excise 
taxes on for-hire transportation services; namely, the 10-percent pas- 
senger tax, the 3-percent tax on general freight, the 414-percent tax 
on petroleum moved by pipeline, and the 4 cents per short ton tax on 
coal shipments. 

Having taken an active part in the coordination of the testi- 
mony for the National Conference for Repeal of Taxes on Transpor- 
tation, we can fully endorse the statement presented by Mr. D. G. 
Ward, chairman of the conference. We should like, however, to high- 
light several points which we believe should be fully recognized by 
the subcommittee when it is considering action on these particular 
taxes. They are as follows: 

1. Reasons for enacting these taxes no longer apply. Public car- 
riers now have excess capacity and need all the extra traffic they 
can handle. The revenue needs of the Federal Government, while 
still at peak levels, are not so acute that they must be obtained from 
these particular taxes regardless of their effect on one of the Nation’s 
most vital parts—its transportation system. 

Moreover, we believe that studies by your subcommittee will show 
that some of the revenues lost by repeal of these taxes would auto- 
matically develop from other current sources. 

2. Public carriers are losing out. When we discriminate against 
the public carriers by picking them out for special tax levies, we 
artificially force their charges up. This not only discourages traffic 
in itself, but it also encourages diversion of traffic to nontaxed private 
carriers. We are thus penalizing the shipper and traveler who must 
rely on the public carriers’ services that are so essential to a strong 
and healthy economy. 

3. Little men are hurt the most. It is the small shipper and low- 
income traveler who feel the impact of these taxes the most, since 
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they are the ones who cannot afford to handle such movements by 
purchasing and operating their own transportation equipment. 

4. Uneven taxes breed ineqiuties. The fact that these taxes are not 
uniformly applied and the fact that they are levied on a percentage 
basis for the most part tend to breed inequities among carriers and 
users alike. 

These are just a few of the many reasons why these taxes should be 
repealed. We hope the subcommittee will evaluate carefully the argu- 
ments given by the many organizations urging such a step. We believe 
such an evaluation will clearly show that the time has arrived to relieve 
our public transportation system of this heavy burden and to help put 
our transportation industry on a more equitable competitive basis. 

For the information of the subcommittee, TAA, which was organized 
in 1935, is a nonprofit research and educational institution, devotin 
its efforts to the development and implementation of sound nationa 
policies aimed at the creation of the strongest possible transportation 
system under private ownership. It is an organization of transporta- 
tion and general business interests of all kinds, including shippers, car- 
riers, mad investors, as well as individual such as educators, lawyers, 


and other professional men. As such, it is not concerned with the pro- 
motion of one form of transport against another, but seeks to represent 
what is best in the broad public interest. 

Mr. Warp. Mr. Chairman, the last statement is even more brief, the 
statement of Mr. Giles Morrow, president and general counsel of the 
Freight Forwarders Institute. Again I am reading for him. I thought 
he was on the list. It is only a very short page and a half if you will 


permit me. 
Mr. Foranp. Suppose you insert it in the record at this time. 
(Mr- Morrow’s prepared statement follows: ) 


STATEMENT OF GILES MoRROW,. PRESIDENT AND GENERAL COUNSEL, 
FREIGHT FORWARDERS INSTITUTE 


My name is Giles Morrow. I am president and general counsel of the Freight 
Forwarders Institute, with offices in the Perpetual Building, Washington, D. C. 

Freight forwarders are represented on the National Conference for Repeal of 
Taxes on Transportation, and we fully subscribe to the statement submitted to 
your subcommittee by Mr. Donald G. Ward, chairman of that conference. The 
purpose of this brief statement is, first, to endorse Mr. Ward’s testimony and, 
second, to identify the freight-forwarding industry and relate a few basic facts 
showing the effect of the excise taxes on that industry. 

The Freight Forwarders Institute is the national organization representing 
freight forwarders subject to regulation under part IV of the Interstate Com- 
merce Act. Such freight forwarders are common carriers specializing in the 
transportation of less-than-carload and less-than-truckload freight. The for- 
warding industry accounts for the movement of a substantial portion of the 
freight of this character that is transported in this country. For example, in 
the year 1955 some 56 large freight forwarders transported more than 25 million 
individual shipments, weighing in the aggregate almost 5 million tons. For this 
service they collected transportation revenues of more than $400 million. 

In the discharge of their public duties as carriers freight forwarders utilize 
the services of common carriers by railroad, motor vehicle, water, and to some 
extent by air. Section 4272 of title 26, United States Code, provides that the 
excise tax on transportation shall apply to amounts paid by shippers to freight 
forwarders. Freight forwarders must then certify to the underlying carriers 
which they utilize that the tax has already been paid, thus incurring additional 
clerical expense over and above the heavy clerical, accounting, and administrative 
expense of collecting and remitting the tax in connection with each of the millions 
of individual shipments which they transport. 
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The discriminatory features of these taxes, their pyramiding effect, and their 
diversionary result on forwarder traffic, as fully described by Mr. Ward, operate 
to the disadvantage of the forwarding industry no less than in the case of other 
regulated transportation agencies. 

For these reasons and others more fully stated by Mr. Donald G. Ward we 
urgently request that the excise taxes on transportation be repealed. 


Mr. Foranp. Are there any questions ? 

Mr. Mason. Mr. Chairman, I can’t refrain from saying that any 
witness who appears before this committee with a 12-page brief should 
be able at least to summarize that 12-page brief in about a minute or 
two orally and then file the whole brief, as you suggested at the begin- 
ning. We have 18 witnesses to appear today. If each of them takes 
half an hour, that means we are going to be here 9 hours. It is just 
an imposition. They would make a much greater impression upon 
this committee if they could give the meat of their testimony in a 
minute or so. 

Mr. Foranp. The Chair wants to make one point clear. Many 
people seem to think that if they file a brief rather than make a per- 
sonal appearance, their brief will just be thrown to one side. I want 
to assure everybody that that is not true. Every brief that is received 
by the committee is given most serious consideration. It is turned 
over to the staff for analysis before the committee itself makes a study 
of it in executive session. I want to disabuse the mind of anyone who 
may be thinking that the filing of a brief is just a gesture. 

Mr. Keogh. 

Mr. Keoeu. In that regard, Mr. Chairman, I have been informed 
by the clerk that Mr. John H. Slate, who was scheduled to appear on 
behalf of the New York Airways, canceled his appearance. I think 
that is somewhat a misstatement, Mr. Chairman, for what Mr. Slate 
intended to do was to submit this statement, a very brief statement, 
for the record. I therefore take the liberty and ask unanimous con- 
sent that the statement of John H. Slate on behalf of the New York 
Airways be inserted at this point in the record. 

Mr. Foranp. Without objection, that will be done. 

(Mr. Slate’s prepared statement follows :) 


NEw York Arrways, INC., 


Flushing, N. Y., December 1, 1956. 
Hon. AIME J. FoRAND, 


Chairman, Subcommittee on Excise Tazes, 
Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

Dear Str: Mr. John H. Slate, our general counsel, is scheduled to appear before 
your committee on December 4, 1956, in support of an amendment of the Internal 
Revenue Code exempting from the transportation tax the operations of the 
helicopter airlines certificated by the Civil Aeronautics Board. 

In view of the many other demands on the committee’s time and since the 
proposed exemption involves no significant decrease of Federal tax revenues, 
we suggest that the enclosed statement be substituted for Mr. Slate’s appearance. 

If the committee wishes we will, of course, be glad to present oral testimony 
on this matter or to furnish any further information which may be needed. 
We believe that the exemption is in the public interest both in order to elim- 
inate discrimination among the users of comparable forms of transportation and 
as an aid to the further development of this vital new form of air transporta- 
tion. 

Very truly yours, 
Rosert L. CUMMINGS, Jr., 
President. 
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THe EXEMPTION OF AIR TAXI OPERATIONS FROM THE TRANSPORTATION TAX SHOULD 
Be ExtTENDED TO HELICOPTER OPERATIONS 


The Ways and Means Committee thas decided that section 4263 of the Internal 
Revenue Code should be amended to extend to “air taxis” the transportation tax 
exemption now provided by that section for ground taxis. It is contemplated that 
the exemption from the tax on the transportation of persons shall be extended 
to transportation performed by aircraft under 12,500 pounds gross takeoff 
weight, with a seating capacity of less than 10 passengers, including the pilot, 
and which are not operated on an established line. 

While this amendment is highly desirable in that it would remove the dis- 
crimination presently existing under the transportation tax law against air 
taxis as distinguished from ground taxis, the implementing language should be 
broadened to include transportation furnished by the helicopter operators 
certificated by the Civil Aeronautics Board. The services offered to the public 
by the helicopter operators are substantially similar to the services offered by 
the so-called air taxi operators, and the two are in direct competition with each 
other, as well as with the ground taxis which have already been exempted from 
the tax. Consequently, unless the proposed amendment is broadened to include 
helicopter flights, it will result in discrimination against the operators of this 
type of aircraft. 

At present there are three helicopter operators certificated by the Civil Aero- 
nautics Board. One operates in the metropolitan area of New York City and 
its environs, the second in the Chicago area, and the third in the Los Angeles area. 
While these carriers serve the public with scheduled flights as well as with 
charter flights, their operations are similar to those of the so-called air-taxi oper- 
ators. In the first place, they are composed of comparatively short flights. New 
York Airways, Inc., for example, operates between LaGuardia Airport, White 
Plains, Stamford, International Airport, Teterboro Airport, Newark Airport, 
New Brunswick, and Trenton. Generally speaking, helicopter flights are shorter 
that the average charter flight operated by the so-called air-taxi group. 

Secondly, while larger aircraft may be used in the future, for some time to 
come the helicopter operators will use aircraft of comparatively low gross 
weights. Present operations are being conducted with the Bell 47 which has a 
gross weight of 2,350 pounds, the Sikorsky-—51, which has a gross weight of 5,500 
pounds, the Sikorsky—55, which has a gross weight of 7,200 pounds, and the 
Sikorsky 58 helicopter, which has a gross weight of 12,700 pounds. All of these 
helicopter types have a seating capacity of fewer than 10 passengers except the 
new Sikorsky 58 helicopter which can seat 12 passengers under optimum op- 
erating conditions but under many operating conditions is limited to 10 or less. 

The revenue loss involved in exempting helicopter operations would be very 
small. During 1955 the entire taxable gross transportation revenues of these 
helicopter operations did not exceed $500,000 and the total tax collected was 
therefore less than $50,000. While these revenues will increase as this type of 
service is improved, even if the entire tax were to be lost to the Treasury as a 
result of exempting these services the amounts in question would not be signifi- 
cant as compared with the public benefits to be obtained by encouraging the 
further development of this new and important form of air transportation. 

Moreover it is likely that no net loss would result to the Federal Government 
from such an exemption. Because of the public interest in the encouragement 
and development of this type of service, the helicopter carriers receive sub- 
stantial Federal subsidy under the Civil Aeronautics Act. Removing the trans- 
portation tax from their passengers would result in a 10 percent fare reduction 
which would be a powerful stimulus to increased traffic. Any decrease in their 
subsidy needs resulting from increased traffic would produce a dollar-for-dollar 
saving to the Federal Government. 

In view of the foregoing, it is recommended that section 4263 of the Internal 
ae Code be amended by adding at the end thereof a new sentence reading 
as follows: 

“The tax imposed by section 4261 shall not apply to transportation by helicopter 
furnished by a carrier holding a certificate of public convenience and necessity 
issued by the Civil Aeronautics Board.” 


Mr. Foranp. Are there any questions? 


Mr. Hertone. Mr. Chairman, I should like to make a comment on 
what you said. 
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Mr. Foranp. Just a moment. Do you have any questions of this 
witness ? 

Mr. Hertonea. No. 

Mr. Foranp. We will dismiss the gentleman with the thanks of the 
committee for his contribution. 

Mr. Warp. Thank you, Mr. Chairman. 

Mr. Hertone. I know that a lot of this testimony is going to be 
repetitious. I wonder if it would not be well for witnesses to bear in 
mind what has been testified to and then just point out anything that 
they have in addition to what we already have in their statements, and 
give them an opportunity to present that to the committee rather than 
just filing the statement, unless the statement is in its entirety repeti- 
tious of what has been said before. We want to get all the informa- 
tion we can because frankly I want to build as strong a case for repeal 
as I can. 

Mr. Foranp. The Chair fully agrees with the remarks of Mr. Her- 
long. The fact is that up until now, after 6 days of hearings, we 
have gotten very little information that was new, that the commitee 
was not familiar with. If it is possible at all to avoid repetition, not 
only will the witnesses do a favor to the committee but they will be 
helping us conserve time so we may be able to go into executive session 
and give active consideration to the suggestions that have been made. 

The next witness is Mr. C. Austin Sutherland. The Chair has been 
informed that Mr. James F. Pinkney would like to introduce Mr. 
Sutherland, and that he will give no further testimony. Are you 
here, Mr. Pinkney ? 


STATEMENT OF JAMES F. PINKNEY, GENERAL COUNSEL, 
AMERICAN TRUCKING ASSOCIATIONS, INC. 


Mr. Prnxney. Yes, sir. My name is James F. Pinkney. I am 
general counsel of the American Trucking Associations with offices 
in Washington, D. C. 

Mr. Foranp. Have you a statement you wish to file? 

Mr. Pinxney. I have only a very brief paragraph or two of re- 
marks, sir. I donot have a prepared statement. 

The American Trucking Associations, Inc., and the conference 
made up of the national divisions within the trucking industry com- 
pletely subscribe to the proposition that the 3 percent transportation 
tax on freight should be repealed and to Mr. Ward’s statement 
thereon. 

We, of course, also support the repeal of the equally bad other 
transportation taxes, but as we are concerned only with the trans- 
portation of freight in our industry we will devote our brief remarks 
to that part of the transportation tax. 

Because of the fact we can give you the clearest example of one 
of the very bad effects of this tax on the great American transporta- 
tion system, a representative of our tank truck conference will take a 
few minutes to give you the details of how this tax on freight is 
causing a particularly serious dislocation in the transportation sys- 
tem. He will bring out how this is causing a great many shippers 
who have large volumes of traffic and the capital resources to purchase 
their own trucks to turn from public to private carriage in order to 
avoid the tax. 
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May I leave just one additional thought, gentlemen, touched upon 
by Mr. Ward. That is that the small business of this country is 
adversely affected by this trend inasmuch as the average small-busi- 
ness man has neither the volume of freight nor the resources to turn 
to private carriage and thus avoid this tax. 

As carriers’ resources are adversely affected when traffic moves 
from public to private carriage, this throws a greater share of the 
transportation burden particularly upon the small-business man and 
of course the consumers, most of whose goods move by public trans- 
portation. 

May I ask permission, too, of the Chair to file at a later date some 
statistical data we are compiling, but have not yet completed on the 
extreme burden on some of our carriers in the collection of this tax. 
I should like permission to file that as an exhibit at a later date, sir. 


Mr. Foranp. It will have to be submitted before the 14th of De- 
cember. 


Mr. Prnxney. It will, sir. 

Mr. Foranp. Announcement has been made to that effect, that any 
statement for the record must be in the hands of the clerk of the 
committee by December 14. Normally we allow 3 or 4 weeks, but 
everybody understands that under the pressure of time we have to 
limit all of our activities and therefore we have set December 14 as 
the final date for filing. 


Mr. Pryxney. Thank you, Mr. Chairman. It will be done. 
(The matter referred to was later submitted and is as follows:) 


AMERICAN TRUCKING ASSOCIATIONS, INC., 
Washington, D. C., December 14, 1956. 
Hon. AIME J, ForANp, 
Chairman, Subcommittee on Excise Tares, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear MR. CHAIRMAN: During the testimony presented by the American Truck- 
ing Associations, Inc., before your subcommittee on December 4, 1956, permission 
was granted for this association to file certain supplemental information relating 
to the 3 percent Federal excise tax on freight transportation. This letter will 
supply this information, and it will be appreciated if it can be made a part of the 
printed record. 

A recent special survey by the American Trucking Associations, Inc., of 188 
motor carriers of property showed that in 1954 these carriers collected, and 
remitted to the United States Treasury, a total of $16,186,949.80, under the 3 
percent transportation tax on property. 

The necessary paperwork, and other administrative costs, required by the tax 
represents a considerable expense to the carriers. Those surveyed indicated 
that the collection, and remission, of the $16 million in tax revenues cost them a 
total of $1,052,339.22 in administrative expense, or 6.5 percent of the tax collected. 
In other words, for every dollar collected and remitted to the Government the 
motor carriers had to spend 6% cents out of their own pockets. 

The 6.5 percent is an average figure, nationwide, covering all carriers in the 
survey. However, the range of collection costs was fairly wide, reflecting the 
difference in the number of individual shipments on which the 3 percent levy 
had to be computed and collected. It is significant to note that 21 of the carriers, 
or more than 10 percent of those surveyed, reported collection costs of more than 
percent of the tax collected; or a cost of more than 17 cents for each dollar 
of tax. 

Should you or the committee staff desire any further information with respect 
to this tax on the trucking industry, we will be pleased to furnish it to you. 

Sincerely, 


JAMES F. PINKNEY. 


Mr. Prnxney. Now may I present Mr. Sutherland, who also will 
make a very brief statement. 
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Mr. Foranp. You may come forward and identify yourself, Mr. 
Sutherland. 


STATEMENT OF C. AUSTIN SUTHERLAND, MANAGING DIRECTOR, 
NATIONAL TANK TRUCK CARRIERS, INC. 


Mr. SuTHERLAND. My name is C. Austin Sutherland. I havea short 
statement which should not take more than 4 or 5 minutes to present. 

I am the managing director of the National Tank Truck Carriers, 
Inc. The National Tank Truck Carriers is one of the national divi- 
sions or conferences of the American Trucking Associations, Inc. 

Our membership consists of motor carriers engaged in the trans- 
posse’ of petroleum products and other bulk liquids in full tank 

oad lots, as common or contract carriers, throughout continental 
United States. 

All of our members could be classed as small businesses, the largest 
carrier grossing around $7 million annually. The entire industry 
would gross approximately $500 million annually. 

We operate approximately 18,000 over-the-road or inter-city tank 
trucks. All of our traffic and revenue is subject to the 3 percent trans- 
portation tax. 

There is probably no other branch of the trucking industry that is 
so acutely affected by this 3 percent transportation tax. 

There is probably no other branch of the trucking industry that is 
so acutely affected by this 3-percent transportation tax, as is the tank- 
truck carrier. We consider the problem created by the application of 
this tax as the most serious problem confronting our industry today. 

This is for the reason that literally every gallon of product we haul 
is susceptible to private cartage and, what is of even greater concern 
to us, to an operation which has grown tremendously since World 
War II, known as buying and selling. 

This is an operation where the owner or the lessee of the truck 
purchases the product at point of origin and sells it at point of des- 
tination, the difference in the price paid for it at point of origin and 
at point of destination being hardly more, and in many cases even 
less, than the applicable freight rate which would have to be charged 
by our members. 

Neither this price cartage nor these buy-and-sell operations 
charge or collect this 3-percent transportation tax. 

On the basis of our industry’s annual gross revenue of $500 million 
the 3 percent transportation tax puts a $15 million penalty on ship- 
pers who do business with us. This $15 million tax bill exceeds the 
net profit after income taxes of our industry. Net income for our 
industry for the year 1955, before provision for income taxes, was only 
4 percent. 

This diversion of traffic to private cartage and to buy-and-sell op- 
erations is not mere speculation. At the request of the Oil and Gas 
Division of the Department of the Interior, the National Petroleum 
Council conducted a census in 1955 of the available over-the-road tank 
truck equipment in the United States. The census covers both pub- 
lic carriers such as our members and proprietors of private-carrier 
equipment. The last census of the same nature was conducted in 1951. 
The date was separated as to the amount of equipment operated by 
for-hire carriers and private carriers. 
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In PAD District No. 1, which includes roughly all the States 
adjoining the eastern seaboard, the number of units —— by pri- 
vate carriers increased 26.1 percent, 1955 over 1951, and in the for-hire 
field only 4 percent. More significant, however, is the fact that the 
capacity of the private carrier fleet increased 42.1 percent as com- 
pared to only 23.7 percent for the for-hire carrier. This area accounts 
for approximately one-third of the United States total. 

In another important area, namely, the west coast or PAD District 
No. 5, the private carrier fleet increased 12.9 percent in total number 
of units with a corresponding decrease of 1.6 percent in the for-hire 
carrier fleet. Capacitywise the private carrier fleet in this area in- 
creased 35 percent and the for-hire fleet only 4.8 percent. 

A similar story can be told for other sections of the country. 

Mr. Ward, in his presentation, mentioned the pyramiding effect of 
this tax. Petroleum transportation is an excellent example of the 
pyramiding. Before a gallon of product is delivered to the consumer 
it has to be transported at least three times—once from the oil well 
to the refinery, then by pipeline or water to marketing area, and then 
by tank truck or rail to point of consumption. Each movement is 
subject to the transportation tax unless private cartage can be sub- 
stituted for one of the public carriers. And the last leg—the one the 
tank truck carrier performs is the most logical and the easiest for this 
substitution. 

It must be remembered that the oil industry deals in tenths and even 
hundredths of a cent in pricing its product, and these tenths and hun- 
dredths amount to many thousands of dollars when the entire volume 
moving is considered. 

I wish to cite two of many hundreds of illustrations furnished me by 
our members, of the effect of this tax on for-hire transportation. 
This one from a small carrier in Knoxville, Tenn. : 

Our greatest loss of business can be attributed to the purchase of tank-truck 
equipment by individual distributors. As concrete examples, we may mention 
A oil company, B oil company, each with a yearly volume in excess of 6,500,000 
gallons; C oil company, yearly volume in excess of 1,820,000; D oil company, 
yearly volume in excess of 11,700,000 gallons. The freight on the gallonage 
named above would be $281,801 and the 3 percent tax would be $8,454. By 
hauling their own product, these four companies are saving the amount of tax, 
and this consideration influenced them to purchase their own equipment. 

Another carrier in Oil City, Pa., cites a loss of traffic amounting to 
$584,304 annually with a tax of $17,529. 

These illustrations are typical of what is going on in every State 
in the Union. 

Our industry proved its importance to the national economy and 
to the national defense during World War II when, through the 
direction of the Office of Defense Transportation, we took over prac- 
tically all the short-haul petroleum traffic; that is, hauls under 200 
miles, in order to release tank cars for the long-haul movement from 
the gulf coast to the eastern seaboard, necessitated by the removal of 
oceangoing tankers because of the enemy submarine menace. We 
are equally important today and are presently engaged in cooperating 
with national defense planning. 

However, if the continuing and increasing diversion to proprietary 
trucks because of this tax disadvantage is not stopped by the repeal 
of this tax, we will not long be able to furnish an adequate and efficient 
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transportation service. We will all have to resort to a so-called buy- 
and-sell type of operation. 

It is true that there are many small concerns whom we serve whose 
volume of sales is not such as to justify placing into service equipment 
such as we operate. However, this business is not sufficient to support 
a tank-truck industry. 

I have used the tank-truck industry to illustrate the effect of this 
tax on carriers whose principal business is truckload traffic. 

What I have said here about the effect on the tank-truck industry 
can be said with equal force for any motor carrier whose business is 
principally truckload traffic. It is, of course, the truckload traffic 
that is most vulnerable. 

We urge your serious consideration to the repeal of this discrimina- 
tory tax. 

Mr. Foranp. Are there any questions? 

Mr. Herons. I should like to ask Mr. Sutherland: It isn’t con- 
tended by anyone seriously that this buy-and-sell operation of which 
you speak is actually a bona fide sale or purchase, it is? 

Mr. SuTHERLAND. Certainly it isn’t contended by us. 

Mr. Herione. It is a device to avoid the tax? 

Mr. SuTHERLAND. We think it is. 

Mr. Foranp. We thank you for your contribution. 

Mr. SurHerRLAND. Thank you. 

Mr. Foranp. Our next witness is the Association of American Rail- 
roads. We note that you have about six witnesses listed and have a 
rather bulky set of statements which I imagine may be quite repe- 
titious. We hope you can cut that down and give us a summary and 
file the briefs. 

Mr. Greeory S. Prince. Mr. Chairman, my name is Gregory Prince. 
I am general solicitor of the association. The railroads are united 
in support of the repeal of the so-called transportation excise taxes, 
and they are all of the view that it is a matter of the greatest im- 
portance. We hope to present to this committee in the shortest com- 
pass possible commensurate with the importance of the problem our 
position with respect to this matter. 

We do have five witnesses listed as indicated on the schedule. The 
first of these is Mr. A. R. Seder, who is vice president of the finance, 
accounting, taxation, and evaluation department of the Association 
of American Railroads. 

Mr. Foranp. Will all the witnesses come to the table at one time 
so we can conserve some time there. 

Mr. Prince. Mr. Seder will present the problem from the industry 
standpoint, to be followed by four railroad presidents who will relate 
this problem to the operations of their individual railroads. We 
think each will contribute something very distinct. They are from 
different sections of the country which present different problems. 

We feel that it will add to the knowledge of this committee to hear 
from each of these witnesses. 

Mr. Foranp. We will be glad to hear from them if it isn’t just 
repetitious testimony. 

Mr. Krocu. Mr. Chairman, I would like to make an observation in 
the record at this point. It seems to me that the time for having 
controlled any repetitious testimony was when these schedules or lists 
of witnesses were prepared. It would seem to me, without attempt- 
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ing to influence or bind any other member of the subcommittee, that 
once this list is prepared and published, those witnesses who are 
scheduled to appear should be given every opportunity to present 
the point of view they have. Especially do I make that point with 
respect to those witnesses who have obviously traveled long distances. 

Mr. Prince. Thank you, sir. 

Might I say that I think the staff did schedule and intend that we 
should have an hour for the presentation by the railroads in this mat- 
ter. We have tried to conserve and I am sure these witnesses will 
try to conserve the time of the committee. " 

Mr. Foranp. The Chair has tried to make it clear that we want 
information. We want all the information we can get. But we 
don’t want too much repetition. That is what we have been getting. 
We prefer to spend our time in considering suggestions rather than 
hear the same testimony over and over again. om 

Mr. Prince. This is Mr. Seder, vice president of the Association 
of American Railroads. 

Mr. Foranp. Have your other men come up to the table so they 
will be ready when they are called. 

Mr. Seder, will you identify yourself for the purpose of the record ¢ 


STATEMENT OF A. R. SEDER, VICE PRESIDENT, ASSOCIATION OF 
AMERICAN RAILROADS 


Mr. Sever. My name is A. R. Seder, and I appear here for the 
Association of American Railroads, a voluntary association of rail- 
roads including in its membership railroads operating approximately 
95 percent of the mileage of all railroads in the United States and 
having operating revenues which are approximately 95 percent of the 
total operating revenues. 

There has been filed with the clerk of the committee and presumably 
placed before you a statement of 35 pages, the purpose of which is to 
urge the immediate repeal of the excise taxes imposed upon the trans- 
portation of persons and property. 

In order to conserve your time I had prepared a summary of this 
more detailed statement which runs some 12 pages. In a further effort 
to meet what appears to be the desire of the distinguished committee, 
I am going to condense that still further, if such a double condensation 
is at all feasible. 

Mr. Foranp. You wish to submit the full statement? 

Mr. Sever. I should like to have the full 35-page statement sub- 
mitted for the record. 

Mr. Foranp. Without objection, that will be done. 

(Mr. Seder’s prepared statement follows :) 


STaTEMENT By A. R. Seper, Vice Present, AssocraTIon or AMERICAN 
Rattroaps, CONCERNING Excise Taxes on TRANsportT SERVICE 


Mr. Chairman and gentlemen of the committee, my name is A. R. 
Seder and I appear here for the Association of American Railroads, 
of which I am vice president, to urge the immediate repeal of the 
excise taxes imposed upon the transportation of persons and property. 
It is probably unnecessary to describe the Association of Tansee 


Railroads to you. Suffice it to say that it is a voluntary association 
of railroads including in its membersip railroads operating approxi- 
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mately 95 percent of the mileage of all railroads in the United States 
and having operating revenues which are approximately 95 percent 
of the total operating revenues. 

While my appearance is in behalf of the railroads and expresses 
their views and convictions, my statement bears upon the adverse effect 
of the transportation taxes upon the entire common-carrier-transpor- 
tation industry and upon the economy of the country. In this connec- 
tion, your attention is directed to a statement mate by Mr. Arpaia, 
Chairman of the Interstate Commerce Commission, in an address at 
Houston, Tex., November 8, 1956, in which he said : 


We are living in a troubled world and transportation, although indispensable 
in peacetime, is the most vital part of our preparedness for emergency and war. 
All the material resources and men and skills which this country possesses 
wouldn’t be worth much if we couldn’t get them where we need them, if the time 
comes. One of the essential arms of our defense is transportation. It is almost 
incredible that any factor which can vitiate this investment in our safety is 
given so little attention. For instance, the Government clings to the excise taxes 
on freight and passenger service which bring $637 million to the Government in 
revenue, although this tax is an important factor in retarding the progress of an 
efficient, up-to-date, organized system of public transportation which is an inte- 
gral part of the machinery of defense which costs billions. 


"The railroads, however, play so important a role in the economic and 
social structure of the Nation, in times of peace and in times of war, 
that the adverse consequences upon that industry of the retention of 
these taxes cannot be overemphasized. 

The railroad industry constitutes one of the gieat basic enterprises 
of the United States. By the very nature of its product—mass, com- 
mon-carrier transportation of persons and property—it is deeply em- 
bedded in the public interest. For that reason, the well-being of the 
railroads is a matter of national concern. Conversely, anything that 
adversely affects their well-being and their ability to serve, harms 
the Nation. 

One of the outstanding facts of the railroad financial situation today 
is that the railroads have failed to participate in the general pros- 
perity experienced by the Nation’s economy in the decade since World 
War II. Even in a year of the greatest economic activity the country 
has ever known, the railroads have been unable to earn a fair return 
upon their capital investment, and this, commonsense indicates, is 
in some part attributable to the diversionary effect of excise taxes upon 
common-carrier transportation. 

Over the years the railroads, through large-scale capital improve- 
ments and increased efficiency of operation, have made vast savings 
in operating costs. And yet the rising spiral of wage rates and of 
prices of materials and fuel required io repair and renewal of the 
plant, or consumed in operation, have held the railroad margin of 
profit to depressed levels. 

The rate of return (ratio of net railway operating income to net 
investment) of class I railroads of the United States from 1925 to 
1955 is of particular interest in this connection and is revealed in 
the following table: 


Rate of Rate of 
return return 


Year: (percent) | Year—Continued (percent) 
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Net investment is the investment in road and equipment property used 
in transportation service less accrued depreciation and amortization, 
plus material and supply inventories and cash. Net railway operating 
income is what is left of operating revenue after providing for oper- 
ating expenses, joint facility and equipment rents, and railway tax 
accruals. 

When the record shown in the above table is considered, it must be 
evident that the present depressed net earnings of the railroads can 
be improved by the economically justifiable return to the rails of per- 
sons and property which have been diverted to private carriage. 

One important means looking to accomplishment of this result— 
certainly in the public interest—would be removal of the excise taxes 
on common-carrier transportation, with which this statement will deal, 
first as to the excise taxes on passenger transportation, and then as 
to the excise taxes on transportation of property. 


TAX ON TRANSPORTATION OF PERSONS 


The excise tax imposed upon amounts paid for the transportation 
of persons should be repealed. 

Only twice in this century has a tax been imposed upon the right 
of the American public to use the Nation’s common-carrier transporta- 
tion system. In both cases, the taxes were imposed as war taxes. 
Such tax was imposed in 1917 but was repealed after the war, in 
1921. The present tax was imposed in 1941, effective October 10, 1941, 
when the Nation was in final stages of preparedness prior to being 
plunged into World War II. The original rate of the tax was 5 per- 
cent, but was increased to 10 percent, effective November 1, 1942, by 
the Revenue Act of 1942, and was further increased to 15 percent, 
effective April 1, 1944, by the Revenue Act of 1943. It is a well- 
known fact that one of the primary purposes cf the tax was to dis- 
courage unnecessary civilian travel during the war. Nevertheless, 
when the war ended, not only was the tax permitted to remain in effect 
but, in addition, it was almost 9 years after the war’s end before even 
a reduction was made in the maximum wartime rate, when it was 
reduced to 10 percent, effective April 1, 1954. Conditions prevailing 
today are so entirely different from the wartime conditions which 
existed when the tax was imposed to discourage travel that the tax 
has become an intolerable burden upon domestic travelers as well 
as upon one of the country’s most essential industries and should be 
repealed immediately for the following reasons: 

1. This tax creates hardships among widely diversified groups. 

2. This tax is discriminatory. 

3. Continuation of this discriminatory tax is harmful to the trans- 
portation industry of America. 

(a) This tax is detrimental to the defense needs of the Nation, 
in that by discouraging the use of public transportation, revenues 
are so curtailed as to impair the maintenance of a healthy public- 
transportation system. 

(6) This tax impairs the financial stability of the railroads. 

(c) This tax hampers and frustrates the railroads in their effort 
to renew their facilities and restore their passenger business to a 
sound basis. 
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4. The flexibility of the railroads; that is, their ability to handle 
sudden peak loads in addition to regular traffic, is prejudiced by reason 
of this tax which discourages travel. 


1. This tax creates hardships among widely diversified groups 

There can be little doubt that the transportation tax is in general 
disfavor not only with the carriers but also with the traveling public. 
This was clearly demonstrated at the 1953 hearings upon revision of 
excise taxes, conducted by the House Ways and Means Committee. At 
those hearings representatives of all forms of transportation as well 
as representatives of travel agencies and organizations urged the 
repeal of the tax. Among these organizations were the following: * 

Air Transport Association of America 

American Farm Bureau Federation 

American Society of Travel Agents, Inc. 

American Trucking Association, Inc. 

Association of American Railroads 

Carribean Tourist Association 

Chamber of Congress of the Americas, Barranquilla, Colombia 

Chesapeake & Ohio Railway Employees Better Service Con- 
ference 

Federation for Railway Progress 

Hotel Greeters of America 

Miami Chamber of Commerce 

National Association of Motor Bus Operators 

National Association of Railroad and Utilities Commissioners 

National Association of Travel Organizations 

National Aviation Trades Association 

National Federation of American Shipping 

National Ferryboat Operators’ Association 

Peninsular & Occidental Steamship Co. 

Transportation Association of America 

Several Members of Congress also appeared in opposition to the tax, 
emphasizing the injurious effects of the tax on the resort and vacation 
industries. 

Economists object to the tax because of its regressive nature : that is, 
its burden falls most heavily on those least able to afford it. It is esti- 
mated that 3 out of every 10 families in the United States do not have 
available to them private means of transportation and are, therefore, 
compelled to use the transportation services subject to tax. These 
families are generally in the lower income brackets, and most of their 
income is consumed in furnishing the necessities of life. Accordingly, 
it may be assumed that in most cases travel for such people is a matter 
of necessity rather than a means of pleasure. The regressive nature 
of the tax is emphasized in such cases, therefore, since it falls upon a 
necessary facility. 


2. This taxis discriminatory 
The history of the tax on passenger transportation presents an 


unbroken pattern of progressive discrimination. Imposed as a pen- 
alty surcharge only upon travel furnished by hired carriers, the tax is 


1 Hearings before the Committee on Ways and Means, 83d Cong., 1st sess., July 28, 29, 
30, August 3, 4, 5, 6, 10, 11, and 12, 1953. 
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inherently discriminatory. In addition, however, every ere: by 
Congress to make the tax less discriminatory has only resulted in a 
new discrimination. This can easily be demonstrated by reviewing 
the history of the tax. AD ar 

As originally enacted, the tax applied to all amounts paid within 
the United States for transportation by rail, motor vehicle, water, or 
air. All commercial transportation, foreign and domestic, was in- 
cluded, except for certain local transportation. Thus the tax in its 
original form produced little or no discrimination as among com- 
peting forms of the transportation industry. It was true, of course, 
that the tax was inherently discriminatory in that it applied only to 
for-hire transportation and not to private transportation. However, 
at the time the impact of the tax was most heavily felt, there was very 
little practical discrimination against for-hire transportation and in 
favor of private transportation. At that time the country was de- 
voting all its resources to the successful prosecution of the war. Gas 
rationing had practically eliminated long-distance private travel. 
Such private transportation as existed was seintinalty of the local 
type, similar to the commercial transportation which was exempt from 
the tax. In practical effect, therefore, the tax touched almost all 
long-distance transportation and discrimination was kept at a 
minimum. 

Had the tax been repealed at the end of the war, as it was expected 
it would be, the inherent discrimination of the tax could not have 
developed fully. Instead, however, although gas rationing, the device 
used to discourage private transportation, was terminated, the tax 
on the transportation of persons, the parallel device used to discourage 
hired transportation, was continued. It was then that the inherent 
discrimination in the tax assumed serious proportions. Private trans- 
portation returned and there began the postwar boom in motor vehicles 
travel which has exceeded all precedent and expectations and which 
has made the country’s existing highway system obsolete. 

The unparalleled increase in travel by private automobile was suffi- 
cient in and of itself to provide vigorous and intense competition to 
the commercial transportation industry. In addition, however, Con- 
gress has aggravated the situation to the competitive disadvantage 
of the commercial transportation industry by a continuance of the 
tax on passenger transportation. 

In addition to the inherent or “built-in” discrimination contained in 
the original tax, new discriminations have been added by amendments 
to the law. (It should be noted that in amending the transportation 
tax, Congress has given explicit recognition of the fact that the tax 
tends to discourage use of the taxed facilities by the traveling public.) 

In 1947, the tax was amended so as to exclude from its scope travel 
outside the northern part of the Western Hemisphere. This action 
was taken at the request of the State Department. In advocating this 
amendment, the Under Secretary of State for Economic Affairs wrote 
to the chairman of the Senate Finance Committee : 

This provision [the tax on passenger transportation] insofar as it would be 
applicable to international travel, has the effect of discouraging such traffic and 
placing our own carriers at a disadvantage with certain foreign carriers. [Em- 
phasis supplied. ] 

The tax was amended in order to encourage foreign travel and 
remove the competitive disadvantage to American shipping in inter- 
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national travel. Nothing was done, however, to mitigate the competi- 
tive disadvantage existing against domestic transportation. The full 
wartime rate was permitted to continue, although it was admitted that 
the tax discouraged travel on taxed means of transportation and placed 
them at a competitive disadvantage. 

By failing to remove the cause of the discrimination, the tax itself, 
the attempt by Congress to relieve discrimination by selective amend- 
ment of the law only led to new discriminations. The Central Amer- 
ican Republics next complained that tourists were bypassing their 
countries in favor of South American countries, since travel to Cen- 
tral America was subject to tax while travel to South America was not 
subject to tax. 

Congress gave heed to the complaints of the Central American na- 
tions and in 1956 amended the act so that the tax now applies only to 
travel within the United States and a 225-mile buffer zone outside the 
boundaries of the United States. 

Once again, in an attempt to remove discrimination and competitive 
disadvantage, Congress has intensified both. As originally enacted, 
the tax covered all areas of for-hire transportation, foreign and do- 
mestic, at a time when it was, for sedetieal tent pelitn the only means 
of transportation. In contrast, under present law, it is possible to 
travel to Europe, Asia, or Africa without payment of tax. It is pos- 
sible to travel to South America without payment of tax. It is pos- 
sible to travel to most of Central America and parts of Mexico and 
Canada without payment of tax. It is possible to travel within the 
United States by private conveyance without payment of tax. Never- 
theless, a tax is still imposed upon travel within the United States 
upon any form of its commercial transportation system. 

Surely, even revenue considerations do not provide sufficient justifi- 
cation for singling out one industry, for the imposition of a tax which 
cliscourages the use of its facilities by the traveling public and places 
it at a competitive disadvantage in addition to the intense competitive 
forces to which it is naturally subject. Furthermore, by applying 
only to domestic travel and not to foreign travel the tax encourages 
foreign travel to the detriment of this Nation’s own vast resort and 
recreational industry, an industry in which millions of dollars have 
been invested. 

In his statement to the Ways and Means Committee on February 3, 
1950, the then Secretary of the Treasury, John W. Snyder, pointed 
out the discriminatory nature of the tax and stated that the benefits 
from eliminating the tax would be widely distributed “among business 
and consumers.” 


. Continuation of this discriminatory tax is harmful to the trans- 
portation industry of America 

By discouraging travel on commercial conveyances and placing the 
common carriers at a competitive disadvantage, the tax places a heavy 
burden upon one of the Nation’s most vital industries. The American 
transportation industry is the envy of the world. During World War 
II, and again during the Korean conflict, it performed an unprece- 
dented and unparalleled job of speedily and efficiently transporting 
essential personnel and materiel. Should another national emergency 
develop, this industry would again be called upon to perform more 
miracles of transportation while private transportation would again 
be curtailed as a luxury the Nation could not afford. 
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The exigencies of a national emergency require the most efficient use 
of the Nation’s economic resources. One of the necessary means of 
attaining such an end is through the proper maintenance and utiliza- 
tion of a healthy commercial transportation system. The existence 
of an adequate commercial transportation system in periods of limited 
resources depends upon its being permitted to use its facilities econom- 
ically in periods of abundant resources, a fact frequently overlooked. 
The essentiality to the Nation’s welfare of a sound commercial trans- 
portation system was emphasized by the Presidential Advisory Com- 
mittee on Transport Policy and Organization, which stated in its 
report to the President, entitled “Revision of Federal Transportation 
Policy,” dated April 1955: “The public interest requires the main- 
tenance of a sound and vigorous common carrier transportation serv- 
ice by all of the available means of transport, each operating within 
its respective capabilities and developing in accordance with the indi- 
cated demand for its services.” A wise national policy should there- 
fore encourage the growth of a sound and healthy common carrier 
transportation industry rather than to discourage, by tax, the use of 
such industry’s facilities on the part of the traveling public. 

The effect of the tax in discouraging travel by commercial means is 
demonstrated by a consideration of the change in the character of 
intercity travel between 1946, the full postwar year, and 1955. The 
following tabulation shows the total intercity passenger miles for each 
of the years 1946 and 1955, the amount and percentage of the total 
carried by common carrier and by private means in each of the years, 
and the percentage of increase or decrease from 1946 to 1955. 


TABLE I.—Intercity travel—1955 versus 1946 


[Billions of passenger-miles] 





| Percent 
Percent | increase 
of total | 1955 over 
| 1946 


1946 | Percent 
| of total 


Item 


91.1 7 
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344.7 | 100 2 647.2 


| 
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! Excludes electric railways, inland water carriers, and commutation. 
2 Estimated. 

3 Decrease. 

4 Private automobiles. 


It will be seen from an examination of table I that total intercity 
travel (exclusive of commutation) increased from some 344 billion 
passenger-miles in 1946 to over 647 billion in 1955, an increase of 
about 88 percent. However, the common carriers not only failed to 
maintain the proportion of the total which they had enjoyed in 1946, 
but even in the face of vastly increased travel, performed fewer pas- 
senger-miles of transportation service in 1955 than in 1946. In 1946 
common carriers of all types handled approximately 91 billion pas- 
senger-miles, or about 27 percent of the total. By 1955, the common- 
carrier business dropped to about 72 billion passenger-miles, or about 
11 percent of the total. Passenger-miles by common carrier decreased 
over 20 percent, whereas those by private carrier increased over 126 
percent in the years stated. 


85776—57——_32 
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Table I demonstrates the diversion of traffic from all types of com- 
mon carriers and bears out what has been recognized by Congress, 
that the tax discourages travel in the area in which it operates. These 
general statistics can be amplified by detailed figures from each seg- 
ment of the transportation industry. The balance of this statement 
presents that portion of the entire picture which relates to the rail- 
road passenger business, one of the largest and most essential elements 
of the Nation’s transportation industry. 

The passenger business of the Nation’s railroads has been in a pre- 
cipitate and continuous decline since the end of World War II. In 
the following tabulation, a comparison is made between 1946, the first 
full postwar year, and 1955, the latest year for which figures are 
available, with respect to revenue passenger-miles and revenue pas- 
sengers carried, the accepted indexes of passenger traffic, for the class I 
railroads of the United States. 


TasLe II.—Revenue passenger-miles and revenue passengers carried in other 
than commutation service, railroads of class I in the United States 

NTT SEAT SP ROE Ta 

Item 1946 1955 Percent decrease 


Revenue passenger-miles: 


In coaches | 39, 039, 427, 714 55.6 


| 
In parlor and sleeping cars__-_- 19, 801, 006, 780 | 5 , : 67.5 


Bot SRL ee CS ee 
Total, other than commutation | 58, 840, 434, 494 | 23, 755, 044, | 59.6 








Revenue passengers carried: | 


In coaches 408, 225, 033 | 59. 
In parlor and sleeping cars__--...-.......-.-------.- 43, 749, 737 16, 785, 468 | 1. 


y 


Total, other than commutation 451, 974, 77 





184, 209, 101 | 9.: 


As table IT clearly shows, railroad passenger traffic since the war 
has declined almost 60 percent, a staggering loss. 

Traffic figures tell but half the story, however. The decline in 
traffic has produced corresponding decreases in passenger-service reve- 
nues. At the same time, the railroads have felt the full impact of 
rising costs and inflation. Caught in the squeeze of rising costs and 
falling revenues, the result has been inevitable—ever-increasing 
deficits. The railroads have a net investment in passenger facilities 
of over $514 billion. Yet, in no year since 1945 have they earned a 
return on this investment. On the contrary, in each year they have 
sustained deficits amounting to hundreds of millions of dollars. As 
an illustration of the vise in which the railroads find themselves, the 
following is a comparison of revenues and expenses from passenger 


service for the class I railroads of the United States for 1946 and 
1955: ? 


2The information presented by tables I, II, and III is shown graphically in exhibits A, 
B, and C attached. 
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TasLeE I[I.—Passenger service expense and revenue, railroads of class I in the 
United States, years 1946 and 1955 


[Thousands of dollars} 








Item | 1946 1955 


' 
Pe a iiss nko enti nae denwhededncessarencadndeeumouness 3 1, 643, 644 1, 266, 828 


Revenue from passengers carried 1, 259, 169 742, 945 
Other passenger service revenue : 384, 475 | 523, 883 


Passenger service expenses ! = | 1, 783, 380 | 1, 903, 521 
Net railway operating income (deficit) 139, 736 | 636, 693 
i 


1 Expenses include tax accruals and net debit of equipment and joint facility rents assigned to passenger 
service. 


Source: Reports of the Interstate Commerce Commission. 


The following shows the deficits, computed as stated above, for 
class I railroads in each of the years 1946-55, inclusive: 


TasBLe 1V.—Passenger service railways net operating deficit, railroads of class I 
in the United States 


Millions Millions 


eo SS | es 5, 618. 0 


1 Passenger-service revenues in 1950 were augmented by about $107 million of retro- 
active mail pay applicable to prior years. 


Source: Transport Economics, Bureau of Transport Economics and Statistics, Interstate 
Commerce Commission, May 1956. 


That the decline in passenger business, with consequent deficits, is 
not limited to a few companies or any particular section of the coun- 
try, is clearly demonstrated by the following tabulation, setting forth 
the passenger-miles, passenger revenue and deficit from passenger 
service, for the years 1946 and 1955 of 10 of the Nation’s railroads rep- 
resenting every section of the country and approximately 60 percent 
of the entire railroad passenger industry : 
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TABLE V 
REVENUE PASSENGER-MILES AND PASSENGER REVENUE 


Revenue passenger- Passenger revenue 
miles 
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1946 | 1955 


1946 
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1 Includes Texas & New Orleans. 
2Includes Alabama Great Southern; Cincinnati, New Orleans & Texas Pacific; Georgia Southern «& 
Florida; New Orleans & Northeastern. 


Nore.—All figures include commutation. 
Source: Reports of the Interstate Commerce Commission. 


PASSENGER SERVICE NET RAILWAY OPERATING INCOME 


[Thousands of dollars] 








1946 =| (1955 


All class I railroads E 1 $139, 736 1 $636, 693 


Pennsylvania 1 49, 976 
pS RR re era een ee ok Sey. ee ee ee eT bse 1 37, 788 
Santa Fe 1 40, 858 
Southern Pacific 2 3, 1 §0, 235 
New Haven 

Union Pacific 

Southern * 

Baltimore & Ohio 

Illinois Central 

Chicago & North Western 


Total 10 railroads 1 26, 707 1 323, 812 


Percent of all class I railroads ‘ ‘ 50.9 


1 Deficit. 

2 Includes Texas & New Orleans. 

3 Includes Alabama Great Southern; Cincinnati, New Orleans & Texas Pacific; Georgia Southern « 
Florida; New Orleans & Northeastern. 





Source: Reports of the Interstate Commerce Commission: 1946—Preliminary Abstract of Railway Sta- 
tistics; 1955—‘* Transport Economics,” July 1956. 


The figures presented above have a twofold significance. First of all, 
they show that the rail-passenger industry is in a serious condition 
today. Part of this condition is still due to the exhaustive effort of 
the railroads during the war when their facilities were strained to the 
utmost and replacement and maintenance of worn equipment was made 
next to impossible by wartime shortage of materials. 

Since the war, the railroads have made strenuous efforts to renew 
their facilities and to restore their passenger business to a sound basis. 
They have invested more than $1 billion in modern equipment of stand- 
ard types. In addition, millions have been invested in experimental 
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types of equipment designed to provide better service at lower costs. 
Other millions have been invested in installations designed to speed up 
ticket sales. At the same time every effort has been made to keep fares 
as low as possible in order to make the service attractive from the 
standpoint of cost to the traveler. As shown in exhibit D attached 
hereto, between 1939 and 1955 revenue per Lena metnm (excluding 
commutation) inereased only about one-third while passenger-service 
expenses more than doubled. During the same period, wholesale prices 
increased about 120 percent and consumer prices about 90 percent. 
Thus the increase in passenger fares was kept at a level far below the 
general increase in the cost of living. Recent events indicate that 
perhaps passenger fares have been kept to an unrealistically low level. 
It is not unreasonable to ask that the railroads’ efforts in their own 
cause should not be hampered and frustrated by a tax which was 
designed to discourage travel. 


4. The flexibility of the railroads, that is, their ability to handle sud- 
den peak loads in addition to regular traffic is prejudiced by 
reason of this tax which discourages travel 

One of the characteristics which distinguishes the railroads from 
other forms of transportation is its flexibility, its ability to handle 
sudden peak loads in addition to its regular traffic. This flexibility 
is attributable in part to the fact that railroads generally operate at 
less than full capacity, and so have equipment available to meet 
emergencies. 

In its report to the President, the Presidential Advisory Committee 
on Transport Policy and Organization noted the existence of this 


flexibility, and its beneficial effects with respect to the national interest, 
as follows: 


It may be necessary that particular modes of public transportation absorb a 
large share of the anticipated increase in domestic traffic and in addition take 
on substantial diverted loads in the face of conditions which prevent any material 
expansion of their physical plant or equipment because of the competition of 
higher priority items for available materials and productive capacity. 

The railroads may be expected to have the greatest flexibility in accommodating 
an expanded domestic traffic with a minimum increase in equipment, since other 
forms of transportation as a rule require additions to equipment in direct ratio 
to an increase in traffic handled, and this is not the case with the railroad 
industry. Any policy which strengthens the railroad base will tend to increase 
the built-in flexibility of our transportation plant. 

However, the amount of idle equipment which the railroads can 
afford to maintain in standby condition has its natural limits. In fact, 
a high volume of use in relation to capacity is essential to profitable 
operation. In 1955 slightly less than 50 percent of railway-operating 
costs of class I railroads was chargeable to transportation, of which 
less than one-half was attributable to the actual running of the trains. 
The rest are rather of the nature of fixed costs which must be met in 
order to keep the physical plant in operation, and the amount of which 
is closely related to potential capacity. 

At the present time, the railroads are operating at a level danger- 
ously below capacity. In its annual report for 1952, the Interstate 
Sommerce Commission reported that only about 28 percent of the seat- 
ing capacity of the railroads is being used. The comparable figures for 
1955 were even lower. No industry, particularly an industry which is 
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suffering such heavy losses, can be expected to continue to maintain 
capacity so far in excess of the volume required for present traffic. 

The fact is that, with business declining steadily, the railroads have 
already substantially reduced the number of available passenger-train 
cars by more than 16 percent since 1946. If the railroads’ future 
army share of intercity travel is to be along the lines indicated 

y the figures cited above, they have no choice but to reduce their 
total equipment to a smaller, more compact, and more modern fleet 
which can be maintained more coakeulaae and at more realistic levels 
in relation to volume of traffic. 

Yet, with the population of the country increasing at a record rate, 
the national interest demands not a lesser but a greater passenger- 
carrying capacity—one which will be adequate in times of emergency 
as well as under “normal” conditions. What the national interest 
demands national policy should foster. 

This brings us to another significant point of the figures cited 
above; that is, the extent to which the ee condition of the 
railroad-passenger industry is the result of the transportation tax and 
the extent to which its repeal would cure the situation. 

Much could be accomplished without a major change in the trans- 
portation habits of the traveling public. A 1-percent recovery of 
business from private automobiles to the railroads would produce 
over 534 billion passenger-miles for the railroads. It would require 
a return to the rails of only about 6 percent of the traffic now being 
—— by private automobile to restore to the railroads their 1946 
volume. 

It is submitted that the matter herewith presented easily demon- 
strates the urgent need for immediate repeal of the tax. Congress 
has previously given recognition to the injurious and discriminatory 
nature of the tax and its great potential for damage to affected indus- 
tries. It has removed the tax from foreign travel, from Central 
American travel, from ferryboats, and from air taxis. By the very 
nature of the tax, however, discrimination cannot be eliminated so 
long as the tax continues in effect. The present submission, it is hoped, 
sufficiently presents the facts from which the inference is irresistible 
that one of the largest industries in the country and one of the most 
essential to national defense should no longer be required to operate 
under a discriminatory competitive impediment imposed by the Gov- 
ernment. 

What actually has occurred was anticipated by the Treasury De- 
partment in its report entitled “Federal Excise Taxes on Transpor- 
tation,” released December 19, 1947, in which it is stated that— 

The prewar history of railroad rates indicates that coach travel is rather 
sensitive to changes in passenger fares. Accordingly, under normal conditions, 
the profits of railroads may be affected substantially by the existence of the tax. 
Because of large fixed costs, a small decrease in passenger revenue can have an 
important effect on profits from passenger operations. Since railroads are again 
showing deficits on paSsenger operations, any reduction in the traffic resulting 
from the tax would add to their difficulties. 

Relief is indicated particularly when it is borne in mind that only 
a proportionately small shift in the traveling habits of the Nation 
would go far toward solving the railroads’ passenger-traffic problem. 
The repeal of the tax could easily be the triggering device which would 
bring this about. 
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SUMMARY 


The steady decline of railroad passenger transportation since World 
War IT has brought the railroad passenger-transportation industry 
to a critical point. If the passenger tax is permitted to continue its 
inherent function of further discouraging railroad and other com- 
mercial travel, the railroads will have no choice but to take recogni- 
tion of this fact and act in reliance thereon. Action on the part of 
the railroads in reducing their capacity for the handling of mass 
transportation, although dictated by absolute economic necessity, can 
have seriously detrimental effects on national defense. It is urged, 
therefore, that Congress recognize, as it has in the past, the essential 
character of the railroad industry and of all common carriers; that 
it recognize, as it has in the past, that the natural function and effect 
of the transportation tax is to discriminate against and discourage 
the use of the means of transportation subject to tax; and that it act 
promptly and with decisiveness to restore fair competition in trans- 
portation and to manifest its sympathy toward a sound and healthy 
transportation system by repeal of the discriminatory and regressive 
tax on the transportation of persons. 


_2WUIBIT A 


INTERCITY TRAVEL - PASSENGER MILES 


TOTAL TOTAL 
COMMON CARRIER 9 PRIVATE CARRIER > 
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a Excludes electric railways, inland water carriers and commtation, 
B private automobiles, 


Source; Reports of the Interstate Com-erce Comission and Civil Aeronautics Board, 
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Note; Expense shown is total of operating expense, railway tax accruals and net debit 


Source: Reports of the Interstate Commerce Commission 
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TWDEX OF 
WHOLESALE PRICES, CONSUMER PRICES, TOTAL PASSENGER EXPENSE PER 1,000 CAR-MILES 
AND REVENUE PER PASSENGER MILE 
Years 1939 - 1955 


(1939 = 100) 


1939 ys) ‘al 42 *43 4“ "45 ‘a "47 a8 49 "$50 ‘$2 "52 "$3 "Sa ‘$s 
Note: Expense index based on total of operating expense, railway tax accruéls, and 
net debit of equipment and joint facility rents assigned to passenger service. 


Source: Reports of the Interstate Commerce Commission and U.S. Department of Labor, 
EXCISE TAX ON THE TRANSPORTATION OF PROPERTY 


It is the purpose of the following portion of this statement to dis- 
cuss the excise tax imposed on the transportation of property, and to 
urge its immediate repeal. It is submitted that that excise enacted 
as a wartime emergency measure has survived that emergency and 
persists as an exaction with an adverse impact on the economy which 
far outweighs its production of revenue. 

The tax applies to amounts paid within the United States for the 
carriage of property from one part of the United States to another 
by rail, motor vehicle, water, or air. The rate of the tax is 3 percent 
of the charge for such services. Coal is the only commodity excepted 
from the 3-percent tax and the tax upon it is the flat rate of 4 cents 
per ton. A similar tax was adopted in World War I (1917) and was 
repealed in 1921. 

The tax on the transportation of property should be repealed for 
the following reasons: 

1. The tax is discriminatory : 

(a) This tax discriminates against carriers for hire in favor of 
private carriers. 

(6) This tax discriminates against shippers who are forced to 
use carriers for hire in favor of shippers for whom it is economi- 
cally feasible to maintain a private fleet. 

(ec) This tax discriminates against long-haul shippers in favor 
of short-haul shippers. 

(d) This tax discriminates against American shippers near 
the Canadian border in favor of Canadian shippers. 
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2. The tax contravenes the congressional transportation policy. 

3. The tax is regressive in operation and is an inflationary factor in 
the economy. 

4. The tax operates to undermine an industry which is vital to na- 
tional defense. 

5. The tax is economically unsound. 

Each of these aspects of the tax will be briefly noted. 

1. The taxis discriminatory 

(a) This tax discriminates against carriers for hire in favor of 
private carriers.—Since the tax is imposed upon transportation for 
hire only, it affords a tremendous competitive advantage to the ship- 
per who can utilize a private fleet for transportation. There is no 
economic justification for making a distinction between public trans- 
portation and private carriage in the levy of the excise tax under con- 
sideration. Particularly in view of the recognition of the need for a 
vast Federal highway program, it is obvious that this distinction is 
without merit. The private carriers use public highways and con- 
tribute to their deterioration no less than the public carriers. The 
public carrier receives no governmental benefit or privilege which is 
not equally available to the private carrier. 

The following table graphically illustrates the adverse effect on 
regulated carriers (which constitute the vast bulk of the carriers for 
hire) of the transportation tax. In 1939, regulated rail and motor 
carriers handled 91.53 percent of the intercity freight traffic, with 8.47 
handled by unregulated carriers (the bulk of which are private, non- 
taxed carriers). In 1953, the percentage of freight handled by regu- 
lated carriage dropped to 83.08 percent and unregulated carriers had 
increased their percentage of the total to 16.92 percent. Estimated 
figures for 1954 show a further drop in regulated carriage and com- 
mensurate rise in unregulated carriage, the latter accounting for 18.85 
percent of the total intercity freight traffic. 


Diversion of traffic in ton-miles from regulated rail and motor carriers to 
unregulated carriers, years 1939-54 


Total ton- Ton-miles Pereent of 
miles of Percent of | by regulated total by 
freight total by motor and regulated 
(millions) rail rail carriers carriers 
(millions) 


391, 671 . 358, 496 
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1 Preliminary. 
Source: ICC, Intercity Ton-Miles, 1939-54—Statement No. 568, table No. 2, p. 4, and table No. 4, p .8. 
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As noted in the 68th Annual Report of the Interstate Commerce 
Commission, dated November 1, 1954, experts in the field of transpor- 
tation attribute much of the growth of private carriers and the ac- 
companying diversion of business from public carriers to the discrim- 
ination inherent in the 3-percent tax on the transportation of property. 
The Commission stated : 


These special taxes, applying on both the transportation of passengers and 
property when by for-hire carriers but not when by private carriers, seriously 
aggravated the competitive situation between the two classes, to the disadvantage 
of for-hire carriers. 

(4) This tax discriminates against shippers who are forced to use 
carriers for hire in favor of shippers for whom it is economically 
feasible to maintain a private fleet—As noted above, the tax is im- 
posed upon carriage for hire only. It is the tax most easily avoided, 
requiring only that the shipper find it economically feasible to provide 
his own transportation. This creates an unjustified discrimination 
between shippers whose volume and financial position make it possible 
to invest the sums necessary to purchase, maintain, and operate their 
own eter system and shippers who are forced to use public 
carriers. The tax generally accords to larger shippers a competitive 


advantage over smaller shippers which was certainly never intended 
by Congress. 

It is clear that the purchase of private carriage vehicles is paid for 
to a considerable extent by the amounts which would otherwise have 
gone to the Government in transportation tax had the freight been 
carried by common carrier. Thus the Government, through the un- 


equal imposition of the transportation tax, is helping to create the 
means for avoiding the tax and, at the same time, undermining essen- 
tial public transportation. It is obvious that every single unit of 
private carriage adversely affects the position of the public-transporta- 
tion industry. The growth of private carriage results in the wasteful 
duplication of terminal and other facilities. The effect of the tax is 
to force an uneconomic expenditure on the Nations’ transportation 
resources, 

That the tax is a real burden to small business which canont afford 
the motor equipment necessary for private untaxed carriage has been 
noted by the Interstate Commerce Commission. In light of the initial 
investment in equpmient and the cost of operation and maintenance, 
it is obvious that the small-business man is unable to avoid the tax and 
must suffer the consequences of the 3 percent discrimination. 

(c) This taw discriminates against long-haul shippers in favor of 
short-haul shippers.—Because the tax on the transportation of prop- 
erty is fixed as a percentage of the gross transportation charge. the 
long-haul shipper finds his cost of reaching the market compounded. 
The normal costs of additional transportation incurred by remote 
shippers are contemplated and presumably offset by compensatory 
economies in the business planning of such shippers. The plain fact 
is that by reason of this tax costs are artificially increased under the 
guise of a part of the transportation charge without any additional 
services. Ona shipment involving transportation charges of $500, the 
added tax cost of $15 may absorb the shipper’s potential profit in his 
only available market. While it is reasonable to expect the distant 
shipper to absorb the additional cost of transportation services, it is 
unreasonable to impose an additional $12 penalty over the tax paid by 
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a nearer shipper whose transportation cost for the same traffic is $100 
with a tax of only $3. ' 

The Interstate Commerce Commission, in its 62d Annual Report 
dated November 1, 1948, noted that this method of taxation discrimi- 
nates against long-haul shippers in reaching common markets in com- 
petition with short-haul shippers and questioned whether the continued 
use of this tax was justified, using the following language : 

This method of taxation discriminates against long-haul shippers in reach- 
ing common markets in competition with short-haul shippers and adds to the 
difficulties of for-hire carriers in their competition with private transportation 
by automobile, truck, or vessel. In view of this discrimination, and of the greater 
opportunities enjoyed by such private transportation since the war, it appears 


reasonable to question whether continued use of for-hire carriers for tax-collect- 
ing purposes is justified. 


(d) This tax discriminates against American shippers near the 
Canadian border in favor of Canadian shippers.—The tax also dis- 
criminates against shippers near the Canadian border. On prepaid 
shipments from a point in Canada to a point in the United States, 
the tax does not apply. On such a shipment with a freight bill of 
$1,000 a direct saving of $30 can be made by purchasing in Canada. 
This is a serious discrimination against American producers and in- 
dustries located near the Canadian Bordes 


2. The tax contravenes the congressional transportation policy 


Congress has, by the enactment of the Interstate Commerce Act, 
adopted a transportation policy which calls for the development of a 
national system adequate to meet the needs of commerce, the postal 
service, and defense. It has entrusted the execution of that policy to 
the Interstate Commerce Commission and the position of that body 


with respect to the tax under consideration should be accorded great 
weight. 


Since 1948, the Interstate Commerce Commission has regularly 
pointed out the grave problems presented by the continuance of this 
tax. More recently, the Commission called for the repeal of this tax 
in a communication to the chairman of the Committee on Interstate 
and Foreign Commerce of the House of Representatives in connec- 
tion with H. R. 6141, 84th Congress, 2d session, a bill to amend the 
Interstate Commerce Act. Still more recently, the Commission 
through its Chairman, in further comment on the same, and related 
bills, and under date of July 20, 1956, stated : 


The constant erosion of traffic which properly should be handled by common 
carriers or regulated carriers is the major source of the problems of public trans- 
portation. To be blunt again, we must point out that the action of the Govern- 
ment agencies themselves in diverting traffic from regulated carriers, the practices 
of the Department of Defense and the Government Services Administration in 
seeking rates as low as possible under section 22, the continual expansion of 
exempt commodities and exempt carriers, and the growth of private transporta- 
tion are all contributing to a weakening of the service which the average shipper 
wants and needs for his protection. The continuance of the taxes on freight 
and passenger transportation which apply only to for-hire transportation offers 
a strong inducement to large shippers who can afford it to engage in private 
transportation. Others, in an effort to escape the tax, engage in for-hire transport 
through spurious invoices of purchase and sale. There are four million small 
businesses in this country most of which cannot afford private carriage and which 
must depend upon public transportation for services necessary to their survival. 

The less traffic handled by public transportation the higher the rates will go 
and the less efficient for-hire service will become. If, in fact, the “hard core of 
transportation” in this country is common carriage, then all reasonable and prac- 
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ticable efforts should be directed toward its preservation. The overwhelming 
majority of people still must rely on public transportation. In their interest 
and for the national security it must be kept sound. 

It is submitted that it is inconsistent for Congress to recognize the 
necessity of a sound public transportation system and at the same time 
permit the continuance of an excise which, in the opinion of the agency 
charged with the execution of such congressional policy, must be 
repealed in order that the public transportation industry may main- 
tain its competitive position. 


3. The taw is regresswe in operation and is an inflationary factor im 
the economy 

The tax on the transportation of property is imposed upon each 
transport movement involved in the processes of production, manu- 
facture, and marketing. It becomes an integral part of the cost of the 
processor at each of aan steps and is, as a rule, included in the base 
upon which each processor’s markup is computed. The tax is thereby 
pyramided many times in the cost of the product to the ultimate con- 
sumer. See the statement of the then Secretary of the Treasury, John 
Snyder, to the House Ways and Means Committee, February 3, 1950. 

This aspect of the tax is perhaps best illustrated by the following 
table which assumes a markup of 50 percent over the cost to the proc- 
essor at each stage of processing. 


Se Be eee a 
Freight | Markup | Cumula- 
cost Tax as result tive 
of tax markup 


Transportation to— 
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Because of the illustrated pyramiding effect in successive commer- 
cial transactions, it is clear that when economic conditions permit full 
markups the tax falls most heavily on the ultimate consumer who 
must absorb the total cost himself. 

The tax on transportation of property has, by reason of its cumula- 
tive effect on the ultimate price to the consumer, much the same impact 
as a highly selective sales tax on a single essential commodity because 
the ultimate consumer is totally unable to shift the onus of the tax. 
It is generally recognized that sales taxes are regressive; it is equally 
clear that a pyramided sales tax is one of the most regressive of all 
taxes. The transportation tax, because its ultimate effect is multi- 
plied, is just such a tax. 

The above illustration is confined to the simplest of transactions. 
The effect of the tax is multiplied as the transaction becomes more 
complex as in the subassemblies and assemblies involved in some 
industries. However, in the simple transaction above, $32 was added 
to the consumer’s price, of which $9 or 28 percent found its way into 
the Government’s transportation tax revenue. The price spiral, pred- 
icated upon compounding the impact of the transportation tax has 
of course, a direct effect upon inflationary price structures. The 
hypothetical situation described above indicates the addition of $32 
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to the price structure by the transportation tax. One hundred per- 
cent of the $32 increase is reflected in the final purchase price to the 
consumer, 72 percent of the increase stems from adding the amount 
of the tax to the basis of the markup at every step in the processing 
of the material. Since not 1 cent of the amounts mentioned contributes 
to the value of the article at any stage of its processing, the tax 
represents the ultimate in inflation. 


4. The tax operates to undermine an industry which is vital to national 
defense 


As Gen. James A. Van Fleet, United States Army (retired), com- 
manding general, Eighth Army, Kora, in Rail Transport and the 
Winning of Wars, says: 

During World War II railroads of the United States were called upon to move 
90 percent of all freight covered by Government bills of lading and 97 percent 
of all military group passenger movements. The recent Korean war saw the 
allocation of Army domestic freight to the railroads rise from 70 percent of total 
(military and civilian) shipments in fiscal year 1951 to 80 percent of the fiscal 
year 1952 total. 

The sound transportation system which is absolutely essential to 
national defense must be able to move men, supplies, and pap igament 
with minimum expenditures of manpower, fuel, and materials and at 
minimum cost. he Federal Government is not unmindful of the 
situation with respect to railroads. A study entitled “Capacity and 
Capital Requirements of the Railroad Industry” was prepared oy the 
Bureau of Transport Economics of the Interstate Commerce Com- 


mission and was published September 26, 1952. That study con- 
cluded that the railroad industry is seriously deficient with regard 


to service requirements under war conditions. The continued diver- 
sion of freight traffic by reason of the economic disadvantage imposed 
upon the railroads by the tax results in a continued deterioration of 
this situation. A remedy is at hand—immediate repeal of the tax on 
the transportation of property. 


5. The tax is economically unsound 


(a) The tax narrows the économic margin between the value of the 
transportation to the shipper and the charges exacted therefor.—One 
of the cardinal principles of our system of regulated public trans- 
portation is that there must be a margin between the value to the 
shippers of the transportation service they require and the transporta- 
tion charges which the carriers require. This margin is of immediate 
benefit to shippers and these benefits increase in direct proportion to 
an increase in the width of the margin. This margin is also of direct 
benefit to the carriers because it provides them with means of meeting 
increased costs of furnishing the transportation and keeping the 
business on a healthy basis while at the same time allowing for profits 
for the shippers. 

This margin might well be called a margin of safety. When it is 
consumed and no longer exists, then our system of privately owned 
public transportation will have failed. This tax constitutes a direct 
threat to the maintenance of this margin and to the transportation 
system which the margin protects. 

The Government itself has a vital interest in maintaining an ade- 
quate margin of safety between the value of the service and the 
charges required to insure a healthy national transportation system. 
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This margin is not a fair or appropriate target for public revenue. 
It should be guarded and preserved in the interests of all the people— 
not taxed out of existence. 

It is the shipper who is required to pay the tax in the first instance. 
And it is necessary that the shipper give due consideration to the 
tax in determining whether a shipment will be made. Public trans- 
portation must have a value to the shipper over and above the charge 
for the transportation ; otherwise, the shipper will seek other means 
of filling his transportation requirements. By the 3-percent tax, the 
Government reduces the value of the transportation service to the 
shipper. 

If our public transportation system is to be maintained and 
strengthened, its service to the public must continue to have a value 
in excess of the charges for its service. A tax policy which constantly 
decreases the value of public transportation service is not a sound 
policy. The basic unsoundness of this policy is more evident in times 
of inflation when all public carriers must themselves petition for in- 
creases in their charges in order to meet the rising costs of providing 
service. 

(b) The wnit cost of the tax has increased.—Unlike a tax of a flat 
amount per unit, the transportation tax is on the amount of charges 
for the transportation. It is this basic difference in tax concept that 
has permitted the tax to increase without congressional action and 
to accentuate its discriminatory tendencies. 

A simple example should suffice to illustrate the point : 

Take the case of a lumber mill at Hattiesburg, Miss., which ships 
a part of its production to the Chicago market. In December 1942, 
the mill paid a tax of $7.16 to move a car of lumber from Hattiesburg 
to Chicago. Today, because of increased rates, the tax has nearly 
doubled—from $7.16 to $13.81. Certainly a tax so assessed that its 
cost to the person bearing it may increase from time to time without 
congressional action is both unsound and unfair to the shipper bearing 
the burden. Nor is the shipper in many instances able to pass the 
tax on to the consuming public through the charge made for the 
product. The lumber mill at Hattiesburg must remain competitive in 
price if its product is to find a market. There are many mills much 
closer to the Chicago market, and the tax cost to the less-distant 
mill is smaller than to the distant mill. Consequently, the latter must 
often absorb the difference in tax to remain competitive. And with 
ever-increasing quantities of lumber moving by private truck to the 
northern markets, the distant mill using common carriage may be 
required to absorb the excess-tax charge. Thus the effect of the tax 
and its increasing cost is intensified. This increasing burden of the 
tax is another reason why Congress should grant relief from the tax 
to the shipping public who rely on common carriers to transport their 
products, 

The Treasury Department itself in a study made by its Division 
of Tax Research in 1947, entitled “Federal Excise Taxes on Transpor- 
tation,” concluded that the impact of the tax is unequal on different 
segments of the economy, stimulating changes which interfere with 
a balanced expansion of production and employment. 
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SUMMARY 


In light of the foregoing, it is clear that the continuance of the 
excise tax on the transportation of property can result only in a 
further deterioration of the competitive position of the railroads in 
the handling of freight traffic.. It is submitted that Congress should 
equate its overall ae of encouraging a sound public transportation 
system, as expressed by the Interstate Commerce Act, with the eco- 
nomie effect of the property transportation tax. The incentive to 
private carriage as opposed to public transportation inherent in the 
excise tax is obviously inconsistent with that national policy. A 
continued decline in the position of the railroads can do nothing but 
weaken the only industry which is capable of responding to the 
transportation needs involved in a national emergency. 

Apart from these considerations are the discriminations which 
stem from the base upon which the excise is levied and the segment 
of the economy said. These discriminations call for relief which 
can only come about through repeal of the tax. Such relief must 
be afforded not only in the interest of the businesses against whom 
the discriminations operate but also in the interest of the national 
economy. 

It is urged that Congress act promptly to restore the competitive 
positions of the railroads and those shippers adversely affected and 
to conserve the ability of the Nation to rise to emergency situations, 
by the immediate repeal of the tax on the transportation of property. 

It appears appropriate, in conclusion, to make some comment with 
respect to the revenue effect upon the Government, which would result 
from the repeal of excise taxes on transportation of persons and prop- 
erty herein advocated. 

Aentedine to a news release made available by the Internal Revenue 
Service, the revenue collections of the excise taxes for the fiscal year 
ended June 30, 1956, amounted to some $215 million for transporta- 
tion of persons some $451 million for transportation of property, 
a total of some $666 million. However, it must be borne in mind that 
the repeal of these two taxes would not mean that this much revenue 
was lost to the Government. 

This is true because to the extent that the transportation was for 
a business purpose, the amounts of the tax are deductible as ordinary 
and necessary business expense, and their elimination would naturally 
produce greater net income, taxable to corporations that ship and 
require travel at a rate which is likely to be 52 percent. 

Unfortunately, the additional revenue which might be expected to 
accrue to the Government cannot be measured with the exactitude 
which would be desirable in a statement before this committee. 
Ordinary reasoning, however, must reach the conclusion that the 
amount of increase in income-tax collections directly and indirectly 
attributable to repeal of the excise taxes on transportation of persons 
and property must be substantial. 

The issues here involved go far beyond the question of Government 
revenues. ‘They go to discrimination, to unsound economics, to what 
is a sound national transportation policy. The answer lies in the 
immediate repeal of these transportation excise taxes. 
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Mr. Seper. What I shall have to say in the brief time I want to take 
has to do particularly with the railroad situation, which has not been 
specifically covered in the presentations heretofore made. 

The importance of the excise taxes on transportation to the welfare 
of the railroads has been recognized in a great many places and by 
many experts in Government and out of Government. 

Chairman Arpaia, of the Interstate Commerce Commission for ex- 
ample, in a recent address within the month has said, for example, and 
I will quote only a few words from what he said: 

One of the essential arms of our defense is transportation. It is almost incred- 
ible that any factor which can vitiate this investment in our safety is given 
so little attention. For instance, the Government clings to the excise taxes on 
freight and passenger service which bring $637 million to the Government in 
revenue, although this tax is an important factor in retarding the progress of an 
efficient, up-to-date, organized system of public transportation which is an 
integral part of the machinery of defense which costs billions. 

The railroads are an important factor in the economic and social 
structure of the Nation in times of peace and in times of war, and I say 
that the adverse consequences upon that industry of the retention of 
these taxes cannot be overemphasized. 

The railroads simply have not participated in the general prosperi 
experienced by the Nation’s economy in the decade since World War Il. 


They have not earned a fair return upon their investment. My more 
extended statement gives tables and details to which your earnest at- 
tention is directed. 

Merely to summarize, in the last 30 years the rate of return on the 
investment has been such meager figures as something between 2 or 


3 percent or between 4 and 5 percent. Last year it was only 4.28 per- 
cent. 

This is not a healthy level of earnings for an industry that is as 
impos to the national welfare as is the railroads. 

will discuss first the tax on passenger transportation. This is done 
with no thought of precedence or priority so far as the industry is 
concerned, but merely because alphabetical y and in the 1954 code, this 
tax comes first. 

Specifically as to the tax imposed upon the transportation of per- 
sons, this tax creates hardships among widely diversified groups. Thi 
has been demonstrated to you already in the progress of these hear- 
ings as it has been demonstrated in former hearings. But its impact 
falls most heavily upon the people of lower-income brackets for whom 
the travel is usually a matter of necessity and not a pleasure. 

The tax is discriminatory because it is a penalty upon travel fur- 
nished by hired carriers and not by private carriers. 

In its war stages this discrimination against for-hire transportation 
and in favor of Poo travel was not particularly significant when 
gas rationing and restrictions on rubber operated to minimize the use 
of private travel, but the trouble is that when gas rationing was 
stopped and rubber became plentiful the restriction upon railroad 
travel and upon travel on other for-hire carriers was not removed. 
That is a very specific demonstration of the discrimination. 

It was expected that these taxes on transportation would be re- 
moved with the end of the emergency, but they were not. 

The continuation of this discriminatory tax is harmful to the entire 
public transportation industry of America. During World War IT, 


oo 
ve 





498 EXCISE TAXES 


as has been pointed out frequently, the transportation system of 
America was the envy of the world. The Presidential Advisory 
Committee in its report to the President in April 1955, said: 

The public interest requires the maintenance of a sound and vigorous com- 
mon carrier transportation service by all of the available means of transport, 
each operating within its respective capabilities and developing in accordance 
with the indicated demand for its services. 

Anything that retards the ability of the railroads and of other 
common carriers for hire to perform requisite services for industry 
and for private travel in this time of what we might consider to some 
extent at any rate peacetime conditions certainly will operate against 
the ability of these carriers to do the job in an emergency. 

One other point: The passenger deficits of the railroads have been 
mentioned, and they have been almost staggering. Still I would 
like to call to your attention the fact that there is a vast reservoir 
of travel by private automobile which, if only a minor proportion of 
it were returned to the railroads, would go very far toward ameliorat- 
ing the passenger traffic situation of the railroads. It would have a 
triggering effect if, as I say, only a minor part of this private travel 
by automobiles came back to the railroad carriers. 

As a matter of fact, it would take only 1 percent of the private 
automobile travel to bring back five and three-quarter billion pas- 
senger-miles of travel. If only 6 percent of the private automobile 
travel came back to the rails, it would return them to the volume of 
traffic that they had back in 1946. 

So we are not clear out on a limb when we think that only a small 

art of the private passenger travel returned to the railroads would 
ave a real effect upon the railroads’ ability to progress and to be of 
more service to the Nation. 

From the standpoint of the excise tax on freight transportation the 
tax is discriminatory ,as has been said, because it discriminates against 
carriers for hire and in favor of private carriers. It gives a tremen- 
dous advantage to the shipper who is financially able to provide his 
own means of transportation as compared with the little fellow who is 
not able to provide that same form of transportation. The policy of 
Congress and the national policy has been to seek out and to remed 
these cases of discrimination against the small fellow compared with 
the large fellow. Here is a splendid opportunity for this sort of 
relief to be afforded. 

The tax discriminates against the long-haul shipper in favor of the 
one whose market is close at hand. The greatness of our Nation has 
followed its ability to move traffic without economic hindrance from 
one pact of the country to another. The imposition of this tax as a 
penalty in addition to the difference in rate that exists between the 
movement of goods from a given area of production to a short distance 
market and to a long distance market is extremely deteriorating to the 
ability of the ‘dar loa shipper to take advantage of the Nation’s 
desire for free intercourse commercially. 

The tax contravenes the congressional transportation policy which 
calls for the development of a national system adequate to meet the 
needs of commerce, the postal service and defense, for reasons that I 
have stated. Also as has been stated it is regressive in that it falls 
most heavily upon those least able to bear it. 
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Now one comment in conclusion about the revenue effects upon the 
Government which would result from the repeal of excise taxes upon 
the transportation of persons and property herein advocated. 

According to a news release made available by the Internal Revenue 
Service, the revenue collections of the excise taxes for the fiscal year 
1956, amounted to some $215 million for transportation of persons and 
some $451 million for transportation of property, a total of some $666 
million. 

It must be borne in mind, however, that the repeal of these two taxes 
would not mean that this much revenue was lost to the Government. 

This is true because to the extent that the transportation was for a 
business purpose, the amounts of the tax are deductible as ordinary 
and necessary business expenses, and their elimination would natur- 
ally produce greater taxable net income. 

Unfortunately, the additional revenue which might be expected to 
accrue to the Government cannot be measured with the exactitude 
which I should like to have in a statement before this committee. 
However, ordinary reasoning must reach the conclusion that the 
amount of increase in income collections directly and indirectly attrib- 
utabel to repeal of the excise taxes on transportation must be substan- 
tial. 

Gentlemen of the committee, the issues here involved go far beyond 
the question of Government revenues in millions of dollars. They go 
to discrimination, to unsound economics, to what is a sound national 
transportation policy. I submit, gentlemen, the answer lies in the 
immediate repeal of these transportation excise taxes. 

I thank the committee. 

Mr. Foranp. Mr. Eberharter. 

Mr. Esernartrer. You have made a very valuable presentation. 
Personnally, I have not been a strong advocate of excise taxes. If 
we repeal transportaion taxes it will obviously make a big cut in the 
revenues of the Government. Do you think it would be advisable for 
the committee, faced with the dilemma, to consider whether or not we 
can operate without going into a deficit? We have to consider 
whether it is more important to reduce the personal income tax, for 
ah than these excise taxes. Have you thought about that part 
of it. 

Mr. Seper. Mr. Eberharter, it strikes me that the families of the 
lower income groups who have to travel, when they do, because of 
death or because of serious illness, who are obliged to buy the necessi- 
ties of life at the corner grocery store or at the lower priced clothing 
stores, are going to be as much relieved through the elimination of 
these excise taxes on the transportation that goes into the cost of 
what they have to buy, not buy as luxuries, as by a modest reduction 
in the rate of income tax or even a raise, for example, in the exemption. 

Mr. Epernartrer. We are faced with a dilemma. You can see 
that. Personally, I don’t like the transportation tax. We have some 
problems, too, you know. 

Mr. Sever. I recognize that, of course, but I would like to add that 
the transportation tax spreads much more completely over the people 
of the country than almost any other exise tax that can be thought of, 
certainly much more so than the tax on furs or on jewelry. I am not 
taking any position with regard to those, but this is a tremendously 
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broad tax in its impact upon the American economy and upon the 
American family. 

Mr. Esernarter. Thank you. 

Mr. Foranp. Are there any further questions / 

Mr. Herlong? 

Mr. Hertone. With further regard to what Mr. Eberharter said, 
I too want to join and say, as I have said a number of times, I am not 
in favor of continuing this tax, but we must sell this idea to some 
other people. We have to get better arguments than the fact that 
the people would rather have this repealed than an income tax cut. 
An individual feels the income tax. He knows he pays it. He doesn’t 
know he pays the transportation tax except for the fact that he knows 
that everything that he buys costs him a lot of money. We will have 
to think up some better argument than that in order to sell repeal of 
the transportation tax to the Congress of the United States. 

Mr. Sener. Mr. Herlong, suppose you use the argument that this 
is a discriminatory tax and that the type of discrimination that is in- 
volved here is just contrary to the concept of the American form of 
government as evidenced in the Constitution of the United States, 
and so on. 

Mr. Hertone. You have made a fine statement. I wish to com- 
pliment you on the presentation you have made. 

Mr. Foranp. Are there further questions? 

If not, the next witness is Mr. Harry DeButts, president of the 
Southern Railroad. Mr. DeButts. 


STATEMENT OF HARRY A. DeBUTTS, PRESIDENT, SOUTHERN 


RAILWAY CO. 


Mr. DeBurrs. My name is H. A. DeButts. I am president of the 
Southern Railway Co. and of other class I lines associated with it. I 
have a 4-page statement here which I will not read. Whether I will 
be able to get the point across in telling you about it I don’t know, but 
I will try, since we have to be brief. 

Our main worry down South about this tax is in regard to the 
freight-excise tax more than the passenger tax. Our reason for wor- 
rying about that is that time after time private industry which has 
been shipping over rails in large quantities, big shippers of ours, have 
gone to trucks. They buy their own trucks and operate them. Some- 
times it will be a man buying one truck and as his business grows he 
buys more. Sometimes it will be a big firm, maybe operating 100 
trucks. — buy them all at once va into a private trucking 
business, en we try to find out what the trouble is very freqently 
we find that the controlling factor in doing that is this 3-percent tax 
which they avoid if they have their own trucks. 

On the Southern we estimate we are losing about $25 million a year 
gross in freight revenue because of that particular trouble. It is in- 
creasing rapidly. We run into it on all sides. 

The common carrier by truck line or the common carrier by rail 
has a 3 percent disadvantage to start with, and that 3 percent is fre- 
quently the balance between whether they go into the private trucking 
business or not. 

We have had them buy their own trucks an start trucking, and 
when we would try to get the traffic back by making some cut in rates. 
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But after they buy the trucks they are going to wear them out before 
they change. These trucks lastalongtime. _ 

We also feel that there is a very discriminatory feature in the 
tax on coal. I shall try to give you 1 or 2 examples as far as the tax 
on coal is concerned. y 

After all, coal for the Southern Railway is our largest tonnage com- 
modity, some 20 or 25 percent. You have a 4-cents a ton tax on coal, 
which is in competition with coal from our way, as elsewhere. Gas 
coming through pipelines has no tax at all. Therefore, the coal mines 
and railroads depending on coal traffic are handicapped by this tax on 
a competing fuel. The miners, the operators, the common carriers 
and all suffer. It seems to me that is unfair. 

We have other examples where shipments in to this country from 
outside of the country compete with shipments within this ee 
of lumber, for example; let us take the Baltimore market. If 
remember my figures correctly the rate from Heflin, Ala. is 74 cents, 
or whatever itis. It is exactly the same thing from Toronto, Canada, 
on the same lumber. The man who ships in from Toronto saves the 
tax. The man from Heflin, Ala., competing at Baltimore, has to 
pay the tax. So lumber cost more in Baltimore because it comes from 
the United States. That doesn’t make sense to us. 

That is the kind of thing that seems to us so unfair. There are 
many others, but I will not take up your time. 

e are being hurt badly. The railroads are seriously affected by 
it. I know on the Southern Railroad, we don’t see any sense in con- 
tinuing it. It seems that we all ought to have a chance to compete 
on a fair basis and certainly ought not to be penalized by a discrimi- 
natory tax. 

Thank you, Mr. Chairman. 
Mr. Foranp. Your full statement will be printed in the record. 
(Mr. DeButts’ prepared statement follows :) 


StaTeEMENT OF Harry A. DeBurts, Presipent, SourHERN 
Rartway Co. 


Excise Taxes ON TRANSPORTATION 


My name is Harry A. DeButts. I am president of Southern Rail- 
way Co. and of other classI common carriers by rail which together 
form Southern Railway System. 

I thank the committee for giving me the opportunity to appear on 
behalf of Southern and other railroads to oppose the continuation of 
the wartime emergency taxes on transportation. The emergency has 
long since passed, but these taxes are still with us. I call them taxes 
but now they are really penalties—severe penalties on legitimate and 
indeed essential activities. 

I was particularly interested in your chairman’s news release of 
August 9, which said that the committee was interested in four aspects 
of excise tax problems. My testimony will relate to the first aspect 
he mentioned, rates and problems relating to the level of rates, and 
to the last, general questions of Federal excise tax policy. I might 
note in passing that the second kind of problem, technical and admin- 
istrative difficulties encountered, is one that we have, since we on the 
Southern act as the uncompensated collection agency for about $9 
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million of transportation taxes annually for the Federal Government. 
I assure you that, as far as we can, within the regulations of the Inter- 
nal Revenue Service, we collect this tax as efficiently and cheaply as 
possible from our customers. Nevertheless it is a considerable expense 
to us, and one which contributes no income at all to us. In fact, it 
drives business away from us. 

Mr. Seder has testified about the several inequities created by the 
mere existence of these taxes on transportation. I endorse from our 
experience all that he has said, particularly with respect to the dis- 
criminatory effect of the tax. 

If the committee will permit me to give some illustrations drawn 
from experience, I believe I can effectively show what the tax does, 
Time after time Southern has had the unfortunate experience of hav- 
ing the traffic of a formerly good customer fade away. Because our 
customers are important to us, we try to find out why they have quit 
using our service in such a case. The frequent answer is that they 
have decided to transport their own raw materials or finished products, 
or maybe both, in their own trucks. I believe practically all of them 
will concede that the elimination of the 3-percent penalty on using 
our service is a big factor in their decision to buy trucks. After all, 
avoiding the transportation tax will pay a substantial part of the cost 
of the new equipment. It is reported to me that it has not been 
infrequent for a shipper to say that the deciding factor in determining 
to buy his own trucks and take the traffic off the rails was the avoid- 
ance of the 3-percent penalty on use of common-carrier transportation. 

I estimate that Southern Railway System has lost in gross freight 
revenues at least $25 million a year, principally due to the 3-percent 


peal imposed by the Federal Government upon the use of our serv- 
h 


1ce. is means, of course, that the Government has lost the taxes 
that we would have paid on our profit from this business. This annual 
loss is increasing each year with more and more of our shippers going 
to their own truck fleets. One formerly good customer of ours now 
has a fleet of over 100 truck-trailer combinations. Others own perhaps 
15 or 25. It is a very distressing thing not only from the standpoint 
of this company but also from the standpoint of the Nation’s need for 
a sound railroad transportation system to see, as I have seen, a small 
shi a start with one truck and expand his fleet as his business grows. 
ne mee of the impact of the tax on a competitive situation lies 
in the fact that natural gas transported through pipelines is not sub- 
ject to any transportation tax. At the same time the freight charge on 
coal, hauled in our trains, is taxed at the rate of 4 cents a short ton. 
At a time when the coal industry is engaged in a real battle for survival 
the natural advantages of one form of fuel over another are distorted 
by the application of a tax upon one fuel and not the other. While the 
coal industry finally bears the brunt of the unfair competition caused 
by this one-sided tax, our railroad is caught in the middle. Coal is 
still the major commodity in terms of tonnage hauled on Southern Rail- 
way Co. lines. Gas, on the other hand, goes through pipelines. The 
discrimination caused by this tax therefore affects not only the coal 
industry and its miners, but also the common carriers of coal whose 
product, transportation, has its price unfairly raised by 4 cents a 
ton. 
Another example which shows the inequity of the transportation tax 
on freight can be found in the transportation of lumber. Lumber is a 
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rincipal product of the South which Southern serves. Lumber 

auled to northern markets, however, from southern mills, is in direct 
competition with Canadian lumber which can be imported freight pre- 
paid without paying this transportation tax. A Canadian shipper lo- 
cated exactly the same distance from Baltimore, a large United States 
jumber market, as an Alabama or Georgia lumberman, can prepay the 
freight bill in Canada, and enjoy a competitive advantage over the 
domestic shi < by 3 percent of the freight bill. This is so because 
shipments o ight originating outside the United States, and com- 
ing into the country freight prepaid, are exempted from the tax. 

To give a concrete example: from Heflin, Ala., to Baltimore, Md., 
the railroad rate on lumber is 74 cents. From Toronto, Canada, to 
Baltimore the rate is exactly the same. On only one car, bearing an 
average loading of 60,000 pounds, the tax amounts to $13.32. The car- 
load of Canadian lumber obviously can be sold at $13.32 less than the 
Alabama lumber. The tax on the transportation of this property has 
turned into a destructive, rather than a protective tariff. 

It seems to me that in this sort of situation the Government. loses 
considerably more by reducing the income of its own citizens than it 
gains in revenues from the transportation tax. 

Another situation that can happen under the present law exists 
when a large domestic corporation with foreign subsidiaries imports 
commodities. If the shipper is big enough he can arrange to have 
his foreign subsidiary prepay the freight on the imported commodity, 
avoiding the transportation tax on that part of the movement which 
is handled by rail or truck inside the country. 


The railroads are in the business of furnishing te cer They 
c 


believe that they can furnish transportation more efficiently and eco- 

nomically in most cases than any other method of transportation. We 

realize that some commodities naturally tend to move by specialized 

forms of transport. But we do not believe that the imposition of a 3- 

percent penalty applicable only to the common carrier, and not to the 
rivate carrier of property, permits the best use to be made of the 
ation’s facilities for transport. 

In the First World War, when a tax of 3 percent on freight transpor- 
tation was first imposed, a shipper had little or no alternative to ship- 
ping his freight by common carrier, and therefore paying the tax. The 
tax was an increased charge ultimately paid by the consumer, but it 
worked without discrimination between various shippers. Neverthe- 
less, it was repealed in 1921, just 3 years after the iat of the war. 

But the present tax, with all the discrimination it creates, has lin- 
gered on for 11 years after the Second World War ended, until the 
fact that it was an emergency tax seems to have been forgotten. 

Today a large shipper can increase a competitive advantage over a 
small shipper of the same commodity because he is not tied to the rails, 
or to other common carriers, as he was in the First World War. All 
he has to do is to buy a relatively inexpensive piece of equipment. He 
— in charge a relatively easily trained and therefore inexpensive 

river. He can send this outfit out onto magnificent highways pro- 
vided at little cost to him by the State and Federal Governments, from 
general tax revenues. He can “do it himself.” Ironically, we help 
pay the cost of providing him this roadway, although we must main- 
tain our own roadways without any help from him. 
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A modern American trend is to “do it yourself.” We believe firmly 
in the principle of doing it yourself, if you can do it more efficiently 
vena We believe that we can survive and prosper under this 

hilosophy because we believe that we can provide the usual shipper a 
better service than he can provide for himself—and at less cost. If 
the shipper can perform the service himself with greater efficiency, 
that is, better service at less cost, we cannot complain if he does so. 
At the same time we do feel that this tax imposes an unjust handicap 
on an industry which is already subject to too much regulation. 
Southern and other public carriers are penaieed by having the price 
of their service arbitrarily increased by the penalty excise tax on 
transportation. 

The removal of this eal will be a long step in the direction of 
once again permitting the railroad industry to compete fairly and on 
equal terms with other forms of transportation, and to maintain its 
absolutely essential place in the transportation picture in the United 
States. 

Mr. Foranp. Are there any questions? 

Mr. Mason. Mr. Chairman, that was an excellent presentation. I 
will have to say that. 

Mr. DeBourrs. Thank you. I am very much gratified. 

Mr. Foranp. The next witness is Mr. James Ms Symes. 


STATEMENT OF JAMES M. SYMES, PRESIDENT, PENNSYLVANIA 
RAILROAD CO. 


Mr. Symes. My name is James M. Symes. I have been associated 


with the railroad industry for 40 years, mostly in the operating de- 
partment. I am now penne of the Pennsylvania Railroad. 
e 


I, too, had a vi ngthy statement prepared originally which, 
after seeing some of the others and knowing the duplications, I re- 
duced to about six pages. I know that there is some more repetition, 
so therefore I will just file the statement that I had to make, if that 
is satisfactory. I do hope it will be read because I think it brings 
out a peculiar situation with respect to the Pennsylvania Railroad. 

Mr. Foranp. The statement will be filed in full in the record, and I 
assure you it will be read. 

Mr. Symes. I do have a couple of observations to make if I may 
state them. 

We feel that this tax is absolutely unfair and discriminatory in the 
railroad industry. I will cite first why we feel that way with respect 
to passengers. 

The railroads of this country last year operated at a deficit of $636 
million in their passenger service. The Pennsylvania Railroad’s 
portion of that was about $50 million of the deficit. Yet I think it 
is generally recognized that the passenger service operated by the 
railroads in this country today is absolutely in the public interest. 
If anybody disbelieves that, all he has to do is try to take off the train 
some of these States, when they tell you that you can’t do it or you 
are delayed for any great length of time because it is in the public 
interest. I think it is in the public interest, too. Having taken the 
burden of that terrific loss to operate a service that is in the public 
interest, I don’t believe that the travel should be discouraged by this 
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10 percent tax on passenger transportation. I think it is grossly 
unfair. 

Between New York and Philadelphia, where we probably have 
the densest passenger travel of any section in the country, back in 
1946 we were operating 13,000 passengers a day between those two 
points. Today it is down to about 8,000. Five thousand people 
have disappeared. First, we know they are not on the buses. About 
200 of those 5,000 that are lost are on the buses. We know they are 
not up in the air because it is too short a distance. We do know that 
more people are traveling and we do know that they are on that turn- 
pike. We believe that it is a potential market for us but we are 
handicapped. We don’t think we ought to have the tax. We could 
increase that travel and maintain a better service and a longer 
service. 

That is true all the way from Boston to cr Between 
New York and Washington, for example, and beyond each point we 
have the same situation. In 1946 13,000 a day and today about 8,500 
a day. Some of that is in the air. It is a little longer haul. Ve 
little is on the buses. It is on these turnpikes in private cars. e 
are handicapped with a tax operating a service in the public interest. 

Then I think it is also recognized by all that common carrier freight 
service in this country is absolutely essential not only to our peace- 
time requirements and our wartime requirements, but also the eco- 
nomic growth that all of us see here in the next 10 years which is 
bound to come from this population growth and the out turn of gross 
national product. We don’t feel that we should be handicapped 
and discriminated against by this tax which is putting people into 
private transportation. 

That is about all I have to say, sir. I do hope my statement will 
be read and I will be glad to answer any questions that might occur 
to you in so far as it relates to what I have said. 

r. Foranp. Your statement will not only be read but will be 
studied, I can assure you. 

(Mr. Symes’ prepared statement follows :) 


SraTeEMENT By J. M. Symes, Presipent, PENNSYLVANIA Ratiroap Co., 
CoNCERNING Excise TAXES ON THE Amounts Par ror TRANSPORTA- 
TION OF Persons AND PROPERTY 


Mr. Chairman and gentlemen of the committee, my name is James 
M. Symes. I have been associated with the railroad industry for 40 
years, mostly in the operating department. I am now president of 
the Pennsylvania Railroad Co. 

As president of the largest common carrier of both freight and 
passengers in the United States, and speaking as a representative of 
the eastern railroads in general, I strongly urge the prompt repeal of 
both the 10 percent excise tax on the for-hire transportation of 
passengers, and the 3 percent tax on the for-hire transportation of 
property. As pointed out by Mr. Seder, of the Association of Amer- 
ican Railroads, these discriminatory taxes are having a very serious 
adverse effect on the entire common carrier transportation industry 
in general, and on the railroads in particular. 

mposed during World War II, these taxes also had as their pur- 
pose discouraging unnecessary use of common carrier transportation— 
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which, at that time, meant almost entirely the railroads. At the 
World War ITI peak, in 1944, the railroads cial 74 percent of all 
common carrier intercity passenger transportation, while private 
automobiles handled only 54 percent of all intercity passenger trans- 
portation. Preliminary figures for 1955 show that. the private auto- 
mobile then handled 88 percent, a new peak—and free of the tax— 
of that year’s all time high in total intercity passenger-miles, while 
the railroads handled only 4.4 percent. This was 36.3 percent of 
the amount not moving by private automobile. And the latter total 
involves an increasing amount of travel by private airplane and bus, 
also not subject to the transportation tax. 

Similarly, at their peak percentage, in 1943, the railroads handled 
71.2 percent of all intercity ton-miles. Last year they handled only 
49.4 percent, all subject to the tax. An increasing amount of the 
balance moved by ‘lng motortruck, airplane, water carrier, or 
oil pipeline—not subject to the tax. 

With the extreme vulnerability of our entire economy to the oil 
supply situation—currently being illustrated through the Suez Canal 
crisis—it, is not hard to see how the railroads could again be asked 
to handle a tremendous increase in both passenger and freight traffic, 
almost overnight. But their steadily declining passenger business, 
with mounting deficits, and their decreasing share of the total freight 
transportation, due to the inequalities which now exist in what should 
be truly competitive transportation, have made it necessary for them 
to greatly curtail their services, with parallel abandonment of facili- 
ties. The transportation tax, not applying to private transportation, 
is an important factor in this restriction of free transportation com- 

tition. 
tile exhibit 1, attached, shows the trends in Pennsylvania Railroad 
transportation capabilities over the past 15 years, as expressed in 10 
different categories. There we see the average miles of road oper- 
ated in freight service have been declining steadily since 1951, and 
the miles of road operated in passenger service in 1955 were only 
85 percent of those in 1944. Passenger-car-miles in 1955 were only 
63 percent of those in 1944; loaded freight-car-miles only 70 percent; 
total passenger-miles only 29 percent; and revenue ton-miles only 
70 percent. Agency stations were only 83 percent, and nonagency 
only 76 percent. Finally, as shown in the last 2 columns, trains 
operated in freight service declined 47 percent, and those in passenger 
service almost 45 percent. 

Not being able to afford the luxury of maintaining facilities for 
standby service, we have had to parallel this decline with correspond- 
ing reductions in facilities. Since World War II we have had to 
inaugurate an extensive program of reduction in plant and equipment. 
To date this program, together with the change from steam to diesel 
power, has resulted in reducing our total trackage by more than 1,200 
miles; abandonment and removal of more than $26 million of roadway 
facility capital account depreciable property; and in the reduction 
of our equipment fleet by 68,000 freight cars, 2,300 passenger cars, and 
nearly 1,800 locomotives. 

As a result, today we could not hope to handle the volume of traffic 
we were called upon to do in World War II. While not the sole 
factor, there can be no doubt that the transportation taxes are a major 
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factor in the diversion of traffic which has made necessary the decrease 
in our transportation capacity. 

Prompt repeal of these wartime-imposed taxes on common-carrier 
transportation has a good precedent. In World War I similar taxes 
were imposed, equivalent to 3 percent on freight and 8 percent on 
passenger transportation. Imposed effective November 1, 1917, they 
expired December 31, 1921, just a bit more than 3 years after Armistice 


Day. 

ia resenting the Treasury’s recommendations for the 1943 Revenue 
Act, Secretary Morgenthau recommended that the 3-percent tax on 
common-carrier freight transportation be repealed in connection with 
that revenue act—the only excise tax so singled out. Certainly it is 
time to repeal it now—long after Congress has declared that hostili- 
ties have ceased. 

As shown by my exhibit 2, these wartime taxes, carried over through 
peacetime, collected by the Pennsylvania Railroad from its patrons 
and transmitted to the Federal Government, have totaled just over 
one-half billion dollars through the first 9 months of 1956—77.6 per- 
cent having been collected since January 1, 1946, the first year after the 
shooting war stopped, and 31 percent since October 19, 1951, fixed by 
Congress as the official cessation of hostilities. As shown in column 
5 of that exhibit, it has cost the Pennsylvania an estimated $514 mil- 
lion to collect and transmit these taxes. 

Reference has previously been made to the fact the railroads 
operate their passenger service at a heavy deficit. As shown in column 
2, of my exhibit 3, the Pennsylvania has operated its passenger serv- 
ice at a heavy annual deficit from 1947 to date. Even allowing for 
the profits during World War II, we have accrued an overall pas- 
senger deficit of $327 million during the 15 years the tax on transporta- 
tion of persons has been in effect. As shown in column 3, this tax 
has amounted to nearly $267 million, on passengers carried by the 
Pennsylvania Railroad. 

This transportation tax has constituted an arbitrary holddown 
on rates which might otherwise have gone to the carriers, reducing 
their passenger deficits, improving their financial position, and re- 
sulting in increased income taxes to the Federal Government. 

Column 4, of attached exhibit 3, shows the results to our passenger 
service if the Pennsylvania Railroad had retained the tax as revenue. 
Our accumulated passenger deficit, as determined by the Interstate 
Commerce Commission formula, for the 15-year period, would have 
been reduced to less than $110 million. And that is after allowing 
for the payment of additional Federal income taxes. 

Similarly, we see in column 6, of my exhibit 2, that if the Penn- 
sylvania had retained as revenue the tax it collected on the trans- 
portation of both persons and property, amounting to just over 
one-half billion dollars, not only would our passenger deficit have been 
reduced $218 million, but practically $232 million more would have 
gone to the Federal Government through income taxes. 

The only serious objection to the repeal of these discriminatory 
taxes on for-hire transportation seems to be from the Treasury—on 
the ground that the revenue they produce is necessary to the national 
welfare. But I am convinced that, in the long run, their repeal will 
increase the total tax take—Federal, State, and local—while reducing 
tax-supported expenditures. 
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Removal of these discriminatory taxes will be a powerful factor 
in decreasing the diversion of traffic from common to private car- 
riers. I believe it will result in the return to the common carriers 
of much traffic now moving by private means. A large percentage 
of the increased revenue of the common carriers will be converted 
to net, subject to Federal income tax. 

The tend to reduction of common carrier facilities, subject to local 
taxes, will be arrested, since they will be needed to handle the in- 
creased volume of traffic. And the demand for taxpayer supported 
construction, maintenance and operation, of nontaxpaying facilities 
for use by competing forms of transportation—increasingly private, 
as opposed to common carrier—will be retarded. 

If you agree that strong common carrier transportation agencies 
are essential to the expanding economy of our country in peacetime, 
and a vital necessity in wartime, these discriminatory taxes on for- 
hire transportation charges should be repealed. 

Thank you. 
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TaBLE 2.—Pennsylvania RR. Co. transportation taves collected and transmitted 


to the Federal Government 


| Transportation | Transportation | 
| of persons or property 


Z 
32835 





BSBx 
® 


14, 491, 510 
17, 154, 565 
19, 236, 987 
15, 718, 824 
17, 528, 201 
19, 909, 863 
19, 399, 240 
19, 760, 897 
16, 118, 476 
17, 913, 242 
13, 886, 615 


233, 708, 956 


SESASR 
£ | S8LSae2ERSSSeer2 


BE 


BBBSE 
2) ESRERBS 


EB 


19 months. 


Source: Records of the Pennsylvania RR. Co., Nov. 30, 1956. 


Total trans- 
portation taxes 


Estimated 
cost of collect- 
ing and trans- 

mitting the 
| transportation 
taxes 





5, 339, 000 


Increased 
Federal 

income taxes if 
Pennsylvania 
RR. Co. had 
retained the 
transportation 

| tax as revenue 


13, 190, 432 
13, 555, 570 
11, 000, 000 


| 231, 975, 143 


TaBLE 3.—Pennsylvania RR. Co. passenger service only, annual results and 
transportation tax effects 


Passenger 


service results 


2 31, 262, 91 


2 48, 179, 849 
2 41, 609, 313 
2 56, 834, 328 | 
2 789, 882 
1 39, 536, 470 | 
1-44, 735, 974 | 
1 49, 430, 743 
1 34, 845, 221 
1 71, 687, 703 
1 60, 537, 229 
1 56, 649, 727 | 
1 43, 691, 408 | 
1 49, 976, 138 | 
1 43, 807, 206 | 


1 Deficit. 
2 Net. 
39 months. 


Source: Records of the Pennsylvania Railroad Co., Nov. 30, 1956. 


1 327, 013, 877 


| Tax on trans- 
portation of 
persons 


(3) 


' $10, 792, 345 | 


5 7, 267, 696 
15, 434, 718 
22, 492, 019 
23, 187, 119 
23, 174, 806 
23, 586, 834 
22, 759, 608 
20, 803, 974 
19, 079, 387 
19, 328, 575 


18, 120, 672 


10, 662, 638 
8, 155, 411 


19, 679, 227 | 
12, 237, 323 | 


266, 940, 688 


' 


Passenger 
jservice results if 
tax had been 
retained as 
revenue (after 

| income taxes 


$970, 681 | 


, 238, 871 
2 22, 106, 030 
1 15, 949, 636 
' 21, 976, 366 
' 28, 626, 769 
1 15, 765, 834 
1 §2, 359, 128 
1 40, 858, 002 
1 38, 529, 055 
1 31, 454, 085 
1 39, 313, 500 
! 35, 651, 795 


1 109, 351, 855 


Mr. Esernarrer. I want to ask you the same question I asked Mr. 


Seder. 


If we are faced with the choice of either repealing these 


excise taxes or making a reduction in the personal-income taxes, which 
do you think would be the more equitable and which would be better 


for the economy generally of the country ? 
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Mr. Symes. I should think it would be more equitable when you 
take into account the discriminatory practices, to repeal the trans- 

rtation tax. I think there is a wonderful argument for doing it. 
Mt will also go to the benefit of these people. As you say, it is hard 
for them to recognize that benefit as they would in a similar income-tax 
reduction. After all, that is not discriminatory generally. Everybody 
hasit. But this is absolutely discriminatory. 

Mr. Krocu. Mr. Chairman, I would like to make inquiry of the 
Chair as to whether my understanding of our arrangement is correct, 
and that is that these statements which are inse in the record in 
lieu of their being read here go into the body of the record in the 
same type as if presented and not in small type in the appendix type. 

Mr. Foranp. If a witness summarizes his statement and files his 
brief for the record, it should go in the same size type. 

Mr. Kroc. Thank you very much, Mr. Chairman. 

Mr. Foranp. Any further questions? 

Mr. Mason. Just elaborating a little bit on what you said, it costs 
about the same to run a passenger coach across the country empty as 
full. If it runs across the country half full it may about pay its cost, 
we will say. If it runs two-thirds full, it will pay maybe a little bit 
of the profit. If it runs completely full, it will pay a rice profit to the 
railroad. When we impose a 10-percent tax and cut down on the 
traveling public to the extent that you have to carry passenger coaches 
across the country half full or much less than full, then you are losing 
money. That is plain. Anybody can understand that. 

Mr. Symes. Yes; and so is the Government losing in the way of 
Federal income tax. 

Mr. Mason. Of course. 

Mr. Foranp. Are there further questions ? 

We thank you, Mr. Symes. 

The next witness is Mr. Robert S. Macfarlane. 


STATEMENT OF ROBERT S. MACFARLANE, PRESIDENT, NORTHERN 
PACIFIC RAILWAY CO. 


Mr. Macrartane. My name is Robert S. Macfarlane. I am presi- 
dent of the Northern Pacific Railway Co. My home is in St. Paul, 
Minn. I would ask the privilege of having the prepared statement 
which is on file incorporated in the record, and, ike the other wit- 
nesses, I shall not refer to the statement but I would like the privilege 
of speaking very briefly and outlining perhaps an additional argu- 
ment or two that is worthy of special consideration in addition to 
the arguments which have been advanced by others. 

Mr. Foranp. You may proceed. 

Mr. Macrartane. If I may address myself to the question which has 
been asked by several members of the committee as to the Hobson’s 
choice on the question of the requirements of the Federal Government 
on the one hand, and the excise transportation tax on the other, I 
think the committee and the subcommittee would be on very sound 
and firm ground if they recognized the fact that the excise tax on 
transportation is an economic drag to every state of processing, 
processing to manufacturing, manufacturing to distribution. It is 
my humble opinion, and I think any considered study would result in 
the conclusion that the Federal Government and its fiscal require- 
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ments would in the end be less and revenues greater if that economic 
drag were taken off and there were the freer movement of commodities 
from the point of manufacture, from the point of growth, to the 
markets, greater income tax, and greater velocity of business. 

In my opinion the excise tax on transportation is a drag. 

Gendlensén, I have the privilege of representing the western rail- 
roads and especially the transcontinental lines in making my com- 
ments. It has been said, and I think it is true, that the average car- 
load from the West must move about 2,000 miles to market. ithout 
railroad transportation it would be impossible for the growers and the 
manufacturers and the others who are resident in the Far West to exist 
economically because the population centers are in the East and it is 
only by the ability to compete in the markets of the Middle West and 
the East that western processors are able to live. 

For example, oranges in California must move 2,000 to 3,000 miles 
to market and compete in those same markets with oranges and citrus 
fruit from Florida; Similarly, over half of the lumber in the United 
States comes from. Washington and Oregon, northern California, 
northern Idaho, and western Montana. Lumber from those far dis- 
tant points, requiring a transportation of upwards of 2,000 miles, must 
compete in the consuming centers in the Middle West and the East. 
In an effort. to assist western manufacturers and western producers, 
the western transcontinental lines have a depressed rate structure 
which is aggravated by the addition of a 3 percent tax on everything 
that moves and necessarily must be absorbed some piace along the 
line. It may be absorbed in part by the depressed rail rate, it may be 
absorbed in part by the depressed amount the western producer is able 
to reecive for his product, or it must be absorbed elsewhere in order to 
compete equally in the markets in the Middle West and the East. 

For example, there is a difference, I think, if I remember my figures 
correctly—it is in the statement—of approximately $17 a carload in 
this tax between the big product of the Weaatikes and Yakima Valleys 
in Washington State share so many applies, many thousands of car- 
loads, must be shipped to the consuming centers. of the East. There is 
no other market. They must compete with short haul apples from 
the East. There would be a difference in favor of the eastern grower 
of $17 a car in the average car of apples into the typical market such 
as New York City. 

There is another phase of this which has not been touched upon 
which I would like to call to your special attention. The boundary 
between Canada and the United States is purely an imaginary one. 
It is shadowy. The Okanagan Valley stretches from Washington 
State up through Canada. The products on either side of the line 
are thesame. ‘The economy in British Columbia is virtually identical 
with the economy of Wnekinaion and Oregon and northern Idaho. 
In other words, lumber, forest products, pulp, and so forth from the 
area which must find their way to the eastern markets, and similarly 
apples from the Okanagan and Wenatchee Valleys which must. find 
their way to the eastern markets or the horticulturist goes broke, are 
in direct competition with apples just across the border in the Okana- 
gan Valley in Canada and our forest products are equally in com- 
petition just across the border with the producers in British 
Columbia. 
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The British Columbia shipper pays no transportation tax to get his 
product to any market in ihe Kast. The British Columbia apple 
grower pays no tax to get his product to any market in the East. 

Mr. Foranp. When you in the East, do you mean Canada? 

Mr. Macrartane. No; in the United States, New York, Middle 
West, any consuming center. The end result is that our own people 
out in the Pacific Northwest—and it would be equally true in Calli- 
fornia and elsewhere—are being discriminated against. This tax 
works in favor of foreign producers and foreign shippers where their 
products are similar to the products that we produce in our territory. 

Gentlemen, I am going to say a word about the tax on transporta- 
tion. I would concur in everything that has been said. I know the 
committee is fully alive to this situation. I know the demands that 
are made upon the committee from so many directions on the basis of 
discrimination and other arguments to eliminate such a tax as this. 
I know how difficult your position is. But I think that you would be 
on the strongest and firmest of ground if you would conclude that 
this is a complete drag on the economy of the United States, that it 
is long past the time that it should have been repealed, and that the 
revenues which are theoretically lost will be more than made up from 
the increased velocity and success of American business. 

I should call your attention to an example, finally, of what actually 
happened on the Northern Pacific. It isa classic example of the effect 
of private truck competition, which is so important to the railroads. 

hey were building a dam on Noxon Rapids on Clarks Fork River, 
which is a branch of the Columbia River, in northern Idaho and west- 
ern Montana. They were buying 530,000 barrels of cement in con- 
nection with the construction of that dam. The cement mills were 
located in western and eastern Washington. A private trucks offered 
to haul that cement by truck, buying it at the mill and selling it at 
destination, namely, the damsite, the difference in the buy and sell, 
of course, being transportation. 

In an effort to hold that for our railroad, we substantially reduced 
our rate and in order to make our rate competitive with the truck rate 
we had also to include an additional deduction of $1.66 a barrel in 
order to take up the transportation tax which was in the overall cost 
from one point to the other, with the result that we lost $10,000 in 
receipts that we would otherwise have received. Had it gone to the 
private trucker the United States Government would have received 
nothing by way of an excise tax on transportation. 

This is a most important matter, especially so, gentlemen, to the 
shippers of the West and the western transcontinental railroads. I 
urge your most serious and thoughtful consideration of this problem. 

Thank you very much. 

(Mr. Macfarlane’s prepared statement follows:) 


STATEMENT OF Ropert S. MaAcraRLANE CONCERNING Excise TAXES 
ON TRANSPORTATION 


My name is Robert S. Macfarlane. I am president of Northern 
Pacific Railway Co., which is one of the principal transcontinental 
railroads. Northern Pacific’s lines of railroad extend from the Twin 
Cities of St. Paul and Minneapolis, Minn., and the Head of the Lakes 


through the States of Minnesota, North Dakota, Montana, Idaho, 
5776—57——84 
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and Washingte: to the north Pacific coast cities of Seattle and 
Tacoma, Wash., and Portland, Oreg. 

I very much appreciate this opportunity to appear on behalf of 
the western and transcontinental railroads in support of the repeal 
of the excise taxes on transportation. 

The discriminatory and injurious effects of these taxes are most 
keenly felt by the transcontinental railroads and the shippers they 
serve. These lines were built principally to open the resources of 
the Far West to the rest of the Nation. The markets for the prod- 
ucts of the West are the populous consuming centers in the central 
and eatsern portions of the country, and this entails extremely lon 
hauls to sede those markets. Over 40 percent of the transcontinenta 
eastbound tonnage handled by the western transcontinental railroads, 
and over 70 percent of the eastbound transcontinental traffic of the 
Northern Pacific consists of lumber and other forest products shipped 
by sawmills, woodworking plants, and pulp mills of the Far West 
Almost half of the total lumber production of the United States is 
in the States of Washington, Oregon, northern California, northern 
Idaho, and western Montana. The short rail distance to Chicago is 
2,096 miles from Tacoma, Wash., and 2,216 miles from Red Bluff, 
Calif., two of the important Pacific coast lumber producing and ship- 

ing points. To Pittsburgh, Pa., the rail distance is 2,533 miles fram 
acoma, and 2,694 miles from Red Bluff. 

Fresh fruits and vegetables, including California oranges and citrus: 
fruits, and apples from the Yakima and Wenatchee Valleys of Wash- 
ington comprise another large and important segment of the economy 
of the Far West. The short rail distances to New York City, the most 
important market, are 2,817 miles from Yakima, Wash., and 2,924 
miles from Redlands, Calif. 

The long hauls necessarily involved in the marketing of the prod- 
ucts of the West make transportation costs a serious handicap, not 
only to the prosperity of the West but to the prosperity of the railroads 
serving that region. This is because western growers and shippers 
must sell in competition with growers and shippers located much 
nearer the consuming markets, and because the railroads serving the 
West, in order to enable the products of the territory they serve to 
move to market, must maintain rates on depressed levels which yield 
them inadequate profits. The lumber and pulp industries in: the Far 
West must compete in eastern markets with lumber and pulp produced 
not only in the Southern and Northeastern States, but in British 
Columbia and eastern Canada. Apples grown in the Pacific North- 
west must compete in eastern markets with apples grown in New York 
State, Pennsylvania, Virginia, and West Virginia. California oranges 
and citrus fruits must meet the competition of Florida oranges and 
citrus fruits. Lettuce, carrots, and other vegetable crops from the 
Pacific coast must compete with similar crops from Florida and gulf 
coast areas, and from local truck gardens, of which there are many in 
New Jersey and other points near the principal consuming markets. 

The short rail distance from Hattiesburg, Miss., an important south- 
ern lumber shipping point, to Pittsburgh, is 1,017 miles, or little more 
than one-third the distance from Tacoma, Wash., or Red Bluff, Calif., 
to that point. The rail distance from Winchester, Va., an important 
apple shipping point, to New York City, is 297 miles, or less than 
one-ninth the distance from Yakima, Wash. The rail distance from 
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Lake Wales, Fla., an important shipping point for oranges and citrus 
fruits, to New York City, is 1,156 miles, or about 1,800 miles less than 
the distance from Redlands, Calif. 

Because of the higher transportation charges which must be paid 
by the western ee to reach these markets, his ability to sell on 
those markets depends upon his ability to absorb the difference between 
his transportation costs and those of competitors located much nearer 
the markets. The 3-percent transportation tax which he must pay, 
being correspondingly higher than that which his competitor pays, 
directly increases his transportation costs and aggravates his freight 
disadvantage. Obviously, it:could make it unprofitable for him to 
sell in these eastern markets, and consequently result in loss of traffic 
by the transcontinental lines. 

‘The Canadian Province of British Columbia is comparable geo- 
graphically with the Pacific Coast States of Washington and Oregon, 
and its basic economy is similar with respect to the character of its 
industries. The forests of British Columbia are the foundation for 
its principal manufacturing industry, and in the areas east of the 
Cascade Range there is an orchard industry comparable to the Wenat- 
chee district in the State of Washington. Lumber and woodpulp 
from British Columbia are sold throughout the eastern half of the 


United States in competition with lumber of the same species from 
the Puget Sound area:in the State of Washington, and the rail rates 
are the same ‘from British Columbia coast points as from the Puget 
Sound area. Apples grown in the Okanagan area of eastern British 
Columbia compete wit woo grown in the Wenatchee and Yakima 


Valleys of Washington in the Middle West and eastern United States 
markets. Woodpulp from pulp mills in eastern Canada is also in 
active competition with western woodpulp. All of these products 
from Canada are exempt from the transportation tax where the freight 
charges are paid in Canada, and prepayment is, of course, the general 
practice. United States producers and shippers are thus at a dis- 
advantage in the amount of the tax on their shipments in competing 
with these Canadian products. To Chicago, the western shipper pays 
a tax of $24.21 on a carload of lumber; $24.36 on a carload of wood- 
pulp, and $21.30 on a carload of apples. The Canadian shipper pays 
no'tax. To Kalamazoo, Mich., the:western shipper of woodpulp, be- 
sides paying $280 more in freight charges than a shipper of a like 
carload of woodpulp from Smooth Rock Falls, Ontario, must pay a 
transportation tax of $25.20, which is not exacted of the Canadian 
shipper. An United States shipper who competes with a Canadian 
shipper for the same market must pay 3 percent more for transporta- 
tion by reason of the exemption favoring the Canadian shipper on a 
prepaid shipment. The eiahees discrimination resulting from the 
application of this tax warrants its repeal. 

The 3 percent transportation tax wholly disregards ability to pay. 
It penalizes the western shipper because of his geographical disad- 
vantage and, at the same time, it jeopardizes the maintenance by the 
transcontinental railroads of a level of rates needed to insure the 
furnishing of adequate transportation service to western shippers. 
Onan average carload of rough lumber weighing 63,300 pounds, the 
freight charges to Pittsburgh, Pa., are $854.55 from Pacific coast 
origins, but only $531.72 from Hattiesburg, Miss. The Hattiesburg 
shipper pays a transportation tax of $15.95, but the Pacific coast 
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shipper must pay a transportation tax of $25.64, or $9.69 more than 
his competitor. The transportation charges on a carload of apples 
from Winchester, Va., to New York City are $267.83, but on a Tike 
carload from Yakima, Wash., the transportation charges are $852.18. 
The Virginia shipper pays $8.04 transportation tax while the Wash- 
ington shipper pays a tax of $25.57, or $17.53 more than his competitor, 
although the same quantity of apples is delivered by each to the same 
market. On an average carload of oranges from Lake Wales, Fla., 
to New York, the transportation ae are $496.02, while the freight 
charges on a like carload of oranges from California are $816.72. A 
Florida shipper pays a transportation tax of $14.89 but the California 
shipper must pay a tax of $24.51, or $9.62 more than his competitor 
for the privilege of shipping the same quantity of oranges to the same 
market. The west coast shipper not only meets the competition of 
shippers from points in the United States who use public transporta- 
tion and the competition of Canadian shippers who ship to American 
markets without paying a transportation tax, but he also meets the 
competition of shippers who use their own private transportation 
facilities and thus obtain exemption from the tax. 

The trend of large industries in acquiring and operating their own 
private transportation facilities, to which the transportation tax is 
certainly an important contributing factor, is an alarming develop- 
ment from the standpoint of the railroads, and the transportation tax 
cuts directly into the revenues of the railroads in their attempts to 
forestall the growth of private trucking which is not subject to the tax. 
Wherever we have had the opportunity to work out rate adjustments 
to keep an industry from establishing its own fleet of trucks, it has 
been necessary for us to take into account the amount of the tax in 
arriving at rates low enough to return or keep the business on the 
railroad. Recently, we were confronted with a threat of private truck 
transportation for the movement of 530,000 barrels of cement from 
Washington mills for the construction of a power dam on the Clarks 
Fork River near Noxon, Mont. A truckowner proposed to purchase 
the cement and sell it at a delivered price at the job site. An adjust- 
ment was made in our freight rates to equalize the amount included 
for truck transportation in the delivered price at the dam over the 
price at point of origin, but it was necessary to further reduce our 
rate by 1.66 cents per barrel from one origin point and 1.97 cents per 
barrel from the other origin point to make allowance for the trans- 
potation tax which would have to be paid on our charges for rail 
transportation. The rate reduction to take care of the transportation 
tax cost us nearly $10,000 on the 530,000 barrels of cement. Obvi- 
ously, the transportation tax is a substantial contributing factor in 
the trend of large industries to acquire and operate their own private 
transportation facilities. The money which would otherwise be paid 
by such industries to the Government in transportation taxes would 
contribute substantially to the cost of acquiring the necessary high- 
way equipment which, to that extent, would, in effect, be paid for 
by the Government. 

In our territory, wholesale merchandising in the grocery line is 
now almost entirely independent of public transportation in servic- 
ing outlets within the distribution radius of warehouses. A similar 
development is taking place in the wholesale distribution of other 
types of goods, such as hardware and automobile supplies. Some 
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national chain store operators have acquired their own fleets of trucks 
to supply their stores from regional warehouses. A large manufac- 
turer at Retina’ Oreg., has acquired a fleet of trucks which it employs 
in the transportation of parts from suppliers and the delivery of 
finished nadine to market on the outbound haul. A cement mill in 
the State of Washington has acquired a fleet of trucks which are in 
daily operation for shipments formerly handled by rail. Private truck 
transportation in the movement of beer from breweries to distribution 
warehouses is rapidly growing. Private transportation is also de- 
veloping in the handling of building materials of all kinds. Repeal 
of the 3-percent tax on freight transportation is needed to aid the 
railroads in stemming the tide of this development of private tax- 
free transportation. 

I should like now to discuss briefly the 10-percent tax on the trans- 
portation of persons. Insofar as this tax was designed to discourage 
civilian rail travel it did not accomplish that purpose until gaso- 
line and tire rationing and the system of priorities for air travel, 
which forced the traveling public to use our facilities—and inci- 
dentally greatly overtaxed them and _ consequently brought crit- 
icism of our service—were ended. But with the end of these 
restrictions, the deterrent effect of this tax on rail travel became 
and has continued to be painfully evident, notwithstanding the mil- 
lions of dollars we have spent on new and greatly improved passenger 
equipment and service and upon advertising that service. Rail travel 
is prejudiced by this tax not only because of the amount of the tax, 
which is a substantial item in the case of the long hauls for which our 
railroads were designed, but because of the confusion incident to 
the application of the tax. On travel to foreign countries the amount 
of the tax depends upon the fare to and from the United States port 
used, resulting in discrimination between ports and carriers — 
them. For example, a traveler from St. Paul going to the Orient woul 
pay less tax if he traveled via Winnipeg, Canada, than if he traveled 
via Seattle, Wash. The tax discriminates against long-distance travel 
in the United States because the fare is greater, and it discriminates 
against travel on first-class fares for the same reason. But, more 
importantly, it discriminates against rail transportation in favor of 
travel by private automobile. 

In summation, these taxes are unfair to shippers who must market 
their products in distant markets, to the carriers for hire who must 
compete with nontaxable private transportation and to passenger who, 
for lack of private carriage, are forced to pay the tax. Further, it 
should be noted that in addition to these aspects of these taxes they 
subject us to considerable expense in collecting and reporting them. 
While it is difficult to determine with any accuracy just what the cost 
is, our accounting department estimates that it is approximately $100,- 
000 per year. Clearly, these taxes are inherently discriminatory. 
They injure the business of the railroads and burden them with unfair 


collection expenses. There is no question but that they should be 


ca 
Mr. Foranp. Are there any questions? 
If not, the next witness is Mr. Patrick B. McGinnis. 
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STATEMENT OF PATRICK B. McGINNIS, PRESIDENT, BOSTON ¢ 
MAINE RAILROAD 


Mr. McGinnis. My name is Patrick B. McGinnis. I am president 
of the Boston’& Maine Railroad. I am the representative of the 
Association of American Railroads for the New England railroads, 

I havea prepared statement which I will file with you, but there are 
2, or 3 points that I would bring out which I think might add to the 
knowledge of the committee. 

Speaking now of the six New England States and the railroad 
situation, first, although the New England railroads are doing less 
freight business today than they did in 1929, nevertheless the railroads 
in New England are the largest contributors of taxes to the State 
governments; and second, the railroads in New England employ the 
largest number of employees of any industry. We employ 45,000 who 
get an average of $5,000 a year. Sothe largest payroll in New England 
comes from the railroads and the largest penkzibanotn to the State gov- 
ernments are the railroads. 

We are competing with the nonregulated carriers in New England, 
energy which now amounts to the equivalent of 30 million tons of coal 
which the railroads used to carry. Last year the railroads in New 
England carried 3 million tons of coal, and 27 million tons of Btu. 
equivalent came in with no transportation tax. It came in on tankers 
with a foreign flag, who pay no taxes, or with an American flag owned 
by the oil companies, therefore no taxes, or in the form of coal where 
the carrier takes ownership of the coal at Newport and gives up owner- 
ship in Boston, thereby eliminating himself from the tax. 

Phat is the amount of business that the New England railroads 
have lost by this tax. I say there are other reasons, understand me, 
but this is one of the reasons, because 3 percent on a low rated com- 
modity will lose the business to the railroads. 

Only last week Boston & Maine lost the business of the largest 
manufacturer in Springfield, Vt. He used to use about 150 carloads of 
coal a year. The nonregulated man who owns the coal is now taking 
it from Boston to Springfield, Vt., 208 miles, and beating the railroad 
to the business by the amount of that 3 percent tax. 

Third, the amount of business the railroads in New England have 
lost to the nonregulated carriers for this reason and other reasons 
exceeds the gross freight business we do. As a matter of fact, Mr. 
Chairman, this tax, the revenues the Government gets, exceeds the 
net income of all the railroads in the United States since it has been 
in effect, with the exception of 2 years. In other words, the $746 
million tax is greater than the net income on all the railroads in the 
United States. I am saying this only to bring out the seriousness 
with which we view it. 

One other thing, in New England we have two products; potatoes 
and newsprint. Eighty percent of the northern newsprint comes 
from Canada primarily because of the 3 percent tax. e have to 
absorb that to be competitive. In northern Maine the largest indus- 
try, except potatoes, is newsprint. Again, in potatoes the private 
exempt commodities hauler, so called, carries oranges up from Flor- 
ida and takes back potatoes—no regulation, no tax, no anything else. 
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I don’t want to belabor this point; however, there are brokers in 
New York who make a living telling shippers how to avoid the 3 per- 
cent tax, not one but 50 or 60 of them. 

Gentlemen, these are several points that 1 thought perhaps were 
not,covered in the presentations, and I thank you very much. 

Mr. Foranp. Are there any questions / 

Mr. Exsernarter. I was interested in your statement that SO percent 
of the newsprint comes from Canada because of this 3 percent tax. 
That seems quite startling. 

Mr. McGinnis. I thought I qualified it by saying “among other 
reasons.” I do know that 80 percent of the northern newspapers use 
Canadian print and that the 4 big paper companies in Maine attempt 
to compete in the northern market, and we or they have to absorb the 3 
percent differential. 

Mr. Exsernarter. In other words, you mean it is hurting the Maine 
woodpulp industry, because of this tax ’ 

Mr. McGinnis. I certainly think so. It is hurting the paper in- 
dustry all over the United States, not only in Maine but in Alabama 
and Georgia. In the great city of Chicago all the newsprint comes 
in by private carrier from Canada. They don’t pay any tax on it. 
It leaves us in a hopeless position. 

You asked a question before of the other gentlemen. If I had this 
problem of what kind of a tax, certainly I think a manufacturers’ 
excise tax across the board would be a lot fairer than any transpor- 
tation tax. 

Mr. Esernarter. Thank you. 

Mr. Mason. I just want to say, Mr. Chairman, that the last 3 or 4 
witnesses have really put across their testimony in good shape. They 
have been live witnesses. 

Mr. Foranp. Further questions? 

Mr. Hertone. I would agree with what Mr. Mason has said. These 
gentlemen have certainly made splendid statements. Most of you have 
made the point that your business would be considerably increased if 
you did not have this 3 percent transportation tax. I know that is 
true, but I wonder if it would be increased to the point that it might be 
possible for the poor shipper or grower of farm produce, for example, 
to get some relief in the matter of freight rates. 

ou have an application pending before the ICC for a rate in- 
crease now. I know nothing will be done on this matter in Congress 
in time to have any effect upon that proceeding. I am looking to the 
future. The price we have to pay to get our oranges to the market from 
Florida as well as the people from California is mighty high. 

Mr. McGinnis. I think you are getting into another area. 

Mr. Hertone. I agree with you. 

Mr. McGinnis. If you gave us the same rule that you give the com- 
modity-exempt people, which the Supreme Court gave them 2 weeks 
ago, we could give the farmers lots of aid. But that is a big subject. 
I would be glad to debate it. There is an answer to it. 

Mr. Hertone. Thank you. 

Mr. Kroon. It is a fact, Mr. McGinnis, that anything that tends to 
decrease the cost of transportation will ultimately redound to the 
shipper and the consumer. Tt is a cost that will not have to be absorbed 
somewhere along the line; isn’t that true ? 

Mr. McGinnis. That is right. 
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Mr. Kerocu. Especially is that true in the case of an industry regu- 
lated insofar as rates are concerned ? 

Mr. McGrynis. You are encouraging the shipper to go into the 
transportation business. The biggest shippers in the United States 
are now in the transportation business. Because of the commodities 
clause we can’t go into their business. The trend is terrifically against 
us. This 3-percent tax is one of the reasons. 

Mr. Keooau. I appreciate very much your bringing this out as clearly 
as you have, and the other witnesses, too. I may say it is the first such 
presentation that I have witnessed in my years around her. 

Mr. McGinnis. Thank you. 

Mr. Foranp. Are there further questions? 

We thank you, Mr. McGinnis and the others who have testified with 
you for the Association of American Railroads, who have made a very 
fine presentation. I can assure you that the committee will give serious 
thought to your suggestions. 

The next witness on the calendar is Mr. David Murchison. 

Mr. Murchison, please give your name and the capacity in which you 
appear for the benefit of the record. 


STATEMENT OF DAVID C. MURCHISON, ON BEHALF OF AIELLO 
DAIRY FARMS CO., BROOKLYN, N. Y. 


Mr. Mourcuison. My name is David C. Murchison and I am speaking 
on behalf of Aiello Dairy Farms Co., Brooklyn, N. Y. The Depart- 
ment of the Treas resently administers a little-known excise-tax 
measure called the Fil ed Cheese Act of 1896. Because of changes in 


conditions since 1896, some of its terms are not only unbelievably 
archaic but, in my opinion, are probably as anticompetitive, inequita- 
ble, and discriminatory as any revenue or regulatory law, State or 
Federal, now on the statute books (26 U. S. C. A. 4831-4836 (1954) ). 
We do not oppose the manufacturer’s tax or rate provided in this 
law or certain of its labeling requirements, but we rae rtm oppose 


the occupational taxes imposed on retailers and wholesalers and the 
policies underlying the majority of its substantive regulatory features. 

In its present form, H. R. 12298 does not deal with the Filled Cheese 
Act. I shall therefore take the liberty of making a number of recom- 
mendations in the course of my remarks. 


INTRODUCTION 


“Filled cheese” is defined in the act to include “all substances made 
of milk or skimmed milk, with the admixture of butter, animal oils or 
fats, vegetable or any other oils * * * and made in imitation or sem- 
blance of cheese.” In short, filled cheese is to cheese as oleomargarine 
is to butter. 

The act was designed initially to be a companion of the Oleomar- 
garine Act of 1886, which was repealed in July of 1950. A majority 
of the harsh limitations that for so long governed the manufacture 
and sale of oleomargarine were carried over, verbatim, into the filled 
cheese law. Unfortunately, the 1950 repeal of oleomargarine legisla- 
tion did not include its silent partner within its broad sweep. 

The Filled Cheese Act regulates in onerous detail the Sabdling, 
packaging, and distribution of the product. So severe are its pro- 
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visions that this segment of American industry is now moribund, 
only a handful of companies being able to cope with its redtape and 
still manufacture the product. Stifling limitations are imposed at 
the manufacturer, wholesaler, and retailer level. 

I would like to call specific attention to several of the act’s more 
surprising provisions, each of which is mandatory : 

Section 4833 provides that filled cheese shall be packed “in wooden 
packages only.” 

Section 4834 provides that every wholesale and retail dealer in 
filled cheese shall display “in his salesroom” a sign bearing the words 
“filled cheese sold here” and this sign shall be in “black-faced letters 
not less than 6 inches in length, upon a white ground, with the name 
and number of the revenue district in which * * * [the] business 
is conducted.” 

Section 4834 (b) provides that retailers may sell individual con- 
tainers of cheese only from the original factory package. 

Section 4833 provides that the cheese itself shall be branded with 
the impression “filled cheese.” Nothing is said as to how producers 
of cottage-type cheeses, for example, can accomplish this feat. 

Section 4833 provides that impressions branded in the cheese itself 
shall also be made on the “* * * bottom of the cheese.” 

Section 4833 prohibits the reuse by a manufacturer of any of the 
“wooden packages” used in the distribution of individual containers. 

Section 4841 requires retail dealers to pay a special tax of $12 per 
year and wholesale dealers $250 per year. This is in addition to the 
tax of 1 cent per pound on the cheese. 

Unfortunately, regulations 22, issued by the Bureau of Internal 
Revenue on August 16, 1926, extend the debilitating effect of the act. 
Section 301.18 (a) provides: 

The premises of a filled-cheese factory, an accurate description of which must 
be furnished * * * must be separated by solid walls or partitions from premises 
in which chese is manufacturer or manipulated, unless otherwise approved by 
the commissioner in writing. [Emphasis added.] 

This quite obviously operates to discourage or prevent production 
of filled cheese because the average cheese maker cannot afford to 
duplicate his facilities and equipment. If he nevertheless clears this 
hurdle, further obstacles are found in the innumerable forms that 
must be constantly and continuously filed. The following forms must 
be filed by a maker of filled cheese : 

1. Form 11: Special tax return to be filed for tax stamp ($400). 

2. Form 218: Order form for tax stamps. 

3. Form 213: Notice form to be filed before commencement of 
production, reciting such facts as metes and bounds of factory, types 
and kinds of machinery, description of land on which factory is 
located, and the like. 

4. Form 214: Application for bond, the amount of which “shall 
not less than $5,000 nor more than $100,000” depending on pounds 
produced during the year. 

5. Form 215: Annual report of inventory showing the quantity of 
“each and every kind of materials” used in that year’s production and 
the value of “attached and unattached” stamps. 

6. Form 216 and 216 (a) : Monthly return to be filed not later than 
the 15th day of each month showing the kinds and quantity of each 
kind of material used in the manufacture of filled cheese, the quantity 
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of filled cheese produced, quantity of filled cheese disposed of, quan- 
= filled cheese returned, and the value of stamps purchased and 
used. 

Wholesalers are required to file similar forms. They must file a 
monthly return on forms 217 and 217 (a) listing all filled cheese 
received and disposed of during the preceding month. In addition, 
every wholesaler is required to keep a daily record of the number of 
pounds received by him, showing the name and address of the vendor 
and listing, by name of customer, the poundage sold or delivered. 

These and other provisions, either in the laws itself or in regula- 
tions 22, have successfully blocked the development, distribution, and 
sale in the United States of cheeses made in part from vegetable or 
animal oils or fats. As in the case of oleomargarine, the consumer 
has been denied an admittedly wholesome and less costly product. 

While the redtape brought about by an avalanche of complex forms, 
the requirement of separate premises and facilities, and the many and 
varied provisions with respect to branding, labeling, and packaging 
have undoubtedly deterred many from entering the field, it is not these 
restrictions at the manufacturer level that have operated to impose 
a virtual ban on the production and sale of filled cheese. 

The real block is in the provisions governing distribution. The 
corner delicatessen owner will not pay a tax or file forms in order to 
sell a product that represents a small part of his volume. Neither 
will a retail grocer post a sign saying, “Filled Cheese Sold Here,” 
as though he were making a public confession of a grievous crime. 
In addition, the requirement that cheese at retail be sold from the 
original factory — cannot be complied with realistically. In 
today’s supermarket, for example, it is customary to display individ- 
ual containers in refrigerated display areas. These containers are 
removed from the factory package for this purpose. Display is nec- 
essary because, among other things, impulse-buying accounts for such 
a high percentage of sales. If the small cheesemaker is to sell success- 
fully to large supermarkets and chains, he cannot require that his 
cheese be sold only from original factory cartons. 

The reporting and sign requirements applicable to wholesalers also 
discourage and prevent a sufficiently wide distribution. The special 
tax of $250 on wholesalers is also an effective deterrent. 

Revenue receipts under the Filled Cheese Act understandably have 
been minimal. Certainly the law cannot, in its present form, be jus- 
tified as a revenue measure. Moreover, scientific and technical infor- 
mation on vegetable oils furnished to the Congress prior to the oleo- 
margarine repeal conclusively shows that it also cannot be justified as 
a regulatory measure necessary to the health of the consuming public. 
Filled cheese is no less healthful than oleomargarine. In many re- 
spects, it is preferred over regular cheese. 

When, then, is the act on the statute books? Perhaps a brief review 
of the legislative history will be helpful. 


LEGISLATIVE HISTORY 


The wording of the statute today is substantially the same as it 
was when originally enacted in 1896, with one fairly important 
change. The final bill, H. R. 8008, was. a substitute for H. R. 3010 


1In 1938 a clause was added exempting products used to impart a cheese flavor to other 
foods. Specifically involved was a cheese-type coating for popcorn. 
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and H. R. 5213.2 Hearings were held on H. R. 3010 before the House 
Ways and Means Committee.* A very brief House report was issued 
on H. R. 8008.* 

This legislative history conclusively bears out that the filled cheese 
legislation is ee after the oleomargarine legislation of 1886. 
Congressman Wilber, author of H. R. 3010, declared: “* * * I drew 
it as nearly as possible like the oleomargarine law.” ° 

The Congress seemed primarily interested in rere misrepre- 
sentation ; that is, the ibility of manufacturers selling filled cheese 
as full cream cheese. Furthermore, filled cheese was cheaper to make 
and to sell and therefore allegedly hurt the farmer by hurting the 
dairy industry. The “protect the poor farmer” argument was refuted, 
however, by evidence that filled cheese manufacturers bought as much 
milk and paid as much for it as other cheesemakers. Proponents of 
the bill also argued that a drastic decline of American cheese exports 
to England around 1896 was the result of loss of confidence in Ameri- 
can cheese because of the rise of the “fraudulent” filled cheese. There 
was contrary evidence, however, that the British use cheese as a sub- 
stitute for meat and that the decline of cheese exports to England 
at that time was attributable to large imports into Britain of frozen 
mutton from New Zealand. 

In the words of Representative Cook, speaking for the bill on behalf 
of his dairy constituents : 


The proposed bill is practically in line with the legislation by Congress a few 
years ago controlling and regulating the manufacture and sale of oleomargarine. 
What oleomargarine is to pure dairy butter, “filled cheese” is to pure dairy 


cheese. Every argument that was presented in favor of the oleomargarine 
legislation will apply with equal force to the legislation contemplated in the 
present bill (28 Congressional Record 3792). 


Food and Dairy Commissioner Adams of Wisconsin admitted in 
a statement to Congress— 


This question is not one of public health; it is not one of hygiene; it is not one of 
dietetics ; nor is it one of digestion; it is simply and purely one of honesty and 
trade (28 Congressional Record 3844). 


Representative Grosvenor, sponsor of H. R. 8008 in the House con- 
ceded that the real object of the filled cheese bill is “* * * tell the 
truth about it (filled cheese) * * *” similar to “the principle of the 
oleomargarine bill” (28 Congressional Record 3831). As for the 
revenue features of the bill, Representative Nelson (speaking for the 
bill) declared— 


The main purpose and object of this bill is not so much to raise revenue as it is 
to provide for honesty and integrity among the people of this country in the 
matter of the sale and consumption of cheese. * * * The revenue features of the 
bill, if I may use the expression, are merely for the purpose of putting the manu- 
facture and sale of filled cheese upon the State hook, upon the Federal hook, as 
it were, for the purpose of controlling the manufacture and the trade (28 Con- 
gressional Record 5715, 5716). 


Representative Grosvenor, sponsor of H. R. 8008 in the House, stated 
that the legislation was designed to compel sellers to 


2 References in Congressional Record. 

* Hearings before House Ways and Means Committee, H. R. 3010 and H. R. 5213, later 
H. R. 8008, 54th Cong., 2d sess., 1896. 

*H. Rept. 1135, 54th Cong., 2d sess., 1896. 

® Hearings, ibid., footnote 3, p. 20. 
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tell the truth about it (filled cheese) * * * that is the principle of the oleo- 
margarine bill (28 Congressional Record 3831). 


Senator Sherman said of the bill— 


The object of the bill, I should have said, is not so much to raise revenue as to 
prevent fraud (28 Congressional Record 5605) 

It appears clear, therefore, that the legislative history of the law 
unequivocally shows that there is no question as to deleteriousness to 
health nor of raising revenue. 

The current factual environment of filled cheese differs sharply 
from the situation prevailing in 1896. Just as such change outmoded 
the prototype oleomargarine legislation, changing times have out- 
moded the filled cheese legislation. 

The filled cheese legislation was enacted in contemplation of circum- 
stances as they existed in 1896. 

During hearings on technical and administrative problems before 
this committee in the 1st session of the 84th Congress, Mr. A. K. 
Schwartz, vice president of 20th Century Foods Corp., described the 
conditions existing in the cheese industry prior to the turn of the 
century. Mr. Schwartz pointed out, for example, that when the stat- 
ute was enacted in 1896 almost all cheese was sold in large blocks 
known as Cheddars, Longhorns, and Daisies. These blocks were 
handled on the counter and the merchant cut blocks for the customers 
(hearings, p. 583). It was possible to stamp letters into these cheeses 
and to affix a stamp to them. 

Today, on the other hand, many entirely different cheese types are 
being marketed in volume. The Aiello Co., for example, makes fresh 
Italian varieties such as ricotta and mozzarella. These are of a soft 
consistency and require constant refrigeration. The branding and 
packaging ere of the act are therefore literally impossible to 
obey if production is to take place at all. 

Quite obviously the objective of preventing deception of the con- 
sumer can be avoided without resort to antiquated branding and pack- 
aging requirements, needless restrictions on retailers and wholesalers, 
and endless redtape. Countless Federal statutes, including, for ex- 
ample, the Wool Products Labeling Act, the Fur Labeling Act, the 
Federal Trade Commission Act, and the Food, Drug and Cosmetics 
Act, provide for honest disclosure of product identity, but are not 
accompanied by additional restrictions that frustrate production and 
distribution. Truthful labeling is a laudable objective, and we do 
not oppose a continuation of the labeling provisions of the Filled 
Cheese Act, provided the onerous provisions I have described can be 
eliminated. 

With a history almost identical to the oleomargarine legislation, 
this law is deserving of the same end. Certainly there is no genuine 
basis for distinguishing it from the oleomargarine situation. The 
facts and issues are identical. To be consistent—and fair—Congress 
should not hesitate to take action. 


LEGISLATIVE RECOMMENDATIONS 


H. R. 12298’s omission of any reference to the Filled Cheese Act 
renders the bill technically inadequate and substantively insufficient. 
This oversight can be corrected, we feel, by amendment of H. R. 
12298 to provide the following: 
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1. Repeal section 4833 (a) and substitute in lieu thereof a provision 
requiring conspicuous use of the words “filled cheese” in oe 
together with a disclosure of the vegetable or animal oils or fats used, 
and vesting in the secretary discretionary authority with respect to 
packaging. 

2. Repeal section 4833 (b) which now requires each filled cheese 
manufacturer to take out a bond “in a penal sum of not less than 
$5,000.” 

3. Repeal section 4834 (a) which now requires wholesalers and 
retailers to post a sign saying “Filled Cheese sold here.” 

4, Repeal section 4834 (b) which now requires that retailers sell 
only from original stamped packages and that filled cheese must be 
sold in wooden or paper packages. 

5. Repeal section 4841 (b) and (c) which impose an occupational 
tax of $250 on wholesalers and $12 on retailers. 

6. Repeal the provisions of section 4832 which presently require 
the stamp method of payment and substitute therefor the return 
method of payment. 

Retained would be the following provisions of the present law: 

1. Section 4831 (a) which imposes a manufacturer’s tax of one 
cent per pound. 

2. Section 4831 (b) which governs the rate of tax on imports. 

3. Section 4835 ( “ which provides that the Secretary may make 


scientific tests and decide whether any substances used in the manu- 
facture of filled cheese contain ingredients deleterious to health. 

4. Section 4835 (b) which authorizes appeals from the decisions of 
the Secretary in the class of cases covered by section 4835 (a). 


5. Section 4841 which imposes an occupational tax on manufac- 
turers of filled cheese in the amount of $400 a year. 


CONCLUSIONS 


These revisions in the law will stimulate the growth of the filled 
cheese industry. Because of lower costs, a wider segment of the con- 
suming public will have the opportunity to enjoy this basic food. 
The farmer, too, will benefit in view of inevitable increases in the 
sale of milk. 

If these amendments are made, the public will be protected against 
even the most remote possibility of deception and the Federal Gov- 
ernment will have a more reasonable and profitable law to administer. 
Representative Cook of Wisconsin, who originally advocated passage 
of the Filled Cheese Act, said in 1896: “Every argument that was 
presented in favor of the oleomargarine legislation will apply with 
equal force to the legislation contemplated in the present bill” (28 
Congressional Record 3792). This is true as to the repeal or amend- 
ment of its terms. The recommendations we have made seek the 
same justice which Congress provided in 1950 when it took action 
on the Oleomargarine Act of 1886. 

The act as amended should continue to be administered by the 
Treasury Department. As revised, it is a valid revenue measure. 
Moreover, the Excise Tax Branch has achieved an expertise with 
respect to the filled cheese industry that represents a valuable asset 
in the public interest. Against the odds of an outmoded law, the 
personnel of the Branch are doing everything they can to make it 
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work. They have been fair and helpful. However, a majority of 
the provisions we have discussed are mandatory and cannot be al- 
lonil by interpretation. With the changes we propose, the act will 
lend itself to sensible and efficient administration. 

Mr. Foranp. Are there any questions? If not, we thank you for 
your appearance. 

Mr. Mourcuison. Thank you, Mr. Chairman. 

Mr. Foranp. ‘The next witness is Mr. Fred H. Tolan. Mr. Tolan, 
will you identify yourself for the purpose of the record, and proceed 
with your statement ? 


STATEMENT OF FRED H. TOLAN, TRAFFIC MANAGER, WASHING- 
TON POTATO & ONION SHIPPERS, SEATTLE, WASH. 


Mr. Totan. Thank you. My name is Fred H. Tolan. I am from 
Seattle, Wash. 

Mr. Foranp. Have you a prepared statement ? 

Mr. Toxan. Yes, sir. Due to a mailing mixup it was not received 
in time today. It will be filed. May I briefly summarize the state- 
ment ? 

Mr. Foranp. That isagreeable. You may proceed. 

Mr. Touan. I am traffic manager for the Washington Potato & 
Onion Shippers, who are the principal shipping industry of Mr. 
Holmes’ district. We are tremendously concerned about that matter 
of the transportation tax on property. I am making no comment on 
the transportation tax on passengers. 

Additional to that point I speak here today for the Pacifie North- 
west fish industry, for the Whatcom County Traffic and Rates Bureau 
of the State of Washington, and for the Pacific Northwest Advisory 
Board. Specifically, I speak for the 2,300 shipper members of that 
advisory board in opposition to the tax. 

Basically our position, gentlemen, is (1) we hope that you will 
repeal the 3-percent transportation tax; (2) if you cannot, because of 
the very cogent reasons addressed here today by Mr. Eberharter and 
by Mr. Herlong because of budgetary considerations, we sincerely 
hope that you will put a ceiling on the transportation tax.. We would 
submit that a fair ceiling, if you cannot repeal this tax, would be 3 per- 
cent but not 3 cents per 100 pounds. 

That matter was taken up briefly in the last session of Congress. 
Senator Magnuson, Congressman Ma 1uson, and Congressman Pelly 
in a bipartisan effort made a try which it was not possible to get 
through due to the logjam. But Mr. Holmes and others supported 
a ceiling limitation. 

We believe that the tax should be repealed, and the reason essen- 
tially is this, Mr. Forand and gentlemen: The tax is in inverse ratio 
to the normal tax theory. It puts the heaviest burden on western 
shippers. I cannot speak for the railroads. I can speak only from 
the shipping standpoint. We pay the greatest tax where we have 
the least ability to pay. We pay the highest tax, of course, where 
our freight rates are highest. bt course, we could better stand a high 
tax locally than we could in the long-distance markets that we must 
reach. 
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It is a situation which is fraught with particular difficulty for 
the potato and onion shippers and the fishing of the Pacific Northwest. 
Here is the reason : 

The potato and onion shippers of Mr. Holmes’ district have had 2 
bad years. This tax amounts to about 5 cents per bag which, under 
the method of selling, the way they are selling, goes right back to the 
farmer. Actually it is the market price minus the costs of marketing. 
It is worth a nickel per 100-pound bag to the farmer. 

We believe that if that tax was eliminated, and I mean at this spot 
elimmated, if it was eliminated the farmers would be in an immeasur- 
ably better position to make just a decent living and get out of the red 
ink. If there are any shippers who are making profit, much of this 
savings would come back to the Government through corporation and 
personal property taxes. 

It is a shocking situation to us. I happen to have been in the ICC 
hearing that Mr. Herlong just referred to, all last week in Kansas City. 
I found, much to my surprise, that I personally pay more income tax 
than the Pennsylvania Railroad has paid in the last 2 years. That is 
a shocking situation because they pay no taxes, and we as shippers fee! 
that anything that helps the railroads to get into a profitable position, 
be it passengerwise or otherwise, is good for the economy of the country 
as a whole. 

For example, approximately one-third of the net freight income 
of this country is eaten up by the passenger train deficit. Of course, 
I can’t speak of the passenger train deficit, but certainly it is obvious 
that one-third of the freight rate necessities that we are paying right 
now is going right back in the form of higher freight rates. 

Here is another reason beyond that basic economic question that the 
tax puts the greatest burden where we are least able to pay it. Weare 
shocked, definitely shocked. ‘Today in Kansas City the ICC is com- 
pleting a hearing on a current freight rate increase. Another one is 
scheduled for the first of the year. I will take just potatoes from just 
Mr. Holmes’ district. That means 30 cents a hundred pounds addi- 
tional if those two rate increases go through and when the Govern- 
ment adds 3-percent tax we have nearly another penny added to it. 
That is a shocking figure—31 cents a hundred pounds increase foresee- 
able within the next 4 months. 

When this tax was put in in 1942 the freight rates were about half 
what they are today, so in effect if the tax was cut in half today you 
would be restoring only the situation that existed at the time of the 
enactment. 

So behind the rather shocking increase in taxes, if we could even 
hold the line as it exists at the moment, we would be at least 1 cent 
a sack better than we have any reason to expect we will be 5 months 
from now. 

We believe that certainly there should be a ceiling if budgetary 
considerations make it impossible for you to do other than make an 
outright repeal. 

I won’t go over other points, but may I bring out two or three 
things that the railroad people in their very fine presentation did not 
oe out. One I think is a major consideration. That is, this tax 
is a bad discrimination on the small shipper. Out in the West we do 
not have the giants of industry who can do all this giant trucking. 





528 EXCISE TAXES 


We have a few; yes. But here is the situation if I can resolve it 
down to a situation right in Ellensburg. 

One of the potato shined there has to compete with two larger 
shippers who have private trucking. It makes a difference of about 
a cent to a cent and a half per bag in the Seattle and Portland mar- 
kets, whether he privately trucks or whether he uses common carrier, 
Now he uses common carrier. Actually he must absorb to be com- 
petitive, and right in his own backyard he must either go into the 
private trucking business or actually work for less. 

Having been in a red-ink market 2 years in a row on potatoes and 
onions offers very little opportunity for absorbing. It means go into 
the transportation business, which he doesn’t want to do. 

It is discriminatory against the small shipper who must use the 
common carrier against the giants. In effect, it is making the big 
bigger and the small smaller, and that is not good for the economy 
of the West in particular, and I submit, for the country as a whole. 

The other point which I think is of major consequence is that it 
makes cheaters out of shippers. It makes cheaters of the worst kind. 
I will cite places. Between Seattle and Ketchikan, Alaska, there is 
one regular, dependable line giving service. Another group, a small 
limited group, went in and quoted lower rates. They made it on a 
quarter Canis so they would not be subject to your transportation 


tax. What happens? Their quoted rate is the common-carrier rate 
minus 8 percent. It is just as bald as that statement could be. We 
think that type of cheating is wrong. 

We think the so-called buying and one-way trip leasing which is 
based essentially upon the waiving of this tax is wrong. We think 


any type of situation that keeps people from standing ethically at 
the highest plane of business ethics is wrong. 

We would respectfully submit that a tax should put a limitation on. 
If you can’t repeal it, the limitation will very greatly reduce that 
incentive. 

I won’t go into all the other practices, but just point out one other 
situation. 

Mr. Macfarlane of the railroads pointed out the Canadian situation. 
The Great Northern Railroad serves Vancouver, British Columbia, 
right on the border of Washington, almost, and the east, and the bulk 
of the traffic from there into the United States goes into the eastern 
United States market. Ifthe freight is to be collect—and much freight 
has to be collect and can’t be prepaid—here is how it discriminates 
against the American silos. If you send that traffic through 
Blaine, Wash., giving the American railroads a long haul to, say, 
Chicago or New York, you must pay the transportation tax on the 
distance within the United States. If you are very careful not to 
give the American railroads any long haul but run it through Buffalo 
or run it through a New York or a Detroit junction into the United 
States, you save tax. 

What do we do? How are we as shippers penalized? We are in 
Kansas City. I alluded earlier to the current increases. We as ship- 
pers are picking up the slack of the deliberate bypassing of American 
railroads on their most profitable traffic, their long-haul traffic. 

In partial conclusion may I submit that the tax is in many cases com- 
pletely self-defeating. Probably the biggest purchaser of goods and 
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merchandise in the country is the United States Government. Most of 
that moves on commercial bills of lading not exempted from the 
transportation tax. What do most of the icc have todo! They 
add the tax in to their bid price. Then you pay the tax to the Gov- 
ernment. So what happens? The railroads are out a percentage for 
collection, you are out the accounting, and nobody gains. It is money 
out of this pocket into that pocket. The whole economy loses and the 
disruptions to the shippers are bad. 

We believe that if we can have a complete exemption of this tax or 
if the budgetary conditions that Mr. Eberharter and Mr. Herlong and 
I am sure all of you equally appreciate are controlling, if we could 
have at this time a revision, a conscientious look-see to put us back in a 
position no worse than we were in 1942 by putting a 3 cents per hun- 
dred ceiling, if complete repeal is not possible, you will do much, first, 
for the good of the railroads; secondly, and I should say really first, 
because selfishly we are speaking for the good of the shippers. The 
shippers and the railroads benefit. Beyond that the whole economy 
of the Government and the business ethics of this country will be im- 
proved by that. 

Thank you very, very much for your courteous attention. 

Mr. Foranp. Are there any questions ? 

If there are no questions, I want to assure the gentleman that the 
committee appreciates the very fine statement he has made and when 
his brief is received it will be included as a part of his remarks. 

Mr. Mason. Another live witness, Mr. Chairman. 

Mr. Totan. Thank you, gentlemen. 

. = following prepared statement was later received from Mr. 
olan :) 


STATEMENT OF FRED H. ToLaNn ON BEHALF OF WASHINGTON Porato & ONION SHIP- 
PERS ASSOCIATION, YAKIMA; WHATCOM CouNTy TrarFic & Rares Buarau, 
PELLINGHAM; AND NORTHWEST Fisa TraFric COMMITTEE, SEATTLE, SEEKING 
REPEAL OR REDUCTION IN TRANSPORTATION ON PROPERTY TAXES 


The identified groups are shippers and receivers of freight located within the 
State of Washington. The Washington Potato & Onion Shippers Association 
covers the principal shippers of potatoes and onions from the State of Washing- 
ton. Approximately 20,000 cars of those products a year are shipped. The 
Whatcom County Traffic & Rates Bureau covers the principal shippers and receiv- 
ers of freight in the Bellingham, Wash., area. The Northwest Fish Traffic Com- 
mittee covers the principal packers and shippers of fresh and frozen fish in the 
Pacific Northwest and Alaska. 

A statement on behalf of Pacific Northwest Advisory Board (2,300 shippers) 
appears as Appendix 1. 


POSITION 


(1) We ask complete repeal of the 3 percent transportation of property tax. 
(2) If it cannot be completely repealed now, we ask a 3 cents per 100 pounds 
maximum on the 3-percent transportation tax on property. 


REASONS 


(1) The long haul western shippers need help now. The Washington potato 
and onion shippers have had 2 bad years in a row. The situation looks grim for 
the coming year. The 3-percent transportation tax costs them approximate y 5 
cents per 100-pound sack shipped. The tax is not based upon their ability to »ay, 
but is based entirely on their inability to pay. They obviously could pay a higher 
tax where they have a smaller freight charge, but unfortunately the West is 
Sparsely populated and they must ship to the East to market their products. That 
means high freight rates and high transportation tax based on those high freight 
rates. The situation is extremely grim for all long-haul shippers. They need 
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help, for they are not sharing in the prosperity of the economy generally. With 
freight rates such a large proportion of the wholesale price, and with the tax 
based on those high freight charges, the situation is getting worse by the month. 
At the present time, there is pending before the Interstate Commerce Commission 
a proposal to increase freight rates by 22 percent, which, if granted, would add 
another 1 cent per 100 pounds tax. The Federal Government, along with the 
railroads, is going to have to reduce the penalty on long-haul shippers if the 
traffic is to continue. Much of the farm economy of the West in particular is 
operating on no profit now or a very small profit. 

(2) The tax has doubled since it was enacted and is continuing to increase at 
a terrific pace. This tax was established in 1942 as a war measure. Since that 
time a $1 freight rate on general freight from Seattle to the Midwest and East 
has increased to $1.92 to some territories, and $2 to other territories. For all 
practical purposes, the rates have doubled with huge additional increases pend- 
ing in 1957, which will increase the transportation tax by an equivalent amount. 
Certainly there is every reason in logic and otherwise, if complete repeal of the 
tax cannot be effectuated now, to about cut. the tax in half reducing it to its 
1942 level by setting a 3 cents per 100 pounds maximum increase on the 3-percent 
percentage based tax. That would be a 3-percent tax, but not more than 3 cents 
per 100 pounds. 

(3) There are gross inequities in the present tax law. 

(a) It favors Canadian shippers over American shippers. Canadian ship- 
pers can avoid all the tax by prepaying charges in Canada on international 
movements while the American competitor shipping to the same markets 
in the eastern part of the United States must pay the full 3-percent tax. 

(b) The tax favors Canadian railroads over American railroads. In 
some instances trade practices make shipments move collect from Canadian 
destinations to American customers. The tax is assessed on such interna- 
tional movement only on the haul south of the border. For that reason, a 
western Canadian shipper will route his shipments with a maxmium haul 
in Canada rather than use gateways from Vancouver, british Columbia, 
through Blaine, Wash., or Sumas, Wash., to eastern American consuming 
points. If 80 percent of the haul could be held in Canada, generally 80 
percent of the tax can be avoided. If the shipment is routed from Van- 
couver, British Columbia, to New York via Blaine, Wash., approximately 
95 percent of any collect shipment would be taxable. For that reason, most 
shipments which are not completely prepaid in Canada are routed for a 
maximum haul within Canada to United States destination to avoid tax. 
Such a situation is unfair to American railroads as well as to American 
shippers shipping to the same markets. 

(c) The present tax law favors big shippers over small shippers. It 
makes the big shipper bigger and the small shipper smaller. A large shipper 
with enough business to go into private trucking pays no tax. The smaller 
shipper who must rely on common carriers pays the tax. A shipper who 
must ice his products to get them to market pays no tax if he supplies his 
own ice. If the small shipper, who does not own an ice house, must buy 
his ice from the railroads, he pays a tax on it. Such a discriminatory tax 
law should not be allowed to continue. 

(d) The present tax law engenders highly questionable practices. If a 
contract trucker leases his equipment to a shipper, it becomes private truck- 
ing not subject to the tax. If he makes a contract haul with the shipper, 
it is subject to the tax. In recent years there has been a rash of “buy and 
sell” arrangements, “trip leases,” and “boat charters” in order to convert 
what would normally be a common carriage into private carriage to avoid 
the tax. There is a 3-percent tax saving by such conversion. There is 
serious question whether a tax law is proper which engenders question- 
able practices to avoid it. A fairer approach would be to put all shippers, 
private and public, on the same basis by eliminating the transportation 
tax entirely. 

(e) The tax favors short haul shippers over long haul shippers to common 
markets. A potato shipper from the Minnesota area to Chicago would pay 
only about 1 cent or 1% cents in transportation tax. The same carload of 
potatoes from Washington to the same customer would take a tax charge 
of 5 to 6 cents, depending on the amount of refrigeration used. Why should 
the Government charge a Washington potato. shipper more tax on the same 
grade of potatoes to the same customer in the same type railroad equip- 
ment? The same comment could be made on frozen fish shipments from 
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the Pacific Northwest or on lumber or plywood shipments, or for users of 
steel. Why should the Government tax one class of shippers more than an- 
other for the same essential service? Certainly it cannot be on the ability 
to pay, for the long distance of haul from and to western markets to produc- 
ing and consuming centers makes western shippers less able to pay than 
eastern shippers. 

(f) The transportation tax on Government purchases is self-defeating 
and wasteful of tax money. The transportation tax applies on most United 
States Government purchases. If delivery is requested at a certain depot or 
market, the freight and tax is added in to the purchase price. The Govern- 
ment takes the tax out of ahother pocket later on. Both the Government 
and the shipper loses, for the cost of collection and handling the tax is a 
burden on both, with no net gain to the Government. 

(g) The transportation tax is increasing freight rates. Approximately 
one-third of the net income of the railroad from freight service is used up 
to pay for passenger train deficits. The railroad trains aren't full. The 10 
percent passenger transportation tax is materially affecting passenger train 
travel. The red-ink passenger operations are forcing all freight rates by 
rail higher. The largest user of railroad freight service in the country is 
the United States Government and they are paying the higher freight bill 
on all their shipments to make up for the passenger deficits. 

The railroads in case after case have had to reduce their freight rates in 
order to meet private truck competition not subject to the tax. That has 
reduced rail revenues. We have had at least 12 general rate increases in 
the last 10 years to make up insufficient freight revenues for the railroads. 
Large amounts of railroad revenue have been lost due to their necessity 
of absorbing the tax in their freight rate structure if they are to compete 
with private trucks for available business. Generally speaking, those ab- 
sorptions have been on shorter haul traffic where private truck competition 
is keen. On the longer haul traffic to and from the West there are few in- 
stances of such absorption. For that reason the short haul shipper has 


gained but the long haul shipper is penalized not once, but twice, by the tax 
law. 


THE 3-PERCENT TAX SHOULD HAVE A MAXIMUM LIMITATION IF IT CANNOT BE 
COMPLETELY REPEALED 


If Congress cannot repeal the transportation tax at this time, they should amend 
the law to read on property 3-percent tax be not more than 3 cents per 100 
pounds. 

The limitation proposed is conditioned upon an inability of Congress to make 
any complete repeal of excise taxes this year. We fully recognize the budgetary 
problems. It is our conviction that repeal of the transportation tax will increase 
Government revenues and not decrease them. If common carriers can recover 
traffic when their discriminatory tax burden is lifted, it will make it possible for 
the Government to recover about half the loss in transportation taxes from 
increased income tax. If western shippers can recover and retain their long-haul 
markets it will increase their profits with increasing returns to the Government 
in the form of corporation or personal income taxes. If an industry like the 
potato and onion shippers cannot get out of the red, can anyone think of a finer way 
to help that industry in its critical needs than by the Government sharing part 
of the burden with the Washington potato and onion shippers and the other 
Washington shippers who are having a difficult financial year. 

If the 3 percent transportation tax was limited to 3 cents maximum, it would 
mean this. There would be no change in the taxes up to $1. Any rate, be it 
carload, less-than-carload, or covering accessorial services, such as refrigeration 
Services, would have a maximum charge of 3 cents per 100 pounds. That would 
equalize the tax generally to all shippers and would take the unfair burden off of 
the long-haul shippers. The western shippers would still obtain no tax relief 
on the shorter-haul traffic for there their ability to pay is greater than on the 
longer-haul traffic. It is equitable on that score. Transportation tax repex! will 
go a long ways to improving the transportation system of America and by helping 
increase the flow of commerce between points in America and giving American 
shippers a more equitable break for eastern American markets in competition 
with their Canadian neighbors to the north who ship to those same markets. 
Complete elimination of the tax should be in the plans of Congress. If the whole 
job cannot be done this year, we earnestly request that the maximum limitation 
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step be taken this year as the first half of the job that will have to be done 
sooner or later. 

(The following statement submitted for the Pacific Northwest Advisory Board 
is attached as appendix 1.) 


APPENDIx 1 


PactFIc NoRTHWEST ADVISORY BOARD, 
Seattle, Wash., November 27, 1956. 
The CHAIRMAN, 
Ways and Means Committee, 
The House of Representatives, Washington, D.C. 

DEAR Sir: The Pacific Northwest Advisory Board, with a membership of over 
2,300 manufacturing companies in the States of Washington, Oregon, and Idaho, 
wants to reiterate and again firmly express to you our opposition to the continua- 
tion of the Federal transportation tax on persons and, particularly, on the trans- 
portation tax on property. We have repeatedly expressed our feelings to Con- 
gress whenever they were considering amendments to this tax. We have met 
with little success. 

We are well aware of the needs of the Federal Government. We realize that 
it is difficult for any type of tax to be completely fair and impartial to all. We 
are convinced, however, that the excise tax on people and property is so grossly 
inequitable that its repeal is mandatory. 

The malignant nature of this tax is slowly undermining the bulwark of Ameri- 
ean transportation—the common carrier. We must have the common carrier 
strong and sound, but we are finding that the 3-percent tax on property, together 
with other increased freight costs, is making private carriage more and more 
attractive. This trend, if it continues to grow, presents real danger and is 
contrary to the national transportation policy. It must be corrected. 

We of the Pacific Northwest, in view of our geographical location to our 
markets, are particularly concerned with the discriminatory nature of the tax. 
These markets lie thousands of miles to the east and south. Freight rates are 
necessarily higher. Must our disadvantageous location be magnified by a per- 
centage tax on our higher freight rates? 

We again urge that your committee seriously consider our peculiar problem and 
grant us the relief we request. 

Respectfully submitted. 

NELSON M. Hicxor, President. 


Mr. Foranp. The next witness is Mr. Harry Geist. 


STATEMENT OF HARRY GEIST, IN BEHALF OF HOWELL TRUCKING 
CO., INC., NEW YORK CITY 


Mr. Geist. My name is Harry Geist. I am a certified public ac- 
countant and a member of the bar of the State of New York with 
offices at 551 Fifth Avenue. I represent Howell Trucking Co., Inc., a 
New York corporation. 

Ours is the business of transportation licensed by the Interstate 
Commerce Commission and the New York State Public Service Com- 
mission as a contract carrier. 

I have submitted a four-page memorandum, Mr. Chairman. How- 
ever, I will try to summarize it in about 3 or 4 sentences, if I may. 

Our eae is directed to the tax on accessorial services under the 
guise of a transportation tax. There is nothing in the transportation 
tax that mentions accessorial services. 

The Treasury in a ruling has said that services which we render, 
such as loading and unloading, storing, and certain statistical work 
is part of the transportation tax. I direct your attention, gentlemen, 
to the ruling in my memorandum. In such ruling it is evident that 
Treasury is discriminating against operators in the very same indus- 
try. Not only does it discriminate but I also have set forth the ruling 
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which shows that Treasury is inconsistent in its position and in its 
rulings. . 

We ask that this honorable committee amend code section 4271 to 
include a definition of transportation which will eliminate unjust 
discrimination and inconsistent positions by Treasury. Congress 
should clearly state in such definition that the tax is imposed on the 
amount paid for actual transportation and not on all of the additional 
services that may be furnished by the carrier. Only by a definition 
can discrimination be avoided. 

I want to thank you gentlemen for giving me this opportunity to 
make the statement, although I do not appear on the list of witnesses 
today. 

(Mr. Geist’s prepared statement follows :) 

Mr. Chairman, my name is Harry Geist. I am a certified public 
accountant and a member of the bar of the State of New York, with 
offices at 551 Fifth Avenue, New York City. 

I represent Howell Trucking Co., Inc., a New York corporation 
with ye ae at 52 Eleventh Avenue, New York City. 

Howell’s business now is that of transportation, and it is licensed 
by the Interstate Commerce Commission and the New York State 
Public Service Commission as a contract carrier. 

Up to a short time ago, its business consisted of warehousing and 
transportation. It rented refrigerated space in which it stored frozen 
food belonging to various frozen-food packers. 

Either by telephone or pickup by its drivers Howell would receive 
orders from retail stores for food belonging to those packers. The 
food would be brought to the loading platform where it would be 
checked and marked for the customers by Howell personnel. 

Title to the food remained in the packers until it was loaded either 
on Howell trucks, the trucks of other contract carriers, or the trucks 
of customers. When so loaded, title to the food passed to the cus- 
tomer. At the end of each week Howell advised the packers as to the 
quantities of merchandise delivered to the customers. Thereafter 
the packer billed the customer for that merchandise. 

Howell charged the customers for services rendered in connection 
with taking the orders, selecting and assembling the merchandise cov- 
ered by such orders, and other accounting and statistical work done 
in connection with the filling of such orders. 

When it delivered the food to the customers, Howell made a delivery 
charge and collected a transportation tax of 3 percent upon such 
charge. However, with regard to the charge made for selection and 
filling of the orders, etc., which was charged separately, there was no 
transportation tax collected. ; 

Treasury ruled that the transportation tax was applicable not only 
to the charge for delivery but for the other services as well. I quote 
from said ruling: 


Accordingly, amounts paid to a carrier for all accessorial services furnished in 
connection with a taxable transportation movement performed by such carrier 
are subject to the tax. However, where such services are performed directly 
for a shipper or consignee by a person who does not transport the property 
which he loads, unloads, handles, etc., amounts paid to such person by the 
shipper or consignee are not taxable. : 

* * * Therefore, where Howell delivers the frozen foods to its customers, the 
tax properly applies to the amount paid by the customer to Howell for the “other 
Services” as well as to the amount paid for the delivery service. 
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On the other hand, if Howell turns over individual shipments of frozen foods 
at the loading platform to other carriers or to its customers and furnishes no 
transportation of such frozen foods, the tax would not apply to the charge for 
the “other services” furnished with respect to those shipments; provided, of 
course, such charge is shown as a separate item on Howell’s invoice to the 
customer. 

It is my contention that such a differentiation is discriminatory, 

As a result of such ruling Howell has been compelled to alter its 
method of doing business, to its disadvantage. : 

I respectfully direct the attention of this honorable committee to 
the case of Swift & Co. v. U. S. (U.S. Court of Claims No. 232-53, 
October 2, 1956). In that case the carrier at times supplied ice to 
refrigerate the shipper’s property, and at other times the shipper itself 
supplied ice. The carrier applied the transportation tax on its charge 
for ice which it supplied, but did not apply the tax when the shipper 
supplied the ice. The shipper paid the tax and sued for a refund. 
The court stated: 


We can see no logical reason why Congress would have intended to impose a 
transportation tax on the shipper when the carrier ices, loads, or unloads, ete., 
the car and not impose a tax on the shipper when the shipper or some one else 
performs the identical services. Such a tax would be discriminatory against the 
carriers for no ostensible reason. 


Judgment was given to the shipper. 


Further, Treasury is inconsistent in its rulings, as is illustrated in 
revenue ruling 55-126: 


An amount paid to a household goods carrier for packing and unpacking cloth- 
ing, which includes the use of dispensable wardrobe cartons, is not subject to 
tax, provided the packing and unpacking services are performed before and after 
the transportation movement and the charge therefor is billed separately from 
the charge for the transportation movement. 

This is definitely inconsistent with its position in the Howell ruling. 

I appear before this honorable committee to request that code sec- 
tion 4271 be amended to include a definition of transportation which 
will eliminate unjust discrimination and inconsistent positions by 
Treasury. Congress should clearly state in such definition that the 
tax is imposed on the amount paid for actual transportation and not on 
all of the additional services that may be furnished by the carrier. 
Only by such a definition can discrimination be avoided. 

Mr. Foranp. Are there any questions? 

Mr. Eseruarter. Do you mean to say that the revenue ruling re- 
quires the trucking company to pay a tax on the loading and unloading 
of the truck? 

Mr. Getst. They require the shipper to pay the tax on that; yes, sir. 
That is so. 

Mr. Exsernarter. Is there a tax on the longshoremen or the steve- 
dores ? 

Mr. Geist. That Iam not familiar with, sir, but I do know that there 
is on all this accessorial services, whether it means our labor of select- 
ing merchandise or accounting services in connection therewith which 
we charge to the customer. 

Mr. Esernarter. Do you make separate charges? 

Mr. Greist. We make separate charges. My memorandum will indi- 
cate that, sir. 


Mr. Exvrrnarter. Separate charges for loading and unloading and 
for hauling? 
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Mr. Gerst. We have a separate and distinct charge for the actual 
delivery service and we have a distinct charge for all the accessorial 
services. 

Mr. Expernarter. Thank you. 

Mr. Keoen. I would like Mr. Geist to know that while you were 
giving us your oral summary I had the opportunity to peruse your 
prepared statement and I would like to commend you not only for the 
terseness of your summary but the completeness of your relatively 
brief statement and for calling to the attention of the committee a situ- 
ation which I am sure will attract the subcommittee’s attention. 

Mr. Geist. Thank you very much, sir. 

Mr. Foranp. We thank you for your contribution. 

Mr. Kroon. I might add, Mr. Chairman, that I am not surprised 
that a New Yorker would do that type of job. 

Mr. Foranp. The next witness is Mr. L. C. Burwell. Will you 
come forward, Mr. Burwell. 


STATEMENT OF L. C. BURWELL, JR., VICE PRESIDENT AND ASSIST- 
ANT TO THE PRESIDENT, THE FLYING TIGER LINE, INC. 


Mr. Burweru. My name is Lewis Burwell, Jr. I am vice president 
and assistant to the president of the Flying Tigers. I have filed a 
statement. I would like 2 minutes in which to summarize it. 

Our principal business is the transport of air cargo from coast to 
coast pursuant to a certificate of public convenience and necessity. 
We cover all the principal cities in the Northeast, the Far West, and 
the Midwest. We have a very substantial collaterial business carry- 
ing both military and commercial passengers across the North At- 
lantic. 

When Congress passed the Civil Aeronautics Act of 1938, it plainly 
stated that it wanted to see the growth of a strong national air trans- 
portation system responsive to the needs of the Post Office Depart- 
ment, the national defense, and the commerce of the United States. 

We believe that the transportation tax unduly burdens the growth 
and prosperity of the air transportation business. Since the postal 
service is always a beneficiary of improved and increased service. to 
the extent that the tax arrests air transportation progress it stays the 
speediest possible dispatch of the mail and adds some unwelcome 
portion to the Postmaster General’s annual deficit. 

Since other witnesses undoubtedly will fully develop the commerce 
of the United States aspect of the question, I am going to cover this 
item rather briefly and orient my remarks chiefly to the vital national 
defense issue. 

The airline business is probably still adolescent, but it is a very 
strapping youngster. In less than 20 years it has come from nowhere 
to a position where it constitutes an indispensable public service. Its 
technology is so dynamic that its equipment obsolesces very rapidly. 
Its capital needs have been recurrent and large. For these reasons 
it has never made a great deal of money, but as an industry it has now 
moved from the status of an orphan to highly respected airlines. 
It would make the acquisition of new capital easier and less expensive. 
This would produce modern equipment which would in turn produce 
earnings, which is the magic upward spiral to which all business as- 
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pires. It is axiomatic, therefore, that should the transportation tax 
be dropped and the fares remain the same, 50 percent of these addi- 
tional earnings would return to the Government as taxes, so that the 
Government has lowered its transportation tax only by half. 

It is equally obvious that if fares are lowered by the removal of 
the tax, business will be increased and the ensuing profits therefrom 
will produce offseting income-tax payments to the Government. 

We hear it often said that since the transportation tax was imposed 
to discourage the use of transportation during wartime (which was 
in very short supply), that it is only fair, now that we have plenty 
of transportation, to encourage travel and the shipment of goods 
by repealing the tax. I consider this argument to be morally 
sound and economically ridiculous. The Government has a payroll 
to meet and it must get its revenue from taxes. The only sensible 
evaluation, therefore, asks what form of tax structure yields the 
necessary income and burdens the basic economy the least. A more 
enlightened view of the question would be in the context of our mili- 
tary appropriations, and it is our essential national defense posture 
that argues most persuasively, I believe, for repeal of at least the 
3-per cent tax on property. 

In the darkening visibility of our international scene and in our 
constant race to keep up with the Jonesviskys we must increasingly 
rely upon modernized weapons systems. Implicit in these systems 
is quick reaction time, or more simply said, speed. Our men and 
missiles must be highly mobile and instantly deployable. We cannot 
ring the earth with fixed installations which obsolesce or could be 
reconnoitered in advance and obliterated. One of the most important 
elements of our retaliatory power is its surprise quality—our ability 
to “get there fustest with the mostest.” Only this deterrent power 
stands between us and a rain of hell. 

The Civil Reserve Air Fleet has been constituted to augment our 
military transport capability. Our mobilization requirement will be 
for a 300-mile-per-hour capability to move X number of men and 
X tons of support to X corners of the earth. Since our airline system 
is geared chiefly to the carriage of passengers we have enough pas- 
senger capability. We are far short on our cargo capability. 

We can meet this cargo deficit in 1 of 2 ways. The Defense 
Department can order large numbers of heavy-duty transport air- 
planes, then recruit, train, and maintain the eople to fly and support 
them. Once they are in hand Defense has the choice of either flying 
them unproductively or parking them. If they are parked they are 
not ready to do the D- - ay job. If they are flown unproductively, 
not only has the capital cost been enormous but the operating cost 
would be a very large item each year. If Defense (as they are now 
doing to some extent) uses them to compete with the commer ial car- 
riers, they are violating the basic principles of free enterprise. 

The only logical, sensible, financially reasonable course of action 
for this Government is to do everything possible to stimulate the 
commercial usefulness of the air cargo transport airplane to the end 
that the panee can afford to buy and maintain them in ever-increas- 
ing numbers. I submit, entlemen, that while this removal of the 
3-percent tax is not a toval answer, it is a step in the right direction. 

Mr. Foranp. We thank you for your statement. 
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Are there any questions? 

The Chair hears none. 

The committee will hear one more witness before lunch. Mr. Wil- 
liam M. MeGuire, please. 


STATEMENT OF WILLIAM M. McGUIRE, CHAIRMAN, NATIONAL 
FERRYBOAT OPERATORS ASSOCIATION 


Mr. Kroon. Mr. Chairman. 

Captain McGuire, I hope that you will not mind if I suggest to you 
that your suggested amendment with which your for mal statement 
concludes is contained in the pending bill, H. R. 12298, which is an 
indication that the chairman of the subcommittee has adopted the 
the suggestion you made. Would you be willing, then, to submit your 
statement for the record as if you had given it? 

Mr. McGume. All right, sir. Are you referring to the letter which 
I sent out on November 30? 

Mr. Kroon. I am referring to your formal brief which you have 
filed with the subcommittee. 

Mr. McGuirp. Yes, sir. I haxe presented that. I have a few high 
points which, if you could spare the time, it would take me about 
2 minutes to present. 

Mr. Foranp. Just a moment. Let’s get this straight. Your formal 
statement will appear in the record but you want to make supple- 
mentary remarks, is that right? 

Mr. McGutre. Yes, sir; very short. 

Mr. Foranp. Now Mr. Eberharter. 

Mr. Enernarrer. My only suggestion is that the full committee 
having adopted your suggestion already, it is quite unnecessary for 
you to make any extended statement. 

Mr. McGumer. Thank you. I will abide by your advice. If you have 
not received the statement which I sent on November 30, I will make 
sure that you get it. 

Mr. Foranp. You may make your supplementary statement. 

Mr. Mason. Make your 2-minute statement. 

Mr. McGuire. Thank you, Mr. Chairman and members of the 
committee. 

During 1954 and 1955 we brought to your attention the fact that 
while ferryboats have always provided an indispensable service to 
the American public, that since 1942 ferries have been forced to pay 
an unfair and burdensome Federal 3 percent transportation tax. 

At that time we pointed out that the tax structure was such that 
while ferries have provided the same service as bridges and tunnels, 
and are regarded by courts as being extensions of highways, just 
as bridges are so regarded, only ferry users have been forced to pay 
« transportation tax. 

We feel that we have a real hardship case. For example, besides 
being chairman of the National Ferryboat Operators Association, 
without salary, I am the director of the Municipal City Ferries which 
performs a community service to the residents of Staten Island, as 
well as the people from Manhattan and other boroughs who go to 
Staten Island or vice versa. During the course of a year we carry 
over 25 million passengers and several million vehicles. 
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As I have pointed out in my brief, a ferry route is a continuation 
of a highway but the physical location of Staten Island is such that 
either a tunnel or a bridge from Staten Island to New York is en- 
tirely impracticable because of the long distance of 5 miles and a 
tunnel would have to be burrowed under 60 feet of water to replace 
the ferry route. A bridge would be equally impracticable because of 
cost and the strategical menace it would present in case of war. In 
the event of bombing it would block the harbor. The city is there- 
fore required to maintain this ferry at a deficit of more than $2 million 
a year. The same related conditions exist among other ferry routes 
especially the State of Washington, State of Virginia, the munici- 
pality of Norfolk who provide the services as a civic duty with little, 
if any, profit in order to serve the public. The same is true with the 
large railroads who are required to run their ferries by the ICC and 
many of them at a loss. For example, the New York Times, Tues- 
day, March 29, 1955, stated: 

The Hoboken Ferry service was losing $5,000 a week just for out-of-pocket ex- 
penses. 

The amount of tax which the Government gets for this so-called 
transportation tax is so trivial yet it is such that the cost of collecting 
it acts as one of the backbreaking straws toward gradual discon- 
tinuance of vital community and military links in locations where 
bridges are not feasible. 

Although the law provides that amounts paid by a carrier for the 
transportation of loaded trucks by ferry are not subject to the tax 
when such transportation service is part of a continuous transporta- 
tion movement, these truckers above mentioned pay the double tax 
or in some cases use a bridge or a tunnel in lieu of a ferryboat where 
such a tax is not assesed on them. 

Over the past year many ferryboat companies are going out of 
business because of bridges being constructed near their routes. These 
ferryboats are badly needed by the local communities and they would 
remain in business on a smaller scale if it were not for the many 
operational difficulties which confront them. In all cases where such 
services are discontinued it means a large layoff of personnel who 
manned the vessels. The largest vehicle carrying company owned 
by the city of New York and “operated by the 69th Street Brooklyn 
Corp. paid taxes for the year in the amount of $51,771.12. It se 
that company $5,000 to collect the tax. The city of New York ferries 
operating between St. George, Staten Island, and Whitehall Street, 
New York, paid in taxes for the year the amount of $27,258.35. It 
cost them in excess of $5,000 to collect this tax. The Central Rail- 
road Company of New Jersey, which is a typical railroad operation, 
paid the Government about $8.000 in taxes. It cost them $1,600 to 
collect that amount. So it is throughout the whole Nation. 

Finally it is very important that you gentlemen consider our prob- 
lem in the light of national defense. In wartime, bridges, because 
of their strategical value to the War Department, are usually the 
most sought after target of the enemy. It would indeed be unfor- 
tunate if we did not have an alternate means as ferries for substitution. 

The undersigned could go on and on citing many reasons for the 
elimination of this discriminatory law, but in an effort to be as-brief 
as possible petition your committee to give us serious consideration 
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in excluding ferry vessels recognized by the United States Coast Guard 
as such from the meaning of the law. 

Thank you very much. 

(Statement submitted by Mr. McGuire follows :) 


STATEMENT OF WILLIAM M. McGuire, CHAIRMAN, NATIONAL FERRYBOAT 
OPERATORS’ ASSOCIATION 


The National Ferryboat Operators’ Association pleads that section 135 of 
H. R. 12298 (Application of Transportation of Property Tax to Ferryboats) be 
amended as follows: 

“Section 4272 (exemptions from tax on transportation of property) is amended 
by adding at the end thereof the following new subsection : 

“(f) Ferry service—The tax imposed by section 4271 shall not apply to 
amounts paid for the transportation of property by a ferry— 

“(i) Having provisions only for vehicles, or only for vehicles and deck 
passengers ; 

“(2) Operating on a schedule between two or more points over the most 
direct water route ; and 

“(3) Offering a public service of a type similar to the type normally 
furnished by a bridge or tunnel.” 

2. The National Ferryboat Operators’ Association is an organization repre- 
senting approximately 90 percent of all ferry owners throughout the United 
States. Its membership includes State, municipal, county, railroad, and privately 
owned ferries, some of which have been operating on recognized routes since 1636. 

All of these operators enjoy an enviable record of efficient performance for 
more than 300 years. These ferry systems, an integral part of our public high- 
ways, perform an absolutely essential service to the community, State, and Nation. 
They do not earn profits comparable to the amount of their investment. Many 
have been obliged to operate for extended periods at a loss in order to maintain 
their franchises while providing service to connecting agricultural and industrial 
areas. During every national emergency, including World Wars I and II, ferry- 
boats have played a very important part in national transportation and defense. 
Many new bridges and tunnels have been constructed at a tremendous expense 
to connect important throughways, thus eliminating many important ferry 
routes. There are many ferry routes which can never be replaced by bridges or 
tunnels, and if these ferries were forced out of business, it would result in an 
unnecessary hardship to the communities they serve. They can’t fairly be com- 
pared with passenger and cargo vessels that depart on voyages off the beaten 
path transporting property for hire by water. 

A brief review of this particular act discloses that this tax was imposed in 
1942 during the war years of World War II conflict and was a tax imposed 
primarily for revenue for war purposes and without historical background. 

“A study was made of the legislative history of this tax study in question to 
determine whether the Congress, in imposing the taxes, was cognizant of or gives 
recognition to this situation (i. e., the competitive disadvantage where such 
operations are in competition with bridges and tunnels) or whether the statutes 
could be so construed as to place these competitive enterprises on the same basis 
for purposes of these taxes. There is, however, nothing in the legislative history 
which relates to this particular situation.” 

This particular tax has been dutifully paid by the members of this association 
even though in many, many instances this tax has not been passed on to the 
consumer but has been absorbed by the companies of this association. Our protest 
to this levy is that this tax is discriminatory against our users. It places us 
in a position where we are at a competitive disadvantage due to this imposition 
of this particular tax. The users of bridge and tunnel facilities are not burdened 
with this taxable levy as are users of our facilities. There is no legal reason for 
this contradiction. The ferryboat operators render a service of transporting 
users of public highways from one point of the highway across the body of a 
water to its continuation point on the other side. We are held to be an extension 
of the highway and, in comparison to a bridge and tunnel, we offer no greater 
service and no lesser service to the users of the same highways. We merely trans- 
port the operator from one shore to the other, the same function performed by 
the operator when he goes from one entrance of the bridge or tunnel to the 
other. The user merely gets across the body of water and, in a sense, we take no 
control over the commodity transported. It is always in possession, control 
and in the custody of the operator and we refer to motor vehicles. 
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In the statutes that are applied in the States of New York, New Jersey, North 
Carolina and many other jurisdictions unanimous decisions have constantly 
claimed that a ferry is a continuation of the highway from one side of the water 
over which it passes to the other and the vessel is so recognized by the United 
States Coast Guard as a ferryboat restricting it to a ferry route only, which is 
the continuation of a highway. 

Of course, on this legal theory, there is no justification for a tax on property 
ferry transported when the same property cannot be taxed over a bridge or 
through a tunnel. 

The tax will interfere with open and competitive business in our field. You 
must and should realize the unjust imposition on our body. You must appre- 
ciate the inconsistency where the act is powerless to tax one commodity and 
maintain its tax on another when both commodities perform the same function, 

We seek not to impose a greater tax on the users of bridge and tunnel facilities. 
The use of these facilities as licensed by legal authority have already placed the 
burden of tax on the user through tolls equivalent to the amount charged on a 
ferry on a corresponding span of water. The Federal transportation tax may 
seek to increase an additional tax on this burden and we do not feel that while 
we are taxed, we wish to impose the same on our competitors. We seek only to 
remove this tax on the users of our facilities that they, our users, may fairly 
and justly compete with the users of other modes of crossing the same waterways. 

There is no historical reason and no legal reason for this levy but there was a 
taxable reason for raising revenues. As against that, there is a discriminatory 
reason for lifting same. There is reason for lifting the same from a business 
point of view, there is a reason for lifting the same from an intellectual and fair 
play point of view and there is a reason from an economic safeguard, to maintain 
competitive businesses in the field of transportation across waterways. 

The National Ferry Boat Operators’ Association, therefore, pleads that section 
135, application of transportation of property tax to ferryboats, be amended 
as follows: 

“Section 4272 (exemptions from tax on transportation of property) is amended 
by adding at the end thereof the following new subsection : 

“(f) Ferry Service.—The tax imposed by section 4271 shall not apply to 
amounts paid for the transportation of property by a ferry— 

“*(1) having provisions only for vehicles, or only for vehicles and deck 
passengers ; 

“(2) operating on a schedule between two or more points over the most 
direct water route; and 

“(3) offering a public service of a type similar to the type normally fur- 
nished by a bridge or tunnel.” 


Mr. Foranp. We thank you for your contribution. 

Mr. Mason. Mr. Chairman, I think the witness should have im- 
pressed upon him the fact that Mr. Keogh, in a bill last year, in- 
corporated his proposal and saw to it that it was incorporated in your 
overall revision. So the proposition has been considered favorably 
because of Mr, Keogh’s persistence. 

Mr. Keoeu. Mr. Chairman, I appreciate this statement of my dis- 
tinguished colleague very much and I want him to know that I do, 
but I also want the record to note that the real force and motivation 
behind this obviously justified change in the law is the present wit- 
ness, Capt. William McGuire, who in addition to serving as a presi- 
dent of the National Ferryboat Operators Association, is also the very 
capable director of the New York City owned ferries which I daresay 
probably carries a larger number of passengers and freight than any 
other line. 

Mr. McGutre. In the world, sir. 

Mr. Krocu. I would like to ask the captain one question. I do 
not mean for you to answer this now if you want to take time to 
prepare an answer and insert it in this record, but I want it to be in 
the record. 
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Since your suggested amendment to section 4272 is in the pending 
bill, H. R. 12298,1 wonder if you would tell us why you think a further 
amendment to section 4271 is necessary. 

Mr. McGutre. I think I will take your advice, sir, and take a little 
time to study it. 

Mr. Foranp. We thank you, sir. 

Mr. McGurre. Thank you very much. 

Mr. Foranp. The committee stands in recess until 2 o’clock. 

(Whereupon, at 12:10 p. m. the committee was recessed to recon- 
vene at 2 p. m. the same day.) 


AFTER RECESS 


(The hearing resumed at 2 p. m., Hon. Aime J. Forand, chairman 
of the subcommittee, presiding. ) 

Mr. Foranp. The subcommittee will be in order. 

The first witness this afternoon is Mr. Francis J. Barry. Is Mr. 
Barry here? 

We will pass Mr. Barry for the moment. The next witness is Mr. 
Irving Rotkin. 


Will you identify yourself for the purposes of the record, please ? 


STATEMENT OF IRVING ROTKIN, ACTING CHAIRMAN, COMMUNITY 
POOLS OF MONTGOMERY COUNTY, MD. 


Mr. Rorxrn. I am Irving J. Rotkin, acting chairman of the Com- 
munity Pools Association of Montgomery County, Md., and also 
speaking for one pool in Prince Georges County, Md. 

The phenomenal growth of the surburban areas throughout the 
country, as typified here in Washington, for example, in Montgomery 
County and Prince Georges County, is one of the amazing phenomena 
of our times. They have grown like Topsy. No one quite expected the 
growth that has developed. 

In line with this growth has been the raising of problems to the 
various governmental agencies involved, such as roads, safety, police, 
sanitation, water, and the hke. The problem that I am interested in, 
though, is the one to the families, the individual families in the sub- 
urban communities. The problem to them has been that the press 
and priority of problems that are properly governmental in nature 
have prevented the various Government agencies from making ade- 
quate provisions for the necessary recreational facilities both for the 
family as a family unit, as well as the individual young people in 
the community. 

Now, the demonstrated value of swimming has been pretty well es- 
tablished by the fact that in established and existing urban areas, the 
governmental agencies have established pools and are continuing to 
do this, 

As I have pointed out, this has been found to be impossible and im- 
practicable for other reasons in the suburban areas. The pools are 
a healthy thing. They are enthusiastically accepted by both the 
families and the young people involved. They are safe because they 
are supervised, and they form a nucleus around which young people 
can be guided, trained, and moved in constructive ways. 
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The country clubs that exist in and around suburban areas are fine. 
They serve a worthwhile function. Unfortunately, financially they 
are out of reach for the vast majority of people who live in the sub- 
urban areas. 

The families in the suburban areas have recognized the need for 
recreational facilities and I would like to call your attention to the 
fact that in a unique fashion they have not howled or yelled for funds 
either from the county, State, or Federal Government. In a time- 
honored American tradition, they have on their own gotten together 
and formed organizations, managed by themselves in a cooperative 
and democratic manner, and attempted to fill the recreation gap ex- 
isting in the suburbs. 

Mr. Eseruarter. Will you tell us how they are organized? What 
form do they use? 

Mr. Rorkin. The general technique involved is that it requires 
anywhere from 200 to 500 families at a cost of about $150 to $250 
per family, as an initial construction cost, to construct the average 
pool facility. It then costs each family approximately $20 or $30 
a year in maintenance and operating costs to maintain the pool. 

This provides for the various taxes, the salaries for the lifeguards, 
repairs, and things like that. Usually it is started by 1 or 2 indi- 
viduals who spark the thing, as most affairs start in a suburban com- 
munity, and they turn to the local church or the local fraternal order 
or pomeney to a civic association or a PTA as the initial source for 
additional support. 

Then they proceed to incorporate and try to interest as many of 
their neighbors as possible. It has been found, though, that the cost, 
although not exorbitant, is a burden on the average suburban family, 
and when you superimpose a 20-percent tax, which is the one now in 
force, on top of these figures, a significant number of families find it 
impossible or very difficult to take advantage of what the community 
pools have to offer. 

At least that has been the experience here in the Washington sub- 
urban areas, and from what I understand, in Ohio and elsewhere the 
same experience has been found to be true. 

The 5,000 families for whom I can speak, I think, are only typical 
of the many thousands more throughout the country faced with the 
same problem. I think that the 20-percent tax is a burden, both the 
20-percent tax on the initiation fees, which is construction money, as 
well as the 20-percent tax on the annual dues, which is the money used 
to maintain and operate the pool. 

If the tax were eliminated, more families could take advantage of 
these benefits. The existing organizations would be helped in that 
they could possibly extend membership to more people in their par- 
ticular community. 

All that we are asking is the elimination of this 20-percent tax on 
initiation dues and annual dues. We also ask that every effort be made 
to have the effective date of the bill so set as to provide the maximum 
benefit to those organizations that are now in the throes of organiza- 
tion and need every bit of assistance they can get. 

I would like to say just one thing in closing. The unit upon which 
the entire community pool is built is the family. I am not a sociologist 
or psychologist, so I do not speak as a technician, but as a father I know 
that in my own short lifetime the American family has not only been 
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under attack but has been loosening its ties. Anything that can be 
done to make that tie stronger, and to give the family as a family a 
place where it can have recreation together, should be helped. 

In addition to that, the problem of young people in the modern 
suburbs is a critical one in that, particularly in the summer months 
when they are away from school, there is no guidance, and, what is 
more important, there is no way in which they can expend their 
energies, and goodness knows they have them. 

Here in the communities around Washington, and elsewhere in the 
country, an effort has been made to offer a facility that young people 
like. In other words, nothing is being rammed down their throats, 
and they are enthusiastic about swimming pools. Once you get them 
together in a swimming pool, they can accept guidance and again, this 
is the old story of: “An ounce of prevention * * *.” 

If anyone were to consider a possible loss due to the loss of tax 
revenue, I think that the social gain alone offered by community 
swimming pools would more than make up for any tax loss in this 
area. In addition to that, if we consider the savings in police pro- 
tection, actual damages, courts and corrective institutions, I think 
that financially it would not be difficult at all to prove in dollars and 
cents that it is cheaper to help the community pools and to have more 
of them than it is to impose the tax which is a hindrance and a 
burden. They should be relieved of it. 

Mr. Foranp. Does that conclude your statement? 

Mr. Rorsin. Yes, it does. 

Mr. Mason. As a former teacher of 35 years’ experience, and as 
an ardent swimmer myself, swimming 2 and 3 miles every day in 
August, I am strongly in favor of your proposal to repeal this tax. 
The loss in revenue would be minute, practically speaking. 

Mr. Esernarter. Do you know what the loss of revenue would be? 

Mr. Rorkrin. I have been unable to get nationwide figures as to 
what the possible loss might be. I can only speak with some degree 
of authority for my own community in Montgomery County, Md. 

At present, considering the organizations that are in being, the 
loss, if there were no tax on them at all, and mind you, most of them 
have already paid their taxes, but if they were not to have paid 
their taxes, the total loss would have been a lump sum of approxi- 
mately $150,000 maximum. But that is a one-shot proposition on the 
initial construction money. 

The taxes that would then come in annually would be approximately 
10 percent of that, because that represents our conventional turnover 
in membership of about 10 percent every year. 

Mr. Foranp. We thank you for your contribution. 

(Mr. Rotkin’s prepared statement follows :) 

I am Irving J. Rotkin, of 11417 Monterrey Drive, Silver Spring, 
Md., appearing here as acting chairman of the Community Pools 
Association of Montgomery County, Md., as well as for one com- 
munity pool in Prince Georges County, Md. 

The growth of the Washington suburban areas, apparently typical 
of a great many suburban areas throughout the country, has been 
one of the amazing phenomena of our times. For example, in the 
past 6 years Montgomery County has witnessed a 66 percent increase 
In population. 
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The problems created by the surge of population growth are many 
and complex, not only to governmental agencies on all levels, but also 
to each faznily unit constituting the core and basis of our way of life. 
Of particular concern is the imperative need for wholesome recreation 
in which all members of the family can jointly participate. Of equal 
importance is the desperate necessity of providing a healthy and con- 
structive outlet for youthful energies during the summer months 
while away from the guidance and restraints ‘of school (a most im- 
portant factor of the juvenile delinquency problem). 

The existence and continued growth of an extensive system of Gov- 
ernment-owned-and-operated swimming pools in most urban com- 
munities devoid of natural facilities is sufficient proof of the recog- 
nized value of this activity in the area of family and juv enile 
recreation. In suburbs now mushrooming throughout the country, 
particularly in and around Washington, other and more pressing 
problems—such as schools, roads, water, sewerage, police and fire pro- 
tection—have completely preempted the time, energy, and financial 
resources of governmental agncies, thus providing little, if anything, 
in the way of adequate summer recreation facilities. Recognizing 
the realities of the situation, groups of citizens have banded together 
and attempted to work out the problem by means of community non- 
profit pools. 

Generally, groups of some 200 to 500 families contributing between 
$150 to $2! 50, per family are needed to make possible the pure chase of a 
pool site and the construction of pool facilities. Subsequent annual 
maintenance costs are approximately $20 to $30 per family. 

The experience of the past 3 years in the Washington area has 
clearly demonstrated that these costs, with the tax superimposed on 
them, are a significant burden on the budgets of the families concerned. 
The families forming the membership of local community pools are 
drawn from the ranks of Government workers, and equivalent. levels 
of private employment—what has loosely been termed the lower mid- 
dle income group. Nevertheless, the burden is being shouldered by 
families organized into more than 14 groups in Montgomery County 
alone. 

Considering the objectives and limited financial resources of these 
voluntary community groups the additional burden of a 20 percent 
tax, as now imposed, is believed to be not only harsh and punitive in 
nature but also an unnecessary roadblock in the path of a desirable 
community activity. 

This appeal is not to be misunderstood as pertaining in any way to 
the conventional type of country club with its attendant multiple 
facilities for dining, dancing, drinking and hunting or golf as well 
as swimming. The 5.000 families in whose behalf T speak can only 
hope for vicarious enjoyment of country club luxuries in either the 
movies or the Sunday supplement. Financially, such pleasures are 
just out of the question. The community pool facilities are pared 
down to come Within the grasp of a much larger segment of the subur- 
han citizenry. Thus the most that community pools can boast of other 
then swimming facilities is an occasional tennis, badminton, or hand- 
ball court and “possibly a general-purpose room that may lend itself 
{o an occasional social or meeting. 

Here is one of the all too rare instances where a group of citizens, 
having recognized a community need did not raise a clamor for State 
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or Federal funds. On the contrary, they have and will continue to 
employ self-help in a truly democratic fashion. Speaking for such 
groups from Montgomery Comets I don’t feel we are asking too much 
when we urge you to amend the Federal excise tax laws so as to make 
possible our continued growth as well as enable others to work out 
a similar solution to the problem. 

Specifically, we ask: first, that section 132 (b) of H. R. 12298 and 
related seetions be favorably received by you and speedily enacted 
into law; and second, that these particular provisions be made retro- 
active for the maximum length of time. This would not only afford 
necessary and desirable encouragement to new community pool groups, 
but also assist several groups already formed but badly in need of 
this measure of help to successfully cope with the financial problem 
membership imposes on many families. Furthermore, a 20 percent 
decrease in cost would make it possible for even more families to join 
and participate. 

In conclusion, I would like to call to your attention the fact that 
this tax serves to impede and hamper a socially desirable activity of 
immeasurable benefit to families of moderate means. Any loss in tax 
revenues resulting from the elimination of the 20-percent tax on initi- 
ation fees and annual dues would be more than offset by the benefits 
derived not only by the individual families participating but the com- 
munity as a whole. Any reduction in juvenile delinquency can be 
measured in dollars and cents saved in the courts, police activity, as 
well as correctional institutions. But, even more basic, is the benefit 
to the community flowing from a strengthening of the basic family 
unit. 

Mr. Foranp. The next witness is Mr. Edward Oppenheim. Will! 
you come forward, please, and identify yourself for the record ? 


STATEMENT OF EDWARD E. OPPENHEIM, VICE PRESIDENT, OAK- 
VIEW RECREATION CORP., SILVER SPRING, MD. 


Mr. Oprennerm. My name is Edward Oppenheim, and I represent 
the Oakview Recreation Corp., a swimming pool association incor- 
porated in the State of Maryland. 

Mr. Foranp. Do you have a statement ? 

Mr. Orrenuer. ‘I do not intend to repeat anything that Mr. Rotkin 
has already said to this committee. I endorse everything that he has 
said. However, I wish to emphasize one particular point that he 
touched on only briefly in his statement. 

This deals with the effective date of any excise tax revision with 
respect to community swimming pools. During the past year there 
has been ‘a mushrooming growth of these community swimming pool 
ventures. The bulk of the membership, at least in the Montgomery 
County community from which I come, is from lower middle-income 
groups. Many of these community projects were started on a shoe- 
string, and are today existing on a shoestring budget. 

The 20-percent tax in many cases means the difference between finan- 
cial suecess which is just breaking even, in this sort of a venture, and 
a long, hard row, and perhaps disaster in other cases. 

Many of us who began with this sort of project a year ago looked in 
anticipation to this committee for some help, and we had some indi- 
cation of it in the bill introduced last March by Mr. Rhodes, in which 
the effective date of January 1, 1956, was given. 

85776—57—_—-36 
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We note that the present bill specifies that the excise will be pro- 
posed to be revoked for construction after enactment of the law. We 
ask that very serious consideration be given by the committee to the 
interposition of an effective date as proposed by Mr. Rhodes’ original 
bill, which would be January 1, 1956. 


‘Fhese swimming pools who are struggling for their existence today 
really have only one shot at this thing. By and large, any measures 
taken by this committee with respect to the excise tax would be very 
helpful to future pools and hardly any help at all to existing pools 
because on the annual dues setup there is already in the law a $10 
exemption per member, and my own pool, for example, lives within 
that $10 exemption, getting no more than $10 per member for annual 
maintenance. 

So it would be little or no help to us unless there were an effective 
date that would pull us out of the deep red and put us into the black. 
This is true of many of the pools that today exist and began during 
the last year, when the mushroom growth of these pools really started. 

That is all I have to say. 

Mr. Foranp. You understand, of course, that making excise taxes 
retroactive is a very difficult thing. For that reason, I believe that 
the effective date of the bill may be the best approach to it, because if 
you don’t have a law you don’t have a date. If you have a date with- 
out a law, you are not any place, and insofar as making it retroactive, 
that would mean the filing of refunds by everybody all along the line, 
and I doubt very much if the full Committee on Ways and Means of 
the House or the Senate committee would look favorably upon that. 

I do not want to dash your hopes, but I do not want to raise them, 
either. 

Mr. Oprennerm. I merely wanted to present the picture to the 
committee. 


(The following letter was later received from Mr. Oppenheim :) 


OAKVIEW RECREATION CorpP., 


Silver Spring, Md., December 21, 1956. 
Hon. AImME J. FoRAND, 


Chairman, Subcommittee on Excise Tazes, 
Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear Mr. Foranp: The Oakview Recreation Corp., a community swimming 
pool, speaking for itself and two similar organizations in the Washington area, 
asks your support in obtaining an equitable effective date in the proposed repeal 
of a swimming pool excise tax. 

Money collected for construction of these nonprofit community pools is pres- 
ently subject to a 20 percent excise tax under section 4241 of the Internal Revenue 
Code of 1954. Section 132 of H. R. 12298, 84th Congress, 2d session, would 
repeal this tax. It is our impression that a subcommittee of the House Ways 
and Means Committee, which recently held hearings on the bill, favors repeal. 

There is no question that community swimming pools have been a wholesome 
addition to the American scene. 

They represent a healthy “do it yourself” tendency of families getting together 
with neighbors to get things done—without looking to the Government for help. 

They provide the kind of recreation that ties families together; that creates 
a spirit of togetherness, the heart of our way of life. 

They tend to curb the gnawing problem of juvenile delinquency. 

And so repeal of the excise tax on community swimming pools would help to 
encourage and nurture this youngest of American institutions, an institution 
that already has proved its worth. 

Yet the selection of an effective date for this tax relief is the key to whether 


mig of the excise tax would help existing community pools—or not help them 
at all. 
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It must be remembered that these pools have been financed by subscription 
from lower middle-income families who no doubt experienced quite a bit of 
difficulty raising the $150 to $250 needed as their share of the cost of construction. 

It should be remembered, too, that the mushroom growth of community pools 
during the past year was conditioned in part by the expectancy that Congress 
would grant tax relief. There was every reason for this expectancy, for H. R. 
10113, 84th Congress, 2d session, introduced last March, contained an effective 
tax repeal date of January 1, 1956. 

However, the content of H. R. 10113 has since been incorporated in H. R. 
12298—and a new effective date has been established as a date following 
enactment. 

Finally, it must be remembered that this new effective date would not benefit 
in the least the many community pools constructed this past year. Instead, it 
would place many pools in the position of reassessing their members in order 
to gain a sound financial basis of operation. For some of these pools had been 
counting on tax relief in estimating their costs. 

The primary objection to January 1, 1956, as an effective date, seems to be 
the administrative difficulty in processing excise tax refunds. Generally, this 


would be a valid objection, for how could persons entitled to a tax refund be 
located and identified? 


But this is not the case with community swimming pools. 

Peols built during the past year are easily identified. Also, these pools do 
maintain accurate membership lists, so that persons who have paid the tax are 
readily identifiable. Further, refunds could be made with no administrative 
difficulty at all to the swimming pool associations rather than individual mem- 
bers—provided the pools obtained releases from all their members, permitting 
this money to be used for the general benefit of all members. 

We are enclosing precise language which we feel would do justice to existing 


community swimming pools, without imposing administrative difficulties on the 
Treasury Department. 


Sincerely yours, 
Epwarp E. OprpENHEIM, General Counsel. 

Present wording of section 132 (d) (2) of H. R. 12298, 84th Congress, 2d 
session : 

“(2) Subsection (b) of section 4243 of the Internal Revenue Code of 1954, as 
added by subsection (b) of this section, shall apply only with respect to assess- 
ments paid for construction or reconstruction begun on or after the effective date 
specified in section 1 (c) of this Act. Subsection (c) of such section 4243, as 
added by subsection (b) of this section, shall apply only with respect to amounts 
paid on or after such effective date.” 


Recommended wording of section 132 (d) (2) of H. R. 12298, 84th Congress, 
2d session : 


“(2) Subsection (b) of section 4243 of the Internal Revenue Code of 1954, as 
added by subsection (b) of this section, shall apply only with respect to assess- 
ments paid for construction or reconstruction begun on or after January 1, 1956. 
Subsection (c) of such section 4243, as added by subsection (b) of this section, 


shall apply only with respect to amounts paid on or after the effective date 
specified in section 1 (c) of this Act.” 


Mr. Foranp. The next witness is Mr. Arnold. 


Wil you give your name and the capacity in which you appear, for 
the record ? 


STATEMENT OF GRANT ARNOLD, PRESIDENT, NATIONAL INDUS- 
TRIAL TRAFFIC LEAGUE, PHILADELPHIA, PA. 


Mr. Arnotp. My name is Grant Arnold, president of the National 


Industrial Traffic League. In business, I am general traffic manager 
of E. J. Lavino & Co., of ore Pa. 


_ Taxes on transportation has been considered by the membership 
since 1941, The league’s present position on taxes on transportation, 
namely, that they should be repealed in their entirety, is contained or 
reflected in our statement which is given here. ’ 
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The National Industrial Traffic League is a national organization of 
firms and corporations actually engaged in the shipment and receipt of 
commodities; the membership also includes chambers of commerce, 
boards of trade, and commercial, trade, and traffic organizations deal- 
ing with traffic and transportation matters generally. 

The membership of the league is drawn from the entire United 
States and from practically every line of industry. The members use 
all forms of transportation—rail, highway, water, air, pipeline, and 
freight forwarder. The league is primarily interested in the develop- 
ment and maintenance of an adequate and efficient national transporta- 
tion system, privately owned and operated, and in the free and un- 
restricted flow of commerce. 

The league joins other organizations now appearing before your 
committee in urging the early repeal of the excise taxes on transporta- 
tion, both of persons and of property, in their entirety. The subject 
matter of excise taxes on transportation has been considered by league 
membership at its annual meetings'since at least 1941. 

In 1945 the membership went on record as urging the repeal of the 
transportation tax on property, and in 1946 that action was extended 
to the transportation of passengers, also. Such action has been re- 
affirmed in subsequent years and is the present position of the league. 

That position has repeatedly been placed before committees of Con- 
gress who have considered the subject and we reiterate it here. Briefly 
stated, the tax on the transportation of property is objectionable 
because : 

1. It isa tax which is compounded with its reassessment on repeated 
movements of the same property or the products of such property. 
In each of such movements the transportation acts as an slant of 
cost which ultimately is passed on to the consuming public in an 
amount greater than that of the tax itself. 

2. The tax on the transportation of property is a tax on a necessity, 
not on a luxury. Transportation service and the flow of commerce 
which it represents are indispensable in the life of the Nation, Only 
under emergency conditions should they be made the vehicle for tax 
assessment. 

3. The amount of the tax is measured by the amount of the trans- 
portation charge rather than by the value or the character of the 
commodity transported. The spread in the amount of tax assessment 
varies greatly with the length of haul and increases as the length of 
the haul increases. 

This results in an additional cost burden on the long-haul shipper 
or receiver, decreasing his ability to compete in common markets, per- 
haps being the determining factor in the ability to compete at all. 
This spread in the amount of ‘transportation tax, as well as in the 
transportation charge itself, can be a determining element in the relo- 
cation of business enterprises. 

4. The tax applies only on charges paid to for-hire transportation 
companies and not upon the cost.of private—not for hire—transporta- 
tion. It is an element, therefore, in determining the method by which 
transportation serviees are performed ; this to the possible competitive 
disadvantage of transportation agencies in the for-hire field, whether 
air, water, highway, or rail. 

5. The measure of the tax on the transportation of property is an 
element in determining the rate levels of for-hire transportation sys- 
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‘ems. In recent years and currently such systems have needed and 
have sought substantial general increases in their levels of charges, 
with resulting question as to the ability of some traffics to pay those 
increased levels. The transportation tax, in effect, has increased the 
level of for-hire carrier charges by its own amount. 

The tax on the transportation of passengers was enacted under war- 
time emergency conditions, not for revenue purposes, but to discour- 
age the use of passenger transportation facilities for civilian travel 
and to lessen the burden on an already overburdened group of trans- 
portation agencies. 

Those conditions have long since passed. The tax structure should 
today, if possible, stimulate passenger travel rather than discourage 
it. In so doing, not only would the welfare of the for-hire transporta- 
tion agencies be furthered, but the passenger deficit of those agencies 
would be lessened to the benefit of the users of property transportation 
who now carry that deficit. 

The league reiterates its position and urges careful consideration of 
the subject matter by the Sache to the end that these excise taxes 
on transportation charges be removed in their entirety. 

Mr. Foranp. We thank you very much. 

Are there any questions? 

Mr. Esernarrer. We understand the problem very thoroughly from 
this morning’s testimony, Mr. Arnold. 

Mr. Arnonp. Thank you. 


STATEMENT OF N. S. WORRELL, VICE PRESIDENT IN CHARGE OF 
TRAFFIC OF THE AMERICAN ZINC, LEAD & SMELTING CO., 
ST. LOUIS, MO. 


Mr. Worrert. My name is N. S. Worrell, vice president in charge 
of traffic of the American Zine, Lead & Smelting Co., St. Louis, Mo. I 
uppear here no behalf of the American Zine Institute, of which my 
company and virtually all smelters of slabs, pig lead, and miners of 
the ores that result in those two metals are members. 

I have been actively engaged in sales and traffic responsibilities for 
more than 30 years. I am a member of the general traffic committee 
of the American Zinc Institute with offices at New York, N. Y., in 
whose behalf I have the honor of appearing today. 

The American Zinc Institute includes in its membership virtually 
all of the producers of metallic zinc and lead, also zine and lead 
pigments, as well as byproducts that are normally associated with 
such manufactures. Also included in the membership of the institute 
is the vast majority of the mining companies who are suppliers of the 
ores and concentrates of zinc, lead, and copper which are transported 
to the smelters and refineries of these three metals. 

This transportation represents many millions of tons of freight 
which are principally moved by common carriers and the transpor- 
tation charges thereon are, therefore, subject to the Federal excise tax 
of 3 percent. 

In addition, the membership of the institute, because of the travel 
requirements of modern industry, likewise have a real concern with 
the 10-percent tax on passenger transportation. 
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The institute is of the firm opinion that the tax on transportation, 
both as to freight and passengers, should be repealed for the following 
reasons: 

1. It isdiscriminatory. 
(a) Between carriers engaged for hire and those for pri- 
vate carriage. 
(6) Between shippers within the United States. 
(c) Between shippers in the United States and those in 
foreign countries. 
2. Itisof a pyramiding nature. 
3. It has outlived its usefulness. 

In the following testimony, there will appear several examples that 
have been cited for the purpose of illustration. Such citations and 
references embrace actual situations that concern the company I repre- 
sent and are used because of my familiarity with transactions within 
the scope of the operations of the American Zinc, Lead & Smelting Co. 
However, I assure you that such examples are typical of other pro 
ducers of slab zinc. Itis my further understanding that the same facts 
and circumstances prevail within the lead industry. 


DISCRIMINATION 


Between carriers engaged for hire and private carriage 

The discrimination in favor of private carriage arises from the 
fact that it is possible to avoid and escape the tax entirely by perform- 
ing your own transportation service. 

Ordinarily, the shipper who is able to engage in private carriage 
is one whose operations are favorably located geographically so that 
it is possible to have a continuity of loaded movements which produces 
the lowest possible operating costs. 

Such a shipper is usually a large corporation which has the required 
capital for the comparatively large expenditures that are necessary in 
private carriage. This is in direct contrast to the small shipper 
usually of a local nature and with but one or a few plants who thus 
ordinarily is operating on a limited capital. 

Between shippers within the United States 


The tax is inequitably assessed as between shippers or receivers be- 
cause of differences in the freight rates. The manufacturer located 
closer to his raw material or nearer to the consuming area pays a 
lesser tax than his competitor not so favorably located. — 

For example, on the movement of 100 tons of zinc concentrates from 
our operation at Potosi, Wis., to our smelter at East St. Louis, Tl., and 
the shipment of the resultant 50 tons of slab zinc from East St. Louis 
to Detroit, Mich., our freight transportation tax is $30.17. 

This is based on the present freight rates of $5.55 per ton of 2,240 
pounds on the concentrates from Potosi to East St. Louis and 51 cents 
per 100 pounds on the metal from East St. Louis to Detroit. The 
same zinc concentrates shipped to the smelter at La Salle, Ill., on the 
current freight rate of $3.16 per ton of 2,000 pounds and the equivalent 
production of slab zinc shipped from La Salle to Detroit at the present 


freight rate of 43 cents per hundredweight would pay freight tax of 
$22.38. 
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Thus, the La Salle, I11., smelter not only has the advantage of favor- 
able freight rates, but its advantage is compounded by lower Federal 
taxes. The discrimination in tax is more pronounced from the smelt- 
ing origins in the West. On the same basis as in the previous example, 
zinc concentrates originating at Peru Hill, N. Mex., smelted at our 
Machovec, Tex., plant with reshipment of the metal to Detroit results 
in a total tax payment of $50.93. 

Similarly, concentrates originating at our mine in Metaline Falls, 
Wash., smelted at Anaconda, Mont., with resultant metal shipped to 
Detroit at the present freight rates, incurs a total freight tax payment 
of $50.72. 

The effect of this discrimination has grown and will continue to grow 
each time the freight rates are increased. Freight rates have more than 
doubled since the enactment of the present 3-percent tax on freight 
transportation. 

During the year 1955 our sales of slab zinc amounted to 205,400 
tons, of which 141,231 tons constituted our own production. Based on 
present freight rates, the total freight costs for the 141,231 tons of 
our own production was $2,161,765. The freight tax of $64,854 
amounts to 45.95 cents per ton. 

The weighted average freight rate is $15.31 per ton. This compares 
with a base freight rate on ‘June 30, 1946, of $7.53 per ton, which was 
increased 2214 percent, 25 percent, 9 percent, 15 percent, and 6 percent 
under the successive revenue increases awarded to the rail carriers by 
the Interstate Commerce Commission. 

The 3-percent tax applied to the average rate of $7.53 in 1946 was 
an amount of 22.59 cents per ton. Our present tax of 45.93 cents per 
ton is an increase of 103.3 percent over the amount of tax per ton in 
1946 by reason of increases in freight rates. 


Between shippers in the United States and those in foreign countries 

As reported by the Bureau of Mines, the total United States domes- 
tic consumption of slab zine for the year of 1955 was 1,078,968 tons. 
During this same year, as reported by the United States Department 
of Commerce, total slab zinc imported by the United States amounted 
to 195,695 tons. This total was divided as follows: from Canada, 
113,401 tons; from Mexico, 19,480 tons; and from offshore origins, 
62,814 tons. 

Slab zine imported from Canada was 44.1 percent of the total Cana- 
dian production and from Mexico, 31.5 percent of the total production 
of that country. 

The foreign exporter, by prepaying transportation charges to the 
United States receiver, avoids payment of freight tax. The United 
States mines and smelters must pay this tax on the same commodity 
originating in the United States delivered at the same price to the 
same customer. The transportation tax is a severe penalty on the 
domestic operation. 

The measure of this penalty is demonstrated in the following exam- 
ple. During the year 1955, the zinc concentrates produced at our ore- 
separation mill at Metaline Falls, Wash., were shipped to the zine 
smelter at Anaconda, Mont. Based on the present freight rate of 
$5.61 per ton, we paid freight tax amounting to 16.8 cents per ton. 

A weighted average of our outbound slab zinc from Montana to 
United States destinations during 1955 produces a freight rate of 
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$22.76 per ton at the present level of rates. We pay 68.5 cents addi- 
tional tax on the slab zinc. On 2 tons of concentrates to the smelter 
and 1 ton of slab zine delivered to the customer, our total freight-tax 
cost is $1.02 per ton. 

We are in direct competition with a Canadian producer who oper- 
ates a smelter at Tadanac, British Columbia, 7 miles north of the 
international boundary, and but a few miles removed from our 
Metaline Falls mills. This Canadian producer secures its ore from 
the nearby captive mine at Kimberly, British Columbia. This trans- 
portation is within Canada and is not subject to tax. 

Their shipment: of slab zinc from Thudaned to United States mar- 
kets are prepaid and, as such, not subject to transportation tax. In 
the recent decision of the Interstate Commerce Commission decided 
October 26, 1956, entitled “Consolidated Mining and Smelting Co. of 
Canada, Ltd., versus NYC Railroad et al., ICC Docket No. 31629,” 
it was ordered that the same freight rates now applying from the 
far-western United States smelters are justified from the Tadanac, 
British Columbia, smelter. 

The penalty of $1.02 per ton on the United States producer may 
seem small. It is a large penalty on the small production of the 
Metaline Falls operation. The zine concentrates shipped from the 
operation at Metaline Falls represents but a small fraction of the 
total shipped to our smelters in 1955. 

The example cited is not an isolated case, but is typical of the effect 
of the transportation tax on our domestic mining and smelting 
industry. 

The price on slab zine, like lead, has not kept pace with the increased 
price of other metals during the inflationary period since World War 
If. This is principally because the domestic price is controlled by 
the world price quoted on the London market. 

Using 1947-49 index as 100, the average price index on metal prod- 
ucts stands at 145, whereas the zinc price index stands at 112. The 
index of copper price is 172, aluminum 170, and steel products 153. 
The increased price of zinc above the base is lower than any other 
material except pig lead. 

PYRAMIDING 


The freight tax pyramids as it is applied to the continuing trans- 
portation between the first processing of the raw material and the 
tinal shipment of one or more finished products which are derived 
from intermediate and final manufacturing. 

In the case of zinc ores the initial movements of the ore, containing 
from 2 to 5 percent of metallic zine, are usually made for relatively 
short distances from the mines to the nearest concentrating or ore 
separation mill. The waste rock derived in this separation is shipped 
for use as road aggregates, agricultural limestone, and railroad ballast. 

The resultant zine concentrates which average a little less than 60 
percent of metallic zinc content and approximately 30 percent of 
recoverable sulfur are then transported for relatively long distances 
from the mill to the smelter where reduction fuel in the form of gas 
or coal or electric power is available. At the smelter an average of 
about 85 percent of the metallic content of the concentrate is recovered 
in the form of slab zine. 
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Therefore, it may be calculated that it requires approximately 2 
tons of concentrates to produce 1 ton of slab zinc. Residues of the 
smelters, derived from the zinc concentrates, are transported, usually 
for long distances, to treating plants equipped for the recovery of the 
zinc and other values remaining after smelting. 

Zinc recovered from the residue is returned in the form of zinc 
baghouse fume or zinc flue dust, usually consisting of less than 70 
percent metallic content and is reshipped to a zinc smelter, the sulfur 
content of the concentrates is usually converted to sulfuric acid and 
reshipped as such most frequently to fertilizer manufacturers who 
again reship in the form of fertilizer. 

“The slab zine produced at the smelter is shipped to manufacturers 
as a raw material principally for use in steel galvanizing, zine die 

castings, alloying into brass and brass products, zinc rolling mills and, 
as such, require one or more additional hauls before reaching the end 
consumer. 

In fact, because of these several collateral movements of materials 
that are involved in its processing, slab zinc bears higher transporta- 
tion charges, including transportation tax, than most other metals. 


IT HAS OUTLIVED ITS USEFULNESS 


The Federal transportation excise taxes on passenger fares and on 
freight charges of public or common carriers were imposed during 
World War II as war measures. In fact, the avowed purpose of the 
tax on passenger fares was to “keep ’em off the trains,” or, in other 
words, to discourage travel by train, airplane, and intercity bus. 

In direct contrast, these transportation agencies since the termina- 
tion of the war have had more than ample facilities for the trav eling 
public—even to the extent of surpluses which, in turn, have necessi- 
tated abandonments of a large part of such facilities—and this prom- 
ises to continue without abatement with resultant losses of passenger 
revenue. 

The result of such circumstances is that the lost revenue must. be 
recouped by the Nation’s railroads through the medium of higher 
freight rates, or in other words, an assessment upon industry that is 
obviously inequitable. 

The application of the tax on freight charges is also outdated. Pro- 
ponents of the tax lay considerable stress on the sizable sum of money 
that is realized by the Federal Treasury, which for the record is here 
shown since its inception : 


Freight | Passenger re Freight Passenger 
tax tax tax tax 


$87, 132, 000 eres. 2 _.| $321, 193, 000 $228, 738, 000 
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1946. _- : _...| 220,12 
1947__. ; a8 Tol 244, 003,000 || 1954..__......___.__._] 448,000,000 | 246, 200, 000 
1948 __ _...-.| 817,208,000 | 246, 323, 000 5 426, 000, 000 7, 201, OO 
1949. ‘ ----| 337,030,000 | 251, 389, 000 


556, 000 

5, 458, 000 

1, O88, 000 234, 152, 000 DOR onan .---.---| 388, 589, 000 175, 174, 000 
1, 000 
000 | 


226, 750, 000 953... 419, 51%, 000 287, 405, 000 


Source: Annual report of the Secretary of the Treasury for the fiscal year ended June 30, 1956. 


From the surface indication, these collections are indeed a tidy 
sum, However, the fact of the matter is that under the provisions 
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of the Internal Revenue Act, industry is permitted to write off more 
than 50 percent of the sums paid out as cost of doing business. 


CONCLUSION 


It is the sincere belief of the interests I represent that the repeal of 
the tax on freight charges and passenger fares will be of infinite 
benefit to the transportation agencies that engage in public carriage 
of passengers and freight, ont also to the users of transportation 
and will thus contribute to the economic welfare of the Nation, par- 
ticularly by strengthening the essential metal mining industry, without 
any serious impairment to the revenue of the Federal Treasury. 

That, gentlemen, is our story as briefly as I can give it to you, and 
we do appreciate the privilege of appearing before you. It is the 
first time that we of the industry have made these representations. 
but they have become so serious that we highly recommend that you 
give due consideration to this appeal of ours and of those preceding 
people who have spoken to you about this transportation tax. 

Now, I have one thing more, gentlemen. I have been asked by the 
Metropolitan Chamber of Commerce of St. Louis to put in the record 
with your permission a statement. It is a very brief statement, sir. 

Mr. Foranp. Without rat boa that may be done. 


(The St. Louis Metropolitan Chamber of Commerce statement is 
as follows :) 


NovemBer 30, 1956. 
Re 3 percent Federal excise tax on transportation of property. 


Mr. Leo H. Irwin, 
Clerk of the Committee on Ways and Means, 
House Office Building, Washington, D. C.: 


The Chamber of Commerce of Metropolitan St. Louis is a nonprofit corpora- 
tion existing under the laws of the State of Missouri. It is a trade organization 
with a membership of 3,500 of the principal commercial, industrial, manufactur- 
ing, and professional firms and individuals in the St. Louis area. It is designed 
to promote and protect the business interests of the St. Louis market. 

St. Louis is a tremendously important surface transportation center and is 
recognized as the second largest rail terminal, with 18 trunkline railroads 
providing service to all parts of our country. It is also recognized as the second 
largest truck center with over 300 common and contract motor carriers of 
property serving it. It is the hub of the inland waterways system and ranks 
No. 1 as a strictly inland waterway port on the Mississippi and Missouri Rivers. 
Eleven common carrier barge lines serve St. Louis ports. 

A policy that is detrimental to St. Louis transportation hurts the overall 
economy. We view the 3-percent Federal transportation tax as such a measure. 
The transportation tax on property is unsound because an excise tax is intended 
to be placed on luxuries—transportation in every way is a necessity, not a 
luxury. Furthermore, the transportation tax on property is paid on every phase 
of the for-hire carrier operation resulting in it being compounded many times. 
The common carrier transportation agencies should not be handicapped in their 
effort to compete with private transportation. We firmly believe in the right 
of a business to operate its own trucks in the ordinary course of its business. 
We also strongly believe that the common carriers should not be penalized by 
paying a 3 percent tax on their charges to the shipping public. 

Yours very truly, 
W. J. Epmonps, 
Chairman, Traffic Board, 
Chamber of Commerce of Metropolitan St. Louis. 


Mr. Worretu. I also have a statement from the American Mining 
Congress, of which we, of our industry, are members, as are coal com- 
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panies. They likewise have asked me to introduce this statement to 
you, another brief statement. 


Mr. Foranv. Without objection, it may be included. © 
(The statement of the American Mining Congress is as follows:) 


AMERICAN MINING CONGRESS, 
Washington, D. C., December 4, 1956. 
Re Tax on transportation of property 
Hon. AIME J, FoRAND, 
Chairman of Subcommittee on Excise Taves, 
House Committee on Ways and Means. 

Dear Sir: We submit herewith statement on behalf of the mining industry 

recommending repeal of the excise tax on transportation of property, with 


request that it may receive the consideration of yourself and your subcommittee 
in connection with your present hearings. 

Because we understand that this matter will be presented more at length by 
testimony of witnesses before your committee and to accord with the release 
of August 9, 1956, this statement is submitted in lieu of personal appearance, 


with the request that it be filed as a part of these hearings and receive your 
consideration. 


Respectfully submitted. 
JULIAN D. CoNOvER, 
Eavecutive Vice President. 


TAX ON TRANSPORTATION OF PROPERTY 


The excise tax on freight which was adopted as a war revenue measure in 
World War II should be promptly repealed. It is a particularly burdensome 
tax on the mining industry. It was never intended as a permanent part of our 
tax system. It has too many inequitable features. 

While the tax applies only to transportation by persons engaged in transporting 
property for hire, it is not confined solely to common carriers or those regularly 
engaged in transportation as a business. Certain exemptions as to transporta- 
tion of waste, rock, or other materials have been written into the law or are 
given by interpretation. Nevertheless, the tax may be applied under certain 
conditions to transportation which is nothing more than the disposal of waste 
materials which are of no value. It is not even necessary that transportation 
be over public roads, but a contractor or other person moving material over a 
mining company’s own roads, or otherwise on private property may be subject 
to the tax. The tax has been held applicable not merely to actual transportation 
but also to what may be referred to as accessorial services such as loading and 
unloading or other services or facilities. 


It is, therefore, urgently recommended that this entire excise tax on trans- 
portation be promptly repealed. 

Mr. Worrety. Thank you. 

Mr. Foranp. Are there any questions ? 

Mr. Mason. The Missouri zine ore comes to La Salle, Ill., my home 
community, and there it meets up with our Illinois coal and it is 
changed into all of these various forms of refined products, zine slab, 
and so forth. 

I have been in contact with that for 60 years. My brothers have 
worked in the Illinois zine plant and the company there, so I know at 
firsthand something about the story of zinc. Iam in full accord with 
the presentation of the representative of the zinc company who has 
just appeared before us. 

Mr. Foranp. Are there any other questions ? 

Mr. Karsten. I am sorry I wasn’t here at the outset of Mr. Wor- 
rell’s testimony. He comes from my home city of St. Louis. I have, 
however, read his statement and I would like very much to compli- 
ment him upon his fine presentation. 

I do have one question, Mr. Worrell. Do you use barge transporta- 
tion very much. 
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Mr. Worre.t. In our own use, we are in the early stages of it. To 
the degree we are using the Mississippi River and the intercoastal 
canal in the handling of sulfur from Galveston to our smelter at 
East St. Louis, we are also employing the river in the handling of 
slab zine from Memphis to one point on the Mississippi River. 

That is the first step of possibly others that we may have to resort 
to. I would like to thank you, Mr. Karsten, for asking that question, 
because again, on the intercoastal waterways and the rivers, we have 
this specter of private carriage to contend with. 

The ownership, gentlemen, and the leasing of private barges is 
an important thing. There again it avoids the assessment of trans- 
portation tax. It is a frightful specter indeed for those certificated 
carriers or, as we might call them, common carriers of transportation. 
It is a frightful specter, indeed, and we also are frightened at the 
specter. 

We of our industry, as we are producers of base metals, with land- 
locked operations, with our mines and our smelters, we are then 
dependent in the main upon the rail carriers for transporting our 
rock and refined products. 

Mr. Foranp. We think you for your contribution. 

The next witness is Mr. Gordon Locke. 


STATEMENT OF GORDON C. LOCKE, GENERAL COUNSEL, 
COMMITTEE FOR OIL PIPELINES 


Mr. Locke. My name is Gordon C. Locke. I am general counsel 
for the Committee for Oil Pipelines, and I have submitted a statement 


for the record already. For the most part, I would like to rely upon 
that statement as expressing our case in this particular matter. 

Mr. Foranp. Your statement will appear in the record as 
presented. 

Mr. Locke. I am not going to take = time even to summarize 


the entire statement because the origina 
a summary of our position. 

First of all, I would like to say that the oil pipeline industry fully 
supports the position in the testimony given by Mr. Ward today in 
representation of the National Conference for the Repeal of Taxes. 
There are only a couple of points which my industry has asked me 
to stress by way of oral statement today. 

No. 1 is that for the most part, practically all of the interstate oil 
pipeline systems are common carriers and have been regulated as 
common carriers by the Interstate Commerce Commission since 1906. 
In other words, it is the second oldest regulated carrier in the Nation. 
It is highly regulated as to rates and service. 

T wanted to bring that out because the pipelines operate quietly 
underground and a good many times we lose sight of the fact that 
they are common carriers and are regulated. 

The other point which the industry has asked me to emphasize at 
this particular time has to do with the nature of the tax on the move- 
ment of crude oil and petroleum products for pipelines. The tax 
is at the rate of 414 percent, whereas, the general tax rate is 3 percent. 

The industry feels that that is considerable discrimination having 
to do with the particular form of carriers. 


statement is really and truly 
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I might say at the outset that if all of the transportation excise 
taxes are repealed, that would be the ideal situation. That would put 
all carriers on an equal footing and everybody would be treated the 
same way. 

However, if at the final outcome of these hearings, an activity should 
result in anything less than a full repeal of all transportation taxes, 
we submit that in all fairness and equity, the percentage rate of the 
pipeline tax should be graded downward to the same level that will 
pertain to all other forms of for-hire transportation. 

We feel that there is no justification for the contiuance of the steep 
50 percent differential between the pipeline rate on transportation of 
oil and products over the transportation of the same commodities by 
other forms of transportation. 

That concludes whet I would like to say today, and for the rest of 
the case we will rely on the written report filed with the committee. 

Mr. Foranp. Thank you very much. 

Mr. Jenkins. What proportion of the oil produced in this country, 
as a rough estimate, finds its way to a market through these pipelines? 

Mr. Locke. I would like to answer it this way, if I may,sir. In the 
movement of crude oil from the oilfields to the refineries, approxi- 
mately 76 percent moves by pipeline. Of the refined products—that 
is, the light products—that move from the refineries to points of local 
distribution, the figure is about 3714 percent. That is about as close 
as I can come to it. 

Mr. Foranp. We thank you for your contribution. 

(Mr. Locke’s prepared statement follows :) 


STATEMENT OF Gorpon C. Lockr, GENERAL CouNSEL, COMMITTEE FOR 
Om Prreeittnes, ConcerntnG Excise Taxes on TRANSPORTATION 


My name is Gordon C. Locke. Iam employed as general counsel by 
the Committee for Oil Pipelines. The committee is composed of 73 
separate oil pipeline companies of which 65 are interstate common 
carriers and regulated by the Interstate Commerce Commission. 

I am a member of the executive committee of the National Confer- 
ence for Repeal of Taxes on Transportation. The Committee for Oil 
Pipelines endorses the objectives of the national conference, that is, 
to take proper steps to help bring about a repeal of the transportation 
excise taxes. 

Accordingly, the Committee for Oil Pipelines and I fully endorse 
the testimony of Donald G. Ward, chairman of the national confer- 
ence. For the purpose of the record, it can be said that we fullv sup- 
port and adopt (the same as if a part of this statement) Mr. Ward’s 
reasons as to why the transportation taxes should be repealed. For 
that reason, I do not think it necessary to repeat herein all the things 
Mr. Ward testified to, point by point. 

However, it is apparent that in his capacity Mr. Ward could not give 
detailed treatment to each type or mode of transport. For that reason, 
I appreciate the opportunity to briefly mention some of the specifics 
which pertain to the tax on the transportation of crude oil and petro- 
leum products by pipeline. 
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THE OIL PIPELINE INDUSTRY 


The oil pipeline industry is composed of two main categories which 
are: (1) Crude lines made up of trunk and gathering lines which move 
crude oil from producing fields to refineries, and (2) petroleum prod- 
ucts lines which transport light products such as gasoline, kerosene, 
diesel and fuel oils from refineries to points of consumption. At the 
close of 1955 there were apenas 130,000 miles of oil pipelines 
operating in 44 States. Roughly, this mileage consisted of 145,000 
miles of crude lines and 35,000 miles of products lines. The total 
mileage can be further broken down by showing that 140,574 miles 
were interstate common carrier lines regulated by the Interstate Com- 
merce Commission. This portion is by far the most important in 
that it includes most of the big trunklines and accounts for more than 
90 percent of the total volume of movement of crude oil and products. 

The oil pipelines’ importance to the transportation industry and 
the entire economy is shown by the fact that in 1955 the oil pipelines 
transported approximately 15.9 percent of the Nation’s total volume 
of intercity traffic. The pipeline volume for that year was over 203 
billion ton-miles. That was an amazing figure in view of the fact that 
oil pipelines are classified as a one commodity transporter, and moves 
nétroteui in only one general direction with no return loads. In 
1955, the oil pipelines delivered 75.7 percent of all crude oil reaching 
refineries and 37.21 percent of light products from refineries to points 
of local distribution. Figures for 1956 are not yet available but I 
am confident that the role of the pipelines will be even more important. 


NATURE OF THE TAX ON TRANSPORTATION OF CRUDE OIL AND PETROLEUM 
PRODUCTS BY PIPELINES 


The tax is imposed by subchapter C, part ITI, sections 4281, 4282- 
4283, Internal Revenue Code, 1954. 
Section 4281 is the basic section and reads as follows: 


There is hereby imposed upon all transportation of crude petroleum and liquid 
products thereof by pipeline a tax equivalent to 44%4 percent of the amount paid 
for such transportation. If no charge for transportation is made (either by 
reason of ownership of the commodity transported or for any other reason), or if 
the payment for transportation is less than the fair charge therefor (other than 
in the case of an arm’s-length transaction), such tax shall be imposed on the 
fair charge for such transportation. The tax imposed by this section is to be 
paid by the person furnishing such transportation. 


THE TAX WAS AN EMERGENCY MEASURE 


_ By way of historical reference the first Federal tax on transporta- 
tion of oil by pipeline was enacted in 1917. It was one of several 
emergency, a ae imposed in an effort to collect revenue to 


help finance World War I. One act of Congress covered the taxa- 
tion of transportation (1) of freight by rail, water, or mechanical 
motor power, (2) of express, (3) of persons, and (4) of oil by pipeline. 
All these taxes were uniform in their application (40 Stat. 314-315). 
Congress, in recognition of these taxes as war emergency measures, 
voted their repeal in the Revenue Act of 1921, 

In 1932, the economic depression was regarded (and perhaps rightly 
so) as a sufficient emergency to justify the levying of a number of 
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taxes on the basic ground that they provided funds which were needed 
to supplement revenues obtained from taxation levied on a more 
equitable basis. This time the oil pipelines, among the modes of 
transportation, were singled out to produce a share of these emergency 
funds. This tax provided for a 4 percent tax on the amount paid for 
transportation of crude petroleum and liquid products by pipeline, 
and to be paid by the carrier. 

It is important to note that this 4-percent tax was originally 
scheduled to expire in July 1934. However, due to economic condi- 
tions the tax was reenacted by subsequent revenue measures. Fur- 
thermore, the Revenue Act of 1940 added a defense tax of one-half 
percent, making the present pipeline rate 414 percent. 

It is also significant to note that your Ways and Means Committee 
in its report on the Revenue Act of 1941 relative to the elimination of 
the expiration date of the pipeline tax and other excise taxes stated, 
at page 29: 

Your committee deems it desirable to remove these expiration dates and future 
rate changes from the law. This action has been taken without prejudice to the 
temporary nature (italics ours) of these levies and rate increases, for the 
desirability of their repeal or downward revision as soon as revenue needs will 
allow is fully recognized. 

Hence, it is undeniable that even though the oil pipelines have been 
paying a transportation tax since 1932, the tax was never intended 
nor designed to be a permanent part of our tax structure. Therefore, 
since the depression and war emergencies have terminated we urge 
that the pipeline transportation tax be repealed. 


THE PIPELINE TAX IS DISCRIMINATORY 


As compared with other modes of transportation, the oil pipelines 
incur marked discrimination in the following: 

1. Pipelines are taxed 414 percent as compared with 3 percent 
on other types of for-hire carriers; 

2. Private carrier pipelines are taxed on the basis of a fair 
charge for services; whereas other types of private carriers pay 
no transportation tax; 

3. Pipelines must pay the transportation tax whereas other for- 
hire carriers collect the tax from the shipper in addition to the 
tariff or contract rates. 

Inasmuch as the oil-pipeline industry is in strong favor of repeal 
of all transportation tax, we do not put too much stress on the above 
discriminations. However, it appears difficult to justify a tax pattern 
wherein the transportation of crude oil and products by pipeline call 
for a 414-percent tax when other modes of transportation collect only 
a 3-percent tax for the movement of the same commodities. We sub- 
mit that the most equitable adjustment of this situation would be a 
complete repeal of all transportation taxes. 


HOW MUCH HAVE PIPELINES PAID ON THIS TAX? 


_ The following is a table of transportation taxes paid by the oil pipe- 
lines for the combined years 1933 through 1941, and separately for the 
years 1942 to the present: 





560 EXCISE TAXES 


Crude oil and products, pipelines 


Fiscal year ending June: 
18, 919, 000 
24, 946, 000 
26, 881, 000 
28, 378, 000 
30, 106, 000 
33, 458, 000 
35, 681, 000 


19, 325, 000 Total 423, 390, 000 


Although the amount of tax paid by the pipelines is steadily rising 
and will very likely continue to do so because of greater demand for 
petroleum products, this transportation tax is relatively insignificant 
as a revenue producer to the Federal Government. However, the tax 
is of vital importance to the pipeline companies. It is a major item 
of operating expense and outranks State and local taxes and, in fact, 
constitutes the second heaviest tax burden borne by the industry, being 
exceeded only by the Federal income tax. 

To further illustrate the heavy burden placed upon the oil-pipeline 
industry by its transportation tax I should like to confine the following 
statements to the interstate common-carrier lines. I do this in order to 
use basic information contained in the Interstate Commerce Commis- 
sion’s Transport Statistics in the United States for the Year Ended 
December 31, 1955, Part 6: Oil Pipelines. During 1955, these oil 
pipelines paid approximately $28,225,075 in transportation taxes. 
During the same period these lines paid a total Federal tax of $123,- 
095,428. Accordingly, the 414-percent on gross transportation reve- 
nues amounted to about 22 percent of the entire Federal tax. The 
transportation taxes exceeded the State and local taxes by over 
$1,958,000. The combined taxes, Federal and State, paid in 1955 
amounted to $154,362,064. Of this total, the transportation taxes 
constituted 18.37 percent. In the light of the above facts, the oil- 
pipeline industry is annually confronted with an extremely heavy 
burden in the payment of the 414-percent tax. 

Digressing briefly from the pipeline tax, I should like to again state 
that we strongly favor the repeal of all transportation taxes. The 
oil pipelines have a definite financial reason for the repeal of the 
3-percent freight tax, too. This is because of the dual position of the 
pipeline companies; namely, that of shipper or user of transportation 
generally, as well as a transporter. 

Since World War II, the oil-pipeline industry has built 47,992 
miles of new pipeline systems. The bulk of these lines have been 
larger diameter trunklines, which called for an enormous tonnage 
of freight consisting of line pipe, steel for tanks and buildings, pump- 
ing equipment, valves, etc. Pipelines, unlike other carriers of freight, 
cannot haul any of their own materials needed in the construction of 
lines. Hence, it was done for them by other for-hire carriers, and 
subject to the 3-percent tax. Time does not permit any detailed sum- 
mation of the amount of actual transportation taxes paid in connection 
with the construction of these new lines. However, it can be pointed 
out that a 1,000-mile line from Longview, Tex., to Lima, Ohio, required 
179,000 tons of steel alone. Another main line, 465 miles, and spur 
of 112 miles required 127,318 tons of line pipe and additional 13,318 
tons of steel for use in buildings, tank farms, etc., for the line. 





EXCISE TAXES 561 


The future will see the construction of many new lines, and the 
pipeline industry would indeed welcome a reduction in the cost of 
construction by the repeal of the 3-percent freight tax. 


CONCLUSION 


The foregoing statements show the enormous burden placed upon 
the oil-pipetine industry by the payment of the 414-percent transpor- 
tation tax, and constitute compelling reasons for its repeal. At this 
time, I want to ne that every reason propounded by Mr. Ward 
for the repeal of all transportation taxes apply just as definitely to the 
pipeline tax as to the general-freight tax. Accordingly, we repeat 
our support and approval of his fine presentation, and earnestly hope 
that out of these Searhi will come the initial movement to bring 
about complete repeal of these very undesirable taxes. 

We deeply appreciate the opportunity to join with the others to 
present our case, and thank members of the subcommittee for your kind 
consideration. 

Mr. Foranp. The next witness is Mr. William C. Hill. 


STATEMENT OF WILLIAM C. HILL, NATIONAL ASSOCIATION OF 
MOTOR BUS OPERATORS 


Mr. Hitt. My name is William C. Hill, and I am a member of the 
Steptoe & Johnson firm, counsel for the National Association of Motor 
Bus Operators. 

We have filed a written statement with the committee, and I will 


merely make some brief comments about that statement. 
Mr. Foranp. Your statement will appear in the record. 
(Mr. Hill’s prepared statement follows :) 


STaTEMENT or Nationa, AssoctaTion oF Moror Bus Operators 


Tam William C. Hill of Steptoe & Johnson, counsel for the National 
Association of Motor Bus Operators. The association represents, 
either directly or through affiliated State associations, approximatel 
1,000 intercity bus carriers, who furnish roughly 80 percent of suc 
transportation in the United States. 

The National Association of Motor Bus Operators urges this sub- 
committee to recommend the repeal of the Federal excise tax on the 
transportation of persons. In this regard we strongly support the 
statement by the National Conference for Repeal of Taxes on Trans- 
portation. 

In this appearance, we should like to supplement the statement of 
the national conference by presenting certain economic data relating 
to motor transportation. 

The Federal transportation tax on persons was enacted during 
World War II for the primary purpose of discouraging intercity 
travel and conserving ay tires, and equipment. The original reason 
for enactment of this tax has long since passed. It served its purpose 
during the war, but under present conditions, the tax is an oppressive 
deterrent to the maintenance of a healthy motor bus industry. In 
fact, the economic condition of this industry is now such that it is 

85776—57——37 
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sorely in need of inducements to attract a greater volume of passenger 
traffic. 

There are an estimated 2,300 separate companies in the intercity bus 
industry. These companies operate about 23,000 buses an estimated 
1.2 billion vehicle miles and 25 billion passenger miles annually, 
They provide the only means of public intercity transportation avail- 
able in an estimated 40,000 communities. At least 60,000 persons are 
estimated to be employed currently by these companies. 

The intercity bus industry reached peaks in the number of passen- 
gers carried, the passenger miles traveled and vehicle miles traveled 
during World War II. Since 1945 the bus industry has been losing 
traffic at an increasing rate to the private automobile. The extent of 
this diversion of traffic can be shown clearly by statistics of passenger 
miles traveled, the number of passengers carried and the percentage 
distribution of intercity travel as between the automobile and the 
motor bus. 

Dealing first with interstate travel only, the passenger miles of 
traflic handled by buses have decreased from a wartime peak of 
27.5 billion passenger miles in 1945 to a level of 19 billion passenger 
miles in 1954, or a reduction of approximately 30 percent. With the 
exception of 1951, there has been a reduction of approximately 5 per- 
cent in passenger miles of traflic handled in every year since 1945. At 
the same time, passenger miles furnished by private automobile have 
increased from 180 billion in 1945 to 448 billion in 1954, or an increase 
of approximately 149 percent. (See table 1.) 

A declining trend was also present for all intercity traffic, both in- 
terstate and intrastate, for the period 1949-55, the only years for which 
comparative data are available. (See table 2.) 

Since the impact of the private automobile on bus travel falls 
heaviest upon short haul operations, the decline in the number of 
passengers carried by buses has been even more pronounced. From 
a 1945 peak of nearly 557 million passengers transported by Class 
I intercity bus carriers, there has been a decline to less than 259 
million passengers in 1955, a decline of 54 percent. (See table 3.) 

These trends are summarized in statistics showing the percentage 
distribution of intercity travel by bus and automobile for the period 
1945-55. In the former year intercity buses furnished approxi- 
mately 9 percent of total travel as compared to approximately 60 
percent by automobile. The corresponding figures for 1955 are 3.8 
percent and 88.2 percent. (See table 4.) 

The Interstate Commerce Commission has found in its investiga- 
tion of bus fares in I. C. C. Docket No. MCC 550 that intercity bus 
fares which produce an expense-revenue ratio of 85 percent are neces- 
sary to the maintenance of a financially sound industry. For the 
class I bus carriers, 1955 operating expenses were 91.6 percent of 
revenue or 6.6 percentage points in excess of the level recognized by 
the ICC. The fiscal position of the hundreds of smaller carriers is 
far worse. 

As noted above, intercity buses furnish the only available mode 
of public transportation in some 40,000 communities. A special 
study conducted in New England for the New England Governors’ 
Conference showed that, in 1953, this essential service was being 
furnished at an average deficit of 6.2 percent of revenues. While 
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precise figures are not available, it is known that the situation has 
deteriorated further since that time. Only by augmenting their 
revenues by charter business and the transportation of mail and 
express have the carriers been able to continue this service and even 
these additional revenues have not been sufficient for them even to 
attain a break-even point. 

A committee appointed by the New England Governors’ Confer- 
ence to study this situation and to recommend possible solutions has 
recognized the urgent need of the carriers for every form of relief. 
Included among the specific recommendations of this committee is 
the repeal of the Federal transportation tax on persons. 

We recognize that the loss of traffic to private automobiles in- 
volves many factors, not the least important of which is the factor of 
personal convenience. However, we feel that one of the important 
factors in the diversion of passenger traffic from public carriers 
has been the Federal transportation tax. Relief from this tax would 
be an important step in the direction of increasing passenger load 
factors, which is the key to the continuation of an efficient and 
financially sound transportation system. 


TaBLE 1.—Intercity passenger-miles traveled, by mode of transportation 


{Passenger-miles in billions] 


Total inter- | Automobiles Intercity 
| city travel | buses ! 
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1 Includes estimated passenger-miles of charter travel. 


Note.—Others not reproduced. 

Source: Annual administrative and statistical reports of the Interstate Commerce Commission and 
special studies conducted by the Commission; data for items in footnote 1 and for 1954 estimated in part; 
Bus Facts, 24th edition, 1955. 


Taste 2.—Intercity passenger-miles traveled by transport agency—New series 
published by Interstate Commerce Commission and showing, in addition to 
data in table 1, intrastate movements (passenger-miles in billions) 


| Total inter- | Automobiles! Intercity Others 
| city travel | buses 





} Not reproduced. 


Source: Interstate Commerce Commission, Statement No. 55 
1955; Bus Facts, 25th edition, 1956. 
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and Transport Economics, November 
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TABLE 3.—Passengers carried, class I bus carriers * 


1 Excluding passengers carried on local schedules. 
Source: Interstate Commerce Commission (1955 data estimated by NAMBO). 


Tasie 4.—Percentage distribution of intercity travel 
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1 Not reproduced. 
Source: Table 1 for years 1945-48; table 2 for years 1949-55. 

Mr. Hitxu. We represent more than 1,000 intercity bus carriers who, 
among themselves, represent roughly 80 percent of such transportation 
in the United States. We, of course, are here to urge this subcom- 
mittee to recommend the repeal of the Federal excise tax on transpor- 
tation of persons. 

In this regard we strongly support the statement made this morning 
by the National Conference for Repeal, and by the other carriers who 
testified on this subject. 

In this appearance, and in our statement primarily, our only func- 
tion is to mention briefly some factors which will give you some infor- 
mation on the general economic condition of the intercity bus industry 
as a whole. 

It is unfortunate that we do not have tremendous discriminations 
or examples that would have tremendous appeal as a citing of ex- 
amples for removal of this tax. The fact is that this tax has had a 
general economic impact, and that impact is no less dramatic because 
it can only be demonstrated in terms of what traffic these carriers are 
hauling today. 

Like all forms of transportation, the bus industry reached its peak 
during World War II, and around 1945. Since 1945 we have had this 
general economic trend in the bus industry. In terms of passenger- 
miles furnished by bus carriers, it is reduced from a high of 2714 
billion passenger-miles a year to roughly 19 billion, or a decrease in 
excess of 30 percent. 

Now, I don’t want to indicate that we are comparing only with the 
present against a wartimehigh. That decrease has occurred in 
almost a fixed trend of about a 5-percent reduction each year. The 
disturbing thing is that the trend is continuing even now. 
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With respect to the number of passengers handled, as individuals, 
by the bus industry, that figure has decreased from a wartime high 
handled ” class I bus carriers only from about 557 million in 1945 

lion in 1954, or a decline in passenger load of about 54 


to 259 mi 
percent. 

Mr. Mason mentioned load factors this morning, when the railroads 
were testifying. I am not aware of any general information on load 
factors for the bus industry, but I do understand that the largest bus 
carrier, the Greyhound system, operates with a load factor of approxi- 
mately 52 or 53 percent. 

The load factors for the smaller carriers, class II and III carriers, 
are obviously much lower than that, and I understand that they are in 
the range of the high 30 percentages. 

As a percentage distribution of all intercity traffic handled by all 
forms of transportation, we find that the bus industry has dropped 
from a wartime high of about 9 percent, which was also true largely 
prewar, to a level now of about 3.8 percent. 

We have not lost this traffic to other public carriers. It has been 
lost primarily to nontaxable transportation. Obviously and pri- 
marily it is the private automobile. 

With respect to operating revenue and so forth, in the industry, the 
Interstate Commerce Commission, in Docket No. MCC 550, I under- 
stand, found that as an expensed revenue ratio, it would be necessary 
in order to have a healthy bus industry to have a ratio of about 85 

recent. That means converted into English that the expenses of the 
industry would equal roughly 85 percent of the revenue of the industry. 

Now, we find as a matter of fact in 1955 that as among class I car- 
riers, only, they failed to meet that 85 percent, and, in fact, the ratio 
was approximately 92 percent. There was some 7 percent deficit 
through that inverse application of the formula. 

Of course, the fiscal osition of the smaller carriers is much worse 
than that for the class I carriers. We do have some specific informa- 
tion for the New England area, primarily because the subject was of 
enough concern to the New England governors conference that a 
special committee was appointed to study intercity bus traffic in that 
area. 

That study showed that for the year 1953, which was the latest year 
complete information was available, as a group the New England bus 
carriers operated at an overall deficit of about 6.2 percent. 

While precise figures are not available for the years since 1953, we 
as an industry know that the situation has not improved, and in fact 
it has worsened. Only by augmenting public carrier operations, in 
the carriage of passengers, and only by augmenting those revenues 
through the carriage of mail and express was the deficit kept that low. 

Now, the report to the New England governors conference was such 
that it led their special committee to include the repeal of the trans- 
portation tax as one of the prime objectives they would like to see done. 

Now, we recognize, of course, that this loss of traffic in the bus indus- 
try is not due exclusively to the Federal transportation tax. It is due 
to a lot of factors, not the least of which is the personal convenience 
of using an automobile. But we do know, and we feel convinced from 
our studies, that the Federal transportation tax is one of the big fac- 
tors involved, and it is one of the factors that would lend, we think, to 
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a substantial increase in passenger loads for the bus industry and, 
consequently, to the preservation of a healthy industry. 

That concludes my statement, Mr. Chairman. 

Mr. Kroeu. I would like to ask Mr. Hill a question. 

Were any of your types of transportation that you are representing 
here today benefited by the action of the Congress in extending a tax 
exemption on fares up to 60 cents? 

Mr. Hitz. The Congressman refers, of course, to the exemption for 
commutation travel, where the tax-exempt fare was increased from 35 
cents to 60 cents. That is a help primarily to local transit companies, 
carrying people in from nearby suburbs to the cities. It is not of any 
real help, if any help at all, to the intercity carrier whose passenger 
fare is usually above the 60-cent level. 

Mr. Kroeu. It is of some considerable help, isn’t it, with respect 
to the bus transportation between, say, Jersey City, N. J., and New 
York City? 

Mr. Hitt. Yes, any commutation travel. 

Mr. Kroau. Do you represent that type of operator ? 

Mr. Hix. We do have some local transit companies who are mem- 
bers of this association, but they are primarily represented by their 
own association. I believe their affairs are handled by Mr. Desrelin. 

I understood he was going to file a statement with the committee. 

Mr. Krocu. What I am trying to get at is what percentage of bus 
transportation, compared with the total bus transportation, has been 
ee affected fy the increase to 60 cents of the excise tax on that 
type 

Mn Huu. I am sorry that I just don’t have that information, but 
from the standpoint of the intercity carrier. it would have a very 
small effect, although it was a very welcome change. 

Mr. Foranp. Are there-any other questions? If not, we thank you 
for your contribution. 

The next witness is Mr. John Van Slycke. Do you have a pre- 
pared statement ? 


STATEMENT OF JOHN R. VAN SLYCKE, DIRECTOR, AMERICAN 
SOCIETY OF TRAVEL AGENTS, INC. 


Mr. Van Stycke. It is just a resolution, sir. 

My name is John R. Van Slycke, and I am director of the American 
Society of Travel Agents, Inc., an association with some 1,200 mem- 
bers in the United States representing approximately $500 million 
worth of passenger transportation. 

Our association, commonly called the ASTA, has cooperated with 
Mr. Ward and the National Conference for Repeal of Taxes on 
Transportation, and we support his statement as of this morning. 

At our meeting in Chicago, the World Travel Congress which took 
place the early part of November, a resolution was passed and at the 
request. of our members, we should like to read this resolution at 
this time. The resolution reads: 

Whereas, The American Society of Travel Agents, Inc., since the termination 
of the World War II emergency has consistently opposed the continuance of a 
tax upon the transportation of persons as discriminatory and contrary to public 


interest, resolutions to that effect having been duly adopted at their conventions 
held in the cities of San Francisco, Calif., and Lausanne, Switzerland; and 
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Whereas, while from time to time the Congress of the United States has taken 
steps calculated to relieve certain -of the inequities theretofore obtaining in the 
structure of the tax, which said actions on the part of the Congress are duly 
recognized as being directed toward a proper goal; but 

Whereas said tax has not been repealed in its entirety and, particularly, 
is still imposed with respect to travel within the continental United States; and 

Whereas it is believed that the social, economic, educational and diplomatic 
gains to be obtained from the elimination of the tax will provide a greater benefit 
to the United States of America than the mere revenues to be received from its 
continuance: Now, therefore, be it 

Resolved, That The American Society of Travel Agents, Inc., in convention 
assembled, oppose the continuing imposition of a tax by the United States Gov- 
ernment on the transportation of persons. 


This was dated Chicago, Ill., November 8, 1956. 

That is the resolution. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Van Stycke. Yes. 

Mr. Foranp. Thank you for your contribution. 

The next witness is Francis J. Barry. 

Mr. Barry is not here. 

For the purpose of the record, without objection, the Chair will 
include a letter from Senator Richard L. Neuberger, of Oregon, and a 
letter from the American Luggage Works. 

(The letters referred to follow:) 


Unitrep Srates SENATE, 
December 13, 1956. 
Hon. AIME J. ForAND, 
Chairman, Subcommittee on Excise Tares, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 

DEAR Mr. CHAIRMAN: I regret that I am not in the Capital and thus unable 
to appear before your committee in person to present the case for the abandon- 
ment of the present excise tax on transportation of persons and property. I am 
therefore summarizing my statement in this letter to you, in the hope that it 
may be placed in the record of your hearings and may come to the attention 
of the members of your committee in formulating your decision with respect to 
continuation of these particular excise taxes. 

Your committee has previously heard testimony from many individuals and 
organizations interested in the ending of excise taxes, most of which were 
instituted as emergency measures during the Second World War with the ex- 
pectation that they would expire at the end of the war. Our unexpected postwar 
military and international needs and consequent budgetary requirements have 
made it impossible for us to live up to this expectation, and with the expansion 
of the economy the burden of these taxes has considerably increased. I under- 
stand that the impact of the excise taxes on transportation alone has grown 
twentyfold since their enactment, from about $35 million in 1942 to more than 
$700 million collected from passengers and shippers of goods in 1955. 

Some of the regressive and discriminatory effects of these transportation taxes 
have been described by other witnesses, and while I share the view that many 
of the excise taxes, including those on transportation, are inequitable and un- 
desirable, I do not intend to duplicate the many statements to this effect in this 
letter. My purpose is specifically to emphasize the geographic discrimination 
inherent in the excise taxes on transportation, which goes beyond any inequities 
which may exist in respect to excises on particular goods and services by falling 
more heavily on the people of some States and regions of the United States than 
on others. 

I know that the Treasury Department has stated that, in view of budgetary 
requirements the coming fiscal year, the Federal Government cannot afford any 
net loss in revenue and that it may thus be impossible to permit excise taxes to 
expire this year. In view of the claims universally made by those subject to 
such excises, in many cases with great justice, your committee may be urged to 
the conclusion that no excise taxes should be abandoned piecemeal when it is 
impossible to give relief in the case of others. I want to urge, however, that 
the excise tax on transportation is uniquely different from those on particular 
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goods, to the point where it would be entirely logical, as well as extremely de- 
sirable, to end this tax irrespective of what may be possible or necessary in the 
case of other Federal excise taxes. 

This crucial difference in the case of the taxes on transportation is that it 
places a wholly disproportionate burden on the people and the economies of 
the States west of the Continental Divide, particularly those of the Pacific 
coast, such as my own State of Oregon. This burden falls equally upon the 
shippers of the great bulk of the goods which we contribute to the economy 
of the rest of the Nation, and upon the consumers of Oregon with respect to the 
great bulk of the goods which we must obtain from the rest of the country. 
While this inequitable impact of the transportation taxes on the people of 
Oregon is obvious at first glance, a number of examples of typical exports and 
imports shipped between Oregon and a representative point at the heart of the 
eastern market and population area will illustrate the magnitude of the dis- 
crimination. (In the following examples, Pittsburgh, Pa., has been arbitrarily 
chosen as this representative eastern point. Within 500 miles of Pittsburgh 
is found 55 percent of the Nation’s population and the overwhelmingly greater 
portion of its industrial and consumer market. Portland, Ore., is from 2,000 to 
3,000 miles from points within this circle). 

Typical long-haul shipments from Oregon and neighboring Western States 
might include lumber—Oregon’s principal export and mainstay of our economy— 
apples, wheat, cattle, and canned fruits and vegetables. 

A carload of Oregon’s lumber will be assessed freight charges of $675 for 
shipment from Portland, Oreg., to Pittsburgh. Transportation charges for the 
same carload of pine from Georgia’s forests are $410. The Federal excise tax 
on transportation collected from the Oregon lumberman is 40 percent larger 
than that paid by the Georgia timber merchant. 

Oregon canners shipping canned fruits or vegetables to eastern population 
centers may pay transportation charges of $1,032 per carload, compared with 
perhaps $264 per carload shipped by a Midwestern food processor. The mid- 
western shipper will pay a transportation tax of $7.92, but the Federal Govern- 
ment will charge the Oregon shipper a transportation tax of $30.96—almost four 
times greater. 

The Federal excise tax on transportation of a earload.of grain from Oregon's 
farms will be over 24% times the tax on grain from the central United States, 
that on Oregon cattle 3.8 times the tax paid by Midwestern shippers, to reach the 
great consumer market of the eastern population centers. 

Altogether, it is estimated that farmers pay almost one-fourth of the national 
transportation excises. Western farmers, who face the highest transportation 
costs to reach their markets and to purchase the manufactured items they need, 
are saddled with a far greater burden of this Federal tax than are their fellow 
citizens elsewhere in the Nation. 

Moreover, the discriminatory impact of the transportation tax on the people 
of Oregon applies to most of the things we consume, other than fresh food, 
as well as to our products. For example, it costs $10 to ship an automatic 
washing machine to Portland, Oreg., from a hypothetical eastern manufacturer 
in an industrial center such as Pittsburgh, Pa.—about four times as much as it 
costs to ship the same machine within the 500-mile circle of greatest population 
concentration, for example, $2.61 to Terre Haute, Ind. The Portland house- 
wif» is taxed four times more on her washing machine than are the majority 
of all American homemakers who live within the eastern 500-mile radius. 

The Oregon farmer who purchases wire fencing, a new tractor, or tires for 
his old one, from eastern factories will be taxed by his Federal Government 
on four times greater transportation costs than those paid by his Midwestern 
colleague. 

A pound of coffee is shipped to the Northwest at six or more times the 
cost—and tax—at which it reaches an eastern or midwestern consumer. Cloth- 
ing, shoes, radios, small domestie appliances, all such manufactured goods reach 
Oregon at from twice to four times the transportation costs which the majority 
of Americans must pay—and at proportionately greater Federal excise-tax 
costs. 

In summary, the people of Oregon and other Western States are the victims 
of a discriminatory Federal excise tax which penalizes them for the uncon- 
trollable factors of our country’s size and physical geography. Transportation 
is in no way a luxury or a special service—it is an inevitable and irreducible 
element in every phase of the Nation’s economic activity, and a disproportion- 
ately large and essential element in the economy of the Far West. The Federal 
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excise taxes on transportation have the effect of lengthening by 8 percent the 
distance which, economically, separates the American West from the East, as 
far as the movement of products in both directions is concerned, and by 10 per- 
cent, with respect to travel between these areas. 

Thus, fairness and equity to the citizens of our Western States, as well as 
the better development and integration of our national economy, demand an end 
to the discrimination against the West which is uniquely inherent in these par- 
ticular Federal excise taxes. I very much hope that your committee will find 
it possible to recommend their abandonment this year. 

Sincerely, 
RICHARD NEUBERGER, 
United States Senator. 


AMERICAN LUGGAGE WorkKS, INCc., 


West Warwick, R. I., November 23, 1956. 
Hon. AIME J. Foranp, 


House Office Building, 
Washington, D.C. 


DEAR CONGRESSMAN Foranp: I have today called to try to get a personal 
interview with you regarding the excise tax on luggage. Being located in 
Rhode Island, and employing an average of 275 people, I feel that this should be 
of some personal interest to you, and I hope that you will give my enclosed brief 
your closest attention, for it is of great importance to the growth of our in- 
dustry and the welfare of our business here in Rhode Island. 

Thank you. 

Very truly yours, 
S. Korrrer, President. 


I am submitting this statement and hope you can include same in the record: 

1. The excise tax on luggage and leather goods was strictly a war-conservation 
measure ; the purpose being to levy a tax on our products merely because they 
required strategically needed war materials such as wood, leather, steel, copper, 
cotton, so as to disccurage the purchase of our products and thereby diminish our 
industry’s use of these strategically needed war materials. 

2. Proof of this is borne out by the fact that the bill which provided for the 
excise tax on our products contained therein the promise that this tax would 
be removed “6 months after the cessation of hostilities.” Needless to say, hos- 
tilities ceased more than 11 years ago and our industry is still burdened with 
the tax. In substance, therefore, it has become a tax to raise revenue and not a 
tax to conserve strategically needed materials. Consequently, it has lost its 
original reason for being. It is incumbent upon the Government to keep faith 
with our industry and repeal the tax as provided in the original tax bill. 

3. The tax on our products is highly discriminatory. In view of the fact that 
this tax has now become a revenue raising tax, our products provide revenue 
for the Government whereas hundreds of other items bear no tax at all. Such 
discrimination is not only apparent but contrary to all efforts at an equitable 
distribution of the tax burden which should be borne by all rather than a 
select few. 

4. Luggage and leather goods are not luxury items and, therefore, do not 
come within the same class as other presently taxed items such as furs, jewelry, 
toilet preparations. Luggage and leather goods today are actually necessities 
in our modern mode of living. No businessman can travel, no consumer can 
enjoy his leisure without the use of the products which we manufacture. Many 
of our industry’s products, such as salesmen’s sample cases and all kinds of 
commercial cases, are in daily use in individual efforts to earn a livelihood. 
Other items manufactured by our industry such as wallets, key cases, card cases, 
briefcases, have all become part of our standard of living and are utilized by 
all persons in their manner of living. 

5. The growth of the luggage and leather-goods industry has not kept pace 
with the growth of the travel industry specifically and with industry in generat. 
The travel industry has grown to the point where today it is an industry whose 
total estimated annual volume is about $20 million. This growth has been short 
of phenomenal since the war. In contrast, the luggage industry, which hit its 
peak retail sales in 1947 at about $197 million, has been constantly on the 
decrease during the intervening years until 1955 when the total estimated retail 
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sales reached about $200 million. Some of this increase may be attributed to 
the fact that in 1954 the excise tax on our products was reduced from 20 percent 
to 10 percent. 

6. Employment in the luggage industry has shown only a slight increase since 
1947. In 1947, according to figures of the Bureau of the Census, there were 
$13,900 production employees and in 1954 the figure was 14,000 such employees 
in our industry. 

7. Competition for the consumer dollar is ever increasing. The fact that our 
products are good gift-giving items places our industry in competition with 
other industries primarily in the gift-giving field. Because our products bear an 
excise tax, their value as gift items is decreased immeasurably. Consumers 
purchasing gifts are averse to products bearing an excise tax and, therefore, 
avoid their purchase. 

S. Korrrer, President. 


Mr, Foranp. The committee will stand adjourned until 10 o’clock 
tomorrow morning. 


(Whereupon, at 3 p. m., the subcommittee adjourned, to reconvene 
at 10 a. m., Wednesday, December 5, 1956.) 
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WEDNESDAY, DECEMBER 5, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON Excise Taxes 
OF THE COMMITTEE ON Ways AND MEAns, 
Washington, D. C. 
The subcommittee reconvened, pursuant to recess, at 10 a. m., Hon. 
J. Aime Forand (chairman of the subcommittee) presiding. 
Mr. Foranp. The committee will come to order. 
The first witness this morning is Mr. C. E. Somers. 
Mr, Somers, come forward, please. 


STATEMENT OF C. E. SOMERS, PRESIDENT, CLOCK & WATCH 
MANUFACTURERS ASSOCIATION OF AMERICA, INC. 


Mr. Foranp. Mr. Somers, will you identify yourself for the purpose 
of the record, please ? 
Mr. Somers. Mr. Chairman and members of the subcommittee, m 


name is Charles E. Somers. I am president of the Clock & Watc 
Manufacturers Association of America. 

I will do my best to comply with your desires to limit my presenta- 
tion to a very few moments. 

Mr. Foranp. You understand, I am sure, that we mean that for the 
benefit of the people who are coming here, because we want to act on 
their suggestions. 

Mr. Somers. Yes, sir, We have filed this statement, and I would 
like to take just a few moments to add a few points and to answer 
questions, should there be any with regard to the statement. 

First of all, I think it is important for the committee to know that 
there are three watch associations, watch and clock associations, in 
America. There is the association that covers the importers, which 
isthe American Watch Association ; there is the association that covers 
the jewelry watch industry, which is the American Watch Manu- 
facturers Kesstiaticn: I may not have those names properly. It may 
be the Watch Manufacturers Association of America. And then there 
is our association which covers electric clocks and nonjeweled clock 
and watch mechanisms. 

We think this is an important point in your consideration because 
our entire line is designed and manufactured and geared to mass pro- 
duction of what we consider an item that is a necessity. 

We manufacture for the most part, of the items about which I am 
talking about today, nonjewel pocket watches, nonjewel wristwatches, 
electric kitchen clocks, electric alarm clocks, spring-wound alarm 
clocks and spring-wound travel clocks. 
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The companies that are in our association are the Warren Telechron 
Co., which is a division of the General Electric Co., the United States 
Time Corp., the General Time Corp., the Lux Clock Co., the New 
Haven Clock Co., the Ingram Clock Co., the Hershide Clock Co., the 
Rhodes Instrument Co., the Bord Clock Co., and Sessions Clock Co. 
If I have left any out, I will certainly hear about it when I get to our 
next meeting. 

Very briefly, all the information that is important for your con- 
sideration is contained in our brief. But let me say that we con- 
sider an alarm clock an absolute necessity in this day and age, and 
under no considerations could it be classified as a luxury. The same 
would apply to a kitchen clock. Bear in mind that I am citing some 
figures here for our total industry sales only to arrive at an average 
cost that is received, or the average purchase price that is paid to our 
various companies for the products we manufacture. 

The total sales on which we pay excise tax, or, rather, on which ex- 
cise taxes were collected from the consumers, was $48 million. This 
is for the year 1955. That represents 17,500,000 units. That is on 
clocks. 

On watches, the sales were $20,215,000, and units 6,600,000. By a 
simple matter of arithmetic, you can see that we receive $2.86, on an 
average, for all the clocks, and we receive an average of $3 per watch. 

I think that is important because in our evaluation of the excise 
taxes, it more or less probably has gotten a little off the track here, 
but it really is a luxury tax. 

In the modern industry and the modern tempo in which people 
are living, everything they do all day long is tied to a schedule. For 


example, you get up in the moras and you get up by an alarm clock. 
i 


You go down in the kitchen andthe eggs are timed with a timer. It 
just so happens that a timer, being part of a devise that is not a con- 
sumer ‘product, is tax: free. But the timer is no more important to 
the scheduling of that day’s work than the alarm clock which orig- 
inally got the person up out of bed in the first place. 

I am going to cite a personal incident. You may consider it of no 
importance, but it illustrates the point. I hope you will bear with 
me for just a moment, because I am trying to show you that there 
items we sell are for utility purposes. 

A few weeks ago I was taking a motor trip from Washington, D. C., 
to New York. I stopped at a motor court. and behold I discovered 
when I was getting ready to go to bed that evening that I didn’t have 
an alarm clock, and I had to be up early in the morning to keep an 
ee in New York the next day. I went to the manager of 
the motor court and said, “Do you have any provisions for getting peo- 
ple up in the morning, especially a man that is in the clock business 
that doesn’t have a clock?” He said, “We certainly do.” He went to 
a cabinet and here was a whole array of alarm clocks. I am sorry to 
say they were not all of our manufacture, but there was a whole array 
of clocks for people who stayed at his motor court. I am certain that 
if I had asked him for a piece of jewelry or some luxurious item he 
wouldn’t have had it in stock. 

I want to rush along here, gentlemen. 

During the war, all clock manufacture was discontinued, and it soon 
became evident that an alarm clock was an absolute necessity. For 
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that reason, and I am reading now from Press Release No. 8100, the 
War Production Board said: 
Despite the tightening of copper and steel supply, alarm clock manufacturers 
are expected to be allocated sufficient material in the second quarter of 1945 to 
produce as many clocks as can be made without using facilities or manpower 
peeded for war production plants. 

At a later date, we were even given material and allowed to produce 
clocks using these facilities and these manpowers, because with the 
close schedules that were necessary on three shifts, and everything that 
was going on during the war, they found that they simply could not 
get along without alarm clocks. 

We feel that the fact that our product is on the shelf with other items 
that are not subject to the excise tax puts us a a distinct disadvantage 
as far as merchandising at the retail outlet. At the expense of being 
considered just a country boy with nothing but home stories, I will tell 
you another story. 

I was down in Princeton, N. J., a few weeks ago, and I walked into 
a drugstore to buy a bottle of hair tonic. The sales argument that the 
girl gave me to buy a special kind of hair tonic was that that particular 
tonic does not carry the Government tax. It made me think. When 

ple go into a store to make a purchase, particularly a woman, she 
is conscious of the fact that whatever she purchases, if there is a tax 
on it, there is 10 percent of that particular price that she is not going to 
have, to buy something else. 

It has had even more far-reaching effects than I have drawn out, to 
this point: We have had instances, and we can submit the data to you 
if you require it, where retailers have refused to take on items that 
carry the excise tax. The reason for it is this, that it becomes a very 
cumbersome thing to them to fill out the tax reports and make the re- 
turns. Another thing, they are not sure that the sales clerk will 
handle the tax properly. That is a serious thing to an industry such 
as ours. 

At the danger of getting over into another field, I will mention some- 
thing in regard to our industry that I do not think is a problem shared 
by all other industries appearing before you during these hearings. 

We have a double prong coming at the clock industry. One is the 
excise tax and the other is the tariff situation. I am not here to discuss 
the pro’s and con’s of why we should have higher tariffs, but I am 
saying that our industry has not kept pace by any way, shape or form 
with the national trend of higher production. We have the figures to 
substantiate that. 

I am saying to you gentlemen, that I cannot expect you to enact 
legislation or to do something to offset the tariff, but you have a re- 
sponsibility in this that the excise tax is putting us at a competitive 
disadvantage, as is the tariff. There is really almost a direct effect, 
which I just want to dwell on briefly, and I will leave an advertisement 
out of the local Washington paper to substantiate my point, that whep 
these imported clocks come into this country, in many instances on the 
low price end of the line, which is where we are really hurt competi- 
tively, their price is so much below ours that they can include in their 
lst price to the consumer the excise tax. We cannot include the excise 
tax, because they are too high as it is. 

I have here, and I am going to wind this up very quickly, some of 
the products that are manufartured hy ovr various companies. 
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Mr. Mason. I have seen them, I use them, and I am familiar with 
them. 

Mr. Somers. I have just one more point. 

Here is a commercial clock. Here is a clock that is used by the 
Government, by industry, by schools, and it is strictly a clock to tell 
time so that we can keep either the business or the Government or the 
school on schedule. The clock sells for $14.50, and every time some- 
body buys one, they have to pay 10 percent luxury tax. 

Gentlemen, I have skipped through here rather hurriedly. I have 
only tried to make the point that it 1s a low-priced item, it is a neces- 
sity. When it is on the shelf with other items where the excise tax 
is not included, we are at a competitive disadvantage, and as far as 
the double squeeze that we have from the importers it is really hurting. 

I beg of you to give our case some real consideration. 1 could go 
further as far as financial figures and employment figures are con- 
cerned, to show you that the clock industry of America is being hurt 
two ways. 

Thank you. 

(The statement referred to follows :) 


SratreMEnt or C. E. Somers, Presipent Crock & Watcu Manurac- 
turers AssocraTION oF America, Inc. 


Mr. Chairman, and members of the subcommittee, my name is C. E. 
Somers. I reside in Watertown, Conn. As president of Clock & 
Watch Manufacturers Association of America, Inc., I am appearing 
before your subcommittee to urge the repeal of the existing retail ex- 
cise tax of 10 percent which is levied on clocks and pin-lever non- 
jeweled watches. 

Originally imposed as a wartime measure in 1941 by section 2400 
of the 1939 Internal Revenue Code, the excise tax on clocks and 
watches was increased to 20 percent, except on alarm clocks retailing 
at $5 or less, by the revenue act of 1944 (sec. 1650, 1939 Internal Rev- 
enue Code.) By the 1954 amendment to section 1650 the increase to 
20 eet was terminated, leaving the rate at 10 percent on all clocks 
and watches, as now provided by section 4001 of the 1954 Internal 
Revenue Code. 

Our trade association includes in its membership manufacturers 
of nearly all the spring-powered and electric docks and pin-lever 
{nonjeweled) watches produced in the United States. Among these 
timepieces are household and commercial clocks of all types, all but a 
few of which retail at $4 to $8; and inexpensive pin-lever or non- 
jeweled wrist and pocket watches, retailing principally in the $4 to $9 
bracket. The greater part of the industry’s total output consists of 
clocks and watches which are subject to the retail excise tax of 10 
percent. 

The special problems and inequities arising out of the excise tax 
structure have already been emphasized by witnesses from a number 
of other industries. We are especially gratified to have the oppor- 
tunity to present our views to the subcommittee at this time, because 
the excise tax on our products has proved to be especially burden- 
some and outright repeal of the tax is the only practicable and equita- 
ble solution. 
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CLOCKS AND PIN-LEVER WATCHES ARE NECESSITIES, NOT LUXURIES, AND 
SHOULD NOT BE SUBJECTED TO DISCRIMINATORY LUXURY-TYPE EXCISE 
TAXES 


This argument, while familiar to the subcommittee, applies with 
peculiar force to clocks and low-priced watches. Undeniably, the 
excise tax is basically and traditionally directed at luxury items 
rather than necessaries on the theory that it is assumed by the con- 
sumer who is best able to pay for it. In practical application, how- 
ever, it has the opposite effect, reaching the masses of low-income 
consumers who purchase utility timepieces. 

Clocks and pin-lever watches are grossly miscast as luxuries. This 
is evident from an inspection of section 4001, which imposes the same 
10 percent excise tax on the following items: 

ee tl real or imitation; pearls, precious and semiprecious stones, 
and imitations thereof; watches; clocks; cases and movements for 
watches and clocks; gold, gold-plated, silver, or sterling flatware or 
hollowware and silver-plated hollowware; opera glasses, lorgnettes, 
marine glasses, field glasses, binoculars. 

There is an obvious fallacy, we think, in the blanket application of 
the excise tax to such diverse items as are included in this listing. The 
same reasoning cannot justify assessing an identical excise tax on, 
say, a blue-white diamond and a kitchen clock, or on a lorgnette and 
a workmen’s nonjeweled pocket watch in a base metal case. Yet that 
is precisely the effect of section 4001. 

Clocks and pin-lever watches are practical, common-place items of 
everyday use, and essential in the daily life of every individual. In 
our modern economy timepieces are indispensable in every activity. 
The overwhelming majority of the clocks, both spring-powered and 
electric, and nonjeweled watches produced in the United States are 
designed and constructed for service and not for ornamentation. They 
are inexpensively priced to meet the limitation of the average purse. 
When levied on such functional and utilitarian articles the excise tax 
most directly affects consumers who can least afford it. 

This situation was recognized in the Treasury Department’s special 
study on Federal Retail Excise Taxes (October 1947) which com- 
mented (p. 32) : 

Some of the items subject to the jewelry tax are considered essential. For 
example, most adults need some sort of clock or watch. The demand for most 
of the items in the tax base, however, is for the purpose of adornment. 

World War II showed just how essential alarm clocks are. In April 
1944 the Office of Civilian Requirements made a survey to determine 
which essential civilian goods were in shortest supply. It found that 
of all the items surveyed clocks were in greatest demand; nearly 12 
million families were in immediate need of alarm clocks. It also 
found that the greatest majority of families attempting to buy alarm 
clocks suffered real hardship and inconvenience because they could not 
be obtained. As a result the War Production Board issued a special 
order authorizing the production and distribution of new alarm tn ‘ks. 
The preamble to this order read in part as follows: 

The fulfillment of requirements for defense of the United States has created a 
shortage in the supply of alarm clocks and materials and facilities for producing 


them ; and the following order is deemed necessary and appropriate in the public 
interest and to promote the national defense. 


e 
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There follows the authorization to produce a substantial volume of 
alarm clocks at the very height of an intensive war-production 
program. 

The same situation developed in the next year—1945—when a fur- 
ther survey was made by the Office of Civilian Requirements. It 
disclosed an undiminished demand for alarm clocks, and continued 
hardship and inconvenience to the civilian economy because they were 
not available.’ The shortage was considéred so critical that searce 
materials were allocated for the production of alarm clocks. In its 
press releases of March 16, 1945 (No. 7524) and of May 22, 1945 (No. 
8100) the War Production Board said: 


Despite tightening of the copper and steel supply, alarm-clock manufacturers 
are expected to be allocated sufficient material in the second quarter of 1945 to 
produce as many clocks as they can make without using facilities or manpower 
needed for war production in their plants. * * * 

In alarm clocks, for example, the Nation’s buying intentions, if supply were 
ample, showed a walk in [demand] of 12,590,000 as against a demand for 12,425,- 
000 reported a year ago in a similar OCR survey. The extent of the shortages 
in the 12 articles is shown by the experience of families that actually tried to buy 
them in the first quarter of 1945. The percentage of families reporting real in- 
convenience or hardship from their inability to purchase is just about the same 
for the corresponding items as it was a year ago. This percentage is the highest 
in window screening (70 percent), alarm clocks (71 percent) * * *, [Italie 


supplied. } 
Peacetime needs for clocks and watches are relatively no less acute 
than those of wartime. Our entire economy is geared to time, and 


personal timepieces are indispensable to every individual. 


The grouping of clocks and pin-lever watches with erry items is 


an anachronism. Many years ago, prior to the days of modern mass 
production, clocks and watches were handmade, expensive, and dis- 
tributed through jewelry outlets which maintained servicing facilities. 
They were therefore generally regarded as, and classified with, jewelry 
items. But the pin-lever, or nonjeweled, watch was not invented until 
around 1900; the synchronous electric clock is even now only about 30 
years old; and the modern spring-powered clock in general use is also 
the product of the 20th century. 

Today, it is estimated that fewer than 10 percent of all clocks and 
pin-lever watches sold in the United States are retailed through 
jewelers, few of whom either repair or service them. The reason for 
classifying these timepieces with jewelry items, either for taxation or 
for any other purpose, has long since disappeared. Even the Census 
Bureau has, since its 1950 Survey of Manufacturers, classified watches 
and clocks under the heading “Instruments; photographie and _ op- 
tional goods; watches and clocks” instead of with jewelry and silver- 
ware under a miscellaneous classification. The Statistical Abstract 
of the United States has made a similar change. 

Moreover, in singling out clocks and pin-lever watches for taxation 
the excise tax is clearly discriminatory. Our industry is illogically 
penalized while other products of the same general character and of 
no greater essentiality remain untaxed. Ciisipetabhe are always 
invidious, and I will not list the many articles which are less essential 
than clocks and watches—or no more essential—and which are not 
burdened with Federal excise taxes. But it is glaringly inequitable 
to select ordinary timepieces as the objects of taxes out of a great many 
other necessary items which remain untaxed. 
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Clocks and watches are, after all, primarily measuring devices. 
Their important function is to measure time. But there is, to my 
knowledge, no other measuring device on which the Congress has 
levied excise taxes: Thermometers to measure temperature, scales to 
measure weight, rulers to measure distance, ammeters and voltmeters 
to measure electricity—even jiggers to measure whiskey—all are 
exempt from excise taxes. Even the clock’s primitive antecedent, the 
hourglass, enjoys freedom from Federal excises. Some of these tax- 
free articles are highly ornamented. But the practical, work-a-day, 
inexpensive clock and watch bear the full brunt of excise taxes. What 
distinction can be made in support of this discrimination ? 

I submit that Congress ought to reexamine its classifications of 
items selected to carry the special burden of excise taxes. Clocks and 
watches are basic implements of everyday use which do not belong in 
any of the excise tax classifications. Specifically, they are not luxury 
items and should not be taxed as such. To put it in other words, an 
ordinary article should not be subjected to an extraordinary tax when 
like articles are not similarly taxed. 


EXCISE TAXES HAVE CAUSED CLOCKS AND PIN-LEVER WATCHES TO BE 
EXCLUDED FROM NORMAL AND HISTORICAL RETAIL OUTLETS 


Our industry has experienced all of the typical problems and hard- 
ships which excise taxes have brought about. ‘These—notably the 
curtailment of sales—have been thoroughly discussed by representa- 
tives of other affected industries, but we have one problem which we 
believe is peculiar to the clock and watch industry. 

Clocks and watches are sold through a wide variety of outlets. 
Jewelry stores account for only a very small percentage of our retailers. 
Most drugstores, hardware stores, specialty shops, and even tobac- 
conists and newsstands, have carried clocks and watches as standard 
merchandise. In some instances, particular stores have stocked no 
other article on which an excise tax must be collected. In other cases 
only a few such articles have been carried in stock. We have found 
instances where retailers are discontinuing the sale of clocks and 
watches. They are doing so because of the trouble and expense in- 
volved in collecting and remitting the tax on a few items and keeping 
the necessary records, and because of the possibility of mistakes on 
the part of sales clerks. The result is that we have lost retail outlets 
solely because of the fact that our products are subject to an onerous 
excise tax. We are seriously concerned with such incidents because 
they are impairing our facilities for retail distribution, primarily 
beeause of the effect of excise taxes. 

This situation also illustrates again, and perfectly, the point. which 
I made earlier in this statement—that so far as clocks and watches are 
concerned excise taxes are harmfully discriminatory and ought to be 
repealed. ; 


EXCISE TAXES HAVE RESULTED IN A COMPETITIVE ADVANTAGE TO LOWER- 
PRICED IMPORTED CLOCKS AND PIN-LEVER WATCHES, AND A CORRE- 
SPONDING COMPETITIVE DISADVANTAGE FOR DOMESTIC CLOCKS AND 
PIN-LEVER WATCHES 


In merchandising practices generally—not limited to clocks and 
pin-lever watches—it is recognized that there are both logical and 
psychological reasons for pricing items at retail at just below $5 and 

85776—57 88 
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just below $6. Accordingly, a wide variety of items are priced at $4.95 
to $4.98 and $5.95 to $5.98. The application of the 10-percent excise 
tax on clocks and pin-lever watches brings the consumer’s cost to 
$5.45 to $5.48 and $6.55 and $6.58, respectively. The result is that all 
recognized and accepted pricing formulas are completely disrupted, 
and sale is lost to a purchaser willing to pay up to $5 or $6 for a clock 
or inexpensive watch. Merchandising experience and observation 
have indicated that this situation has produced a significant shrinkage 
in the sale of domestic clocks and pin-lever watches, on which the cost 
and selling price cannot be reduced sufficiently to absorb the tax 
within these retail brackets. 

This disadvantage is not, however, equally applicable to imported 
clocks and pin-lever watches, which are produced abroad at much 
lower cost and imported to sell well below the price of the domestic 
timepiece notwithstanding the existing tariff. Priced at just below 
$4 and $5 imported timepieces are able to include the retail excise tax 
of 10 percent in a total cost to the consumer of less than $4.50 and less 
than $5.50, respectively—as compared with $5.45 and $6.55 for 
competing domestic timepieces. 

A marked competitive advantage is gained by imported clocks and 
pin-lever watches in this situation. Not only is the pricing pattern 
of the domestic product rendered valueless by the addition of the 
excise tax but the imported timepieces are priced well within the 
standard market brackets even with the excise tax included. This is, 
of course, an unanticipated and unintended consequence of the tax. 

The importance of this factor to domestic producers of clocks and 
pin-lever watches will be emphasized by a reference to the attached 
two charts, which show the volume of imports of 0 to 1 jewel watches 
and clocks, by months, during the past 4 years. Significantly, a great 
volume of the 0 to 1 jewel imported watches are retailed at $4.50 or 
less, and most of the imported clocks are sold at retail or less than $5. 

Excise taxes, therefore, operate to the substantial disadvantage of 
domestic producers in competition with imported timepieces. They 
constitute one of the damaging factors which are contributing to the 
serious injury now being sustained by the domestic clock and pin- 
lever watch industry as a consequence of tremendously increased 
imports. 

CONCLUSION 


Clocks and low-priced watches do not properly belong in the excise 
tax structure at all. They are necessaries, and in no sense luxuries 
or “jewelry, etc.” The excise tax has been described as “selective,” 
but it is in fact indefensibly discriminatory against clocks and watches 
and the industry which produces them. It is an especially trouble- 
some burden which we and our products should no longer be required 
tocarry. We insist, therefore, that as to clocks and pin-lever watches 
excise taxes should be entirely repealed. 

On behalf of Clock & Watch Manufacturers Association of America 
I urge the committee to recommend the repeal of excise taxes on clocks 
and low-priced watches and thereby to relieve our industry of the 
special problems which they have created. 
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Mr. Foranp. Mr. Jenkins. 

Mr. Jenxrns. It strikes me that your whole speech is in your first 
paragraph. You say: 

My name is C. E. Somers. I reside in Watertown, Conn. I am appearing 
before your subcommittee to urge the repeal of the existing retail excise tax of 


10 percent. 
That is what you are here for? 

Mr. Somers That is correct, sir. 

Mr. Foranp. Are there any further questions? 

If not, we thank you for your presentation and assure you that 
the subject matter will be given serious consideration. 

The next witness is Mr. John R. Haire, vice president of the New 
York Stock Exchange. 


STATEMENT OF G. KEITH FUNSTON, PRESIDENT, NEW YORK STOCK 
EXCHANGE, PRESENTED BY JOHN R. HAIRE, VICE PRESIDENT 


Mr. Hares. Pursuant to the invitation of the Honorable Aime J. 
Forand, chairman of the Subcommittee on Excise Taxes of the House 
Ways and Means Committee, the New York Stock Exchange submits 
the following statement in connection with Category of excise tax: 
Documentary stamp tax; Grouping: Rates and problems relating to 
the level of rates. 

The Subcommittee on Excise Tax Technical and Administrative 
Problems, in its report of April 20, 1956, to the House Ways and 
Means Committee, recommended (at p. 43) that the stock transfer tax 
be revised : 

(ii) In the case of the stock transfer tax where there is a sale or exchange for 
value, the tax rate would be 5 cents on each $100 (or major fraction thereof) 
of the actual value of the total stock involved in a transaction. The minimum 
tax in any transaction would be 5 cents. 

This would be a change from the present basis of the stock transfer 
tax, which is 6 cents on each $100 (or fraction thereof) of the par or 
face value of each certificate (or shares, if no certificate is transferred ), 
except that if the stock is sold for less than $20 per share the tax rate 
is 5 cents. In the case of no-par-value stock the tax is 6 cents per 
share except that for stock selling for less than $20 a share the tax 
is 5 cents a share. It should be borne in mind that the present rates 
of tax are wartime rates reflecting 20 to 25 percent increases made by 
the defense tax chapter of the Revenue Act of 1940. Although the 
impact of other wartime excise rates has since been reduced, no change 
in stock transfer tax rates has been made since these rates were in- 
creased in 1940 to the present alltime high levels. Prior to 1940 
the rates for many years were 5 cents per $100 par value on stocks 
selling at $20 or more and 4 cents per $100 par vale on stocks selling 
under $20. 

In connection with this recommendation the subcommittee report 
states : 


Certain sampling techniques were applied in the case of the transfer tax to 
determine the rate which should be imposed to maintain current revenues. An 
examination of the transfers which occurred on the New York Stock Bxchange 
in November 1955, indicated that, based upon the then current price level, a tax 
of 4 cents per $100 of market value would result in approximately the same 
revenue collections as the present par value taxes. However, it is recognized 
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that this is a period of historically high values for most stocks, aud for that 
reason it is believed necessary to impose a rate of 5 cents per $100 of actual 
value. 


IMPACT ON INVESTING PUBLIC 


The New York Stock Exchange has now had an opportunity to 
study the impact of the proposed change in the stock transfer tax over 
an extended period of time since November 1955. Based on a de- 
tailed study of reported transactions on the New York Stock Exchange 
for the first 9 months of 1956 we find that the proposed change to a rate 
of 5 cents per $100 of actual value would have resulted in a tax increase 
of 35 percent over the current tax on these transactions. (See exhibit 
A attached.) 

In the case of the 50 most active stocks during this 9-month 
period, the increase would have been even more pronounced. The tax 
on these stocks—which during the period accounted for 28 percent 
of New York Stock Exchange dollar volume—would have increased 
by 60 percent. These 50 companies include many of America’s lead- 
ing corporations and the combined number of their stockholders of 
record is more than 514 million—18 percent of the total stockholders 
of record of all publicly owned American corporations. (See exhibit 
B attached.) 

An increase of the magnitude proposed would place an additional 
tax burden on the investing public of approximately $2.8 million a 
year on New York Stock Exchange reported stock volume. On all 
stock and bond transactions executed through member firms of this 
exchange—including transactions on other exchanges and in the over- 
the-counter markets—the tax increase is estimated to be $5.8 million 
a year. Since member firms of this exchange constitute only a part 
of the securities industry, the total tax burden added to that already 
carried by millions of American investors would be much greater. 

The magnitude of this increase is substantiated by the testimony 
of the Honorable Dan Throop Smith, Special Assistant to the Secre- 
tary of the Treasury in Charge of Tax Policy, in his appearance be- 
fore the Excise Tax Subcommittee on January 11, 1956. Mr. Smith, 
in response to questions from a member of the subcommittee, indicated 
that, at the November 1955 level of stock prices, the 5-cent rate would 
yield increased revenue which we compute from his statement to be 
somewhere between $11 million and $17.5 million a year. The current 
level of stock prices is approximately the same as it was in November 
1955. 

One of the factors which must be recognized in considering a shift 
in the basis of the stock transfer tax from par value to market value 
is that the revenue from such a tax will fluctuate with stock prices. 
We submit that, if such a change in the basis of the tax is desirable, 
it is unfair to attempt to insure against such natural fluctuations by 
imposing on investors a 35-percent tax increase. We seriously ques- 
tion whether any individual can say with certainty whether stock 
prices at any time are “historically high” or “historically low.” The 
purchasing power of the dollar, the growth of the economy, and the 
future prospects of industry are all factors in such an evaluation. 
There have been many periods in history when, by hindsight, stock 
prices which appeared at the time to be “historically high” turned out 
to be “historically low” in the light of the subsequent growth of the 
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economy. The Treasury, however, suggests that stock pr ices today 
are “historically high” and declares that protection of Government 
revenue from the stock transfer tax therefore requires setting the 
proposed rates at levels far above those required to produce current 
revenues. 

This proposed change was originally advanced by the Treasury as 
a technical change to be made on a basis which would maintain current 
revenues. It should not now be made the basis of an unjustified 
35 percent tax increase for millions of American investors. If the 
subcommittee believes that the risk of substantial revenue loss from 
declining stock prices is so great that it must be cushioned by a 35- 
percent tax increase then there would appear to be a serious question 
as to the desirability of making the change at all. We, therefore, urge 
the subcommittee to set the rate of tax no higher than 4 cents per $100 
of market value. We estimate that a 4-cent rate at present stock 
prices would yield approximaely 8 percent more revenue than the 
present tax. On all securities transactions executed through member 
firms of the New York Stock Exchange the 4-cent rate is currently 
estimated to yield $1.3 million additional revenue per year. (See ex- 
hibit A.) 


IMPACT ON SECURITIES MARKETS 


In addition to the direct burden on millions of shareowners of a 
35-percent tax increase, the proposed substantial increase in the stock 
transfer tax would also have an undesirable indirect effect on the 
investing public. This would arise from the increased burden which 
this tax would impose on specialists and odd lot dealers on registered 


stock exchanges. 

Approximately 350 members of the New York Stock Exchange are 
specialists—so called because they specialize in “making a market” 
for one or more stocks listed on the exchange. The exchange imposes 
on each specialist the obligation to maintain a fair and orderly market, 
insofar as reasonably possible, in the stocks in which he specializes. 
In order to fulfill his obligation to the exchange and to the public to 
maintain a fair and orderly market, the specialist must frequently 
buy stock for his own account when the public wishes to sell and must 
sell stock from his own account when a rush of public buying orders 
is received. He is a middleman, providing continuity and liquidity 
to the market which otherwise would not exist. His transactions for 
his own account to maintain the market are frequently in large volume 
to offset a temporary imbalance in public orders. At times his posi- 
tion in a stock is of short duration and he will both buy and sell the 

same stock several times a day in his endeavor to maintain a market 
with a minimum differential between the bid and offer prices and 
with minimum variations between the prices at which successive 
transactions are effected. 

A specialist is required to pay a transfer tax on every sale transac- 
tion for his own account—even though he may purchase and sell the 
same security several times each day—and regardless of whether the 
transactions have been profitable for him. Transfer taxes are one of 
the major costs of a specialist’s business and must enter into his de- 
termination of the closeness of the market he can afford to make. 

It is estimated that New York Stock Exchange specialists, on their 
dealer sales under the proposed 5-cent rate, w ould be required to pay 
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$400,000 to $500,000 more per year than the $1,100,000. they already 
pay under current rates. They can only absorb this additional ex- 
pense by widening the spread between the prices at which they buy 
and the prices at which they sell. The results of this will be poorer 
securities markets, less activity, and increased costs to the investing 
public. 

In this connection, we urge the subcommittee to give consideration 
to imposing the stock transfer tax only on the net sales each day 
made by specialists on registered securities exchanges in stocks in 
which they are registered. We would submit that where the special- 
ist purchases 100 shares of X YZ stock from the public at 10:05 a. m. 
to maintain the market and sells 100 shares of X YZ at 2: 30 p. m. the 
same day, he is serving as a middleman whose presence in the market 
is essential because the public’s buy and sell orders did not reach the 
market at the same moment. We would suggest that such sales— 
counterbalanced the same day by equivalent purchases—should be 
exempted from tax in the interest of enabling the specialist to main- 
tain better markets for the investing public. 

For similar reasons we would suggest that the same type of exemp- 
tion be extended to odd-lot dealers on registered securities exchanges 
insofar as it is necessary for them to sell round lots accumulated 
through the purchase of odd lots on the same day. 

Such a “daylight exemption” for specialists and odd-lot dealers 
on registered securities exchanges would inure to the benefit of the 
public in the form of closer and more liquid markets. 


CONCLUSION 


Based on the opportunity which we have had since November 1955, 
to assess the impact of the proposed change in the stock transfer tax 
to a tax at the rate of 5 cents per $100 of market value, we conclude 
that such a change would constitute an unjustified and unnecessary 
additional burden on the investing public. We believe that such a 
substantial additional burden would be particularly unfortunate at a 
time when more and more Americans are becoming shareowners. If 
this country is to obtain the tens of billions of dollars in new equity 
capital which will be needed in the next decade to provide jobs for 
our growing labor force, we believe that Congress should do whatever 
is possible to encourage investment rather than increase the tax burden 
of the investor. 

We therefore urge the subcommittee to consider possible alterna- 
tives which would ease the potential burden on the investing public 
and the Nation’s securities markets threatened by the proposed in- 
crease in the stock transfer tax. Two alternatives which merit 
thorough consideration are (1) the setting of the rate of tax at 4 cents 
per $100 of market value—which would still result in increased reve- 
nue to the Government above that produced by current rates—and (2) 
an exemption for the round-lot sales of specialists and odd-lot dealers 
on registered securities exchanges to the extent that those dealer sales 
-are offset by equivalent purchases made on the same day. 

(The exhibits referred to follow :) 
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Exurir A 


Estimated Federal stock transfer tarves 


| Increase in Federal 
Ist 9 Full year | stock transfer tax 

months | (projected) | ta 
1956 | 

| Amount |Percent 

i 


nn ~ 


i 
i 
} 


| 

I. New York Stock Exchange reported stock volume: | 
Present stock transfer tax... _.__- | $6,077,000 | 
Estimated Federal stock transfer tax at rate of 5 | | 


| 
$8, 103, 000 | 
10, 916, 000 | $2, 813, 000 
8, 732, 000 | 


8, 187, 000 
6, 550, 000 


cents per $100 of market value______- | 
Estimated Federal stock transfer tax at rate of 4 | 


cents per $100 of market value 629, 000 
. All cveneilion transactions executed through New York 
Stock Exchange Member firms: 
Present stock transfer tax... ..__- ..| 12, 500,000 |'16, 700,000 |__ oe 
Estimated Federal stock transfer tax at rate of 5 | 
cents per $100 of market value 16, 900, 000 (*22, 500,000 | 5, 800, 000 
Estimated Federal stock transfer tax at rate of 4 
cents per $100 of market value 13, 500, 000 #18, 000, 000 | 1, 300, 000 


} 


1 Actual Federal stock transfer tax paid through New York Stock Exchange Stock Clearing Corp. 
2 Estimated by applying percentage increases on reported stock volume to actual tax payments on a! 
transactions. 
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Mr. Foranp. Are there any questions? If not, we thank you for 
your appearance. 

Mr. Harre. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness is Mr. Franklin Johnson. 

Please identify yourself for the purpose of the record, and also 
identify the gentlemen with you. 


STATEMENT OF FRANKLIN R. JOHNSON, ON BEHALF OF THE 
NATIONAL ASSOCIATION OF INVESTMENT COMPANIES, ACCOM- 
PANIED BY EDWIN S. COHEN, COUNSEL, NATIONAL ASSOCIATION 
OF INVESTMENT COMPANIES, NEW YORK, N. Y., AND CYRIL J. C. 
QUINN, CHAIRMAN, TAX COMMITTEE, NATIONAL ASSOCIATION 
OF INVESTMENT COMPANIES 


Mr. Jounson. Mr. Chairman, and members of the committee, my 
name is Franklin R. Johnson. Seated on m right is Mr. Edwin §. 
Cohen, counsel for the National Association of Investment Companies, 
of New York. On my left is Mr. Cyril J. C. Quinn, chairman of the 
tax committee of the National Association of Investment Companies. 

Mr. Foranp. Do you have a prepared statement ? 

Mr. Jonnson. I have, sir, a short statement. 

At this time, in accordance with your suggestion, we do intend to 
file a longer statement at a later date. It is our intention, if it please 
the committee, to confine my remarks to the shorter statement which 
I have here. 

Mr. Foranp. That will be agreeable. You understand, of course, 
that all statements must be in by the 14th of December at the latest? 

Mr. JoHnson. I do, sir. We intend to have our longer memorandum 
filed by that time. 

Mr. Foranp. You may proceed. 

Mr. Jonnson. Thank you. 

I am vice president and secretary of the Colonial Fund, Inc., Gas 
Industries Fund, Inc., and the Bond Investment Trust of America, 
of Boston, Mass., all of which are regulated investment companies of 
the open-end type—sometimes referred to as mutual funds. 

I appear here today on behalf of the National Association of In- 
vestment Companies, which consists of 159 companies registered and 
regulated under the Investment Company Act of 1940. These com- 
panies act as an important outlet for savings by providing to persons 
of moderate means the opportunity to invest in corporate securities 
with the benefits of diversification of risk and experienced investment 
management. Some 2,500,000 separate shareholder accounts share 
in about $10 billion of net assets held by these companies, an average 
of about $4,000 per account. More than 85 percent of these assets are 
held by companies of the open-end type. 

Until the present time the stamp tax on stock issues and transfers, 
while substantial, has not constituted such a serious burden on open- 
end investment companies and their shareholders. However, the 
proposed amendments to chapter 34 of the code which would base 
these taxes on the fair market value of stock issued or transferred 
rather than on par value would transform this burden into a serious 
one. This indeed was recognized, as you may recall, by Mr. Dan 
Throop Smith in his testimony on November 26, 1956, before this 
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subcommittee in which he suggested that the subcommittee might 
wish to consider reviewing the impact of the proposed amendment on 
investment companies. For example, with respect to the stamp tax 
on original issues of stocks, these companies paid in 1955 an aggregate 
tax of $400,000. Under the proposed amendment the companies 
would face an issue tax, we estimate, of between $2,700,000 and 
$3,500,000 per year. This would be an increase of at least seven times. 
We say such an added burden would be a substantial penalty upon 
the person of moderate means who wishes to pool his funds with those 
of other persons in an investment company instead of making his own 
direct investments. 

I would say at this point that open-end investment companies are 
unique. ‘They are a different kind of an animal than the ordinary 
corporation. They are engaged im issuing their shares each day as 
compared with the ordinary corporation which issues its shares 
infrequently—oftentimes on the day of its organization. Certainly 
new security issues are somewhat infrequent events in the lives of 
most corporations. That is not so in the case of open-end investment 
companies. Our shares are being issued daily. When the shareholder 
wishes to withdraw from the company, he sells his shares back to the 
company for redemption at their current value; and the company 
stands ready to redeem them from him at any time upon presentation 
by him. Thus, as I have said, unlike a normal business corporation, 
the capital of an open-end investment company is in a constant state 
of flux as shares are issued daily to some persons and redeemed from 
others. 

The second respect in which we are unique is that a great many of 
these transactions are in small amounts, $5, $10, $20, or $25, par- 
ticularly where the small investor has a regular monthly purchase 
program or applies his dividends to buy additional shares. Since 
the minimum issue tax of 11 cents must be paid on each transaction, 
however small, the issue tax actually paid by the companies is much 
greater than it would be if the shares were issued at one time in one 
transaction. In 1955, the companies paid some $400,000 in issue tax 
although had all their shares been issued in blocks of 100 shares each 
the tax would have been no more than $125,000. 

I would like to call to the attention of the subcommittee the situa- 
tion of income taxes as they relate to investment companies. For 
some 20 years, the income tax provisions of the code have contained 
special rules relating to regulated investment companies and their 
shareholders. These rules are designed to reach substantially the 
same income tax result as if the investing shareholder had made direct 
investments in the underlying securities in the portfolio of the invest- 
ment company instead of investing in the investment company itself. 
Thus if the company distributes currently to its shareholders all of 
its income and capital gains, the company pays no income tax but the 
shareholder pays tax substantially as though he had realized the in- 
come and capital gains directly. 

In the field of documentary stamp taxes, the imposition of an 
original issue tax upon regulated investment companies is directly 
contrary to this policy since it imposes a tax burden which the share- 
holder would not bear if he invested directly in the underlying 
securities. In effect, it is a second layer of taxation. The same stock 
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transfer taxes are payable whether the underlying securities are 
bought and sold by the individual or by the company using his money, 
but if he decides to have the company invest his funds an original 
issue tax will be payable on the shares of the investment company in 
addition to the transfer taxes payable on the purchase and sale by 
the company of the underlying securities in its portfolio. The policy 
so long in effect for income tax purposes should, we submit, be extended 
to the field of documentary stamp taxes. Indeed, in its report of April 
30, 1956, this subcommittee recognized in other connections the desir- 
ability of conforming the stamp tax laws to the policy of the income 
tax laws. 

I have said that we are a unique animal. The closest analogy that 
we can find to our situation is that of the common trust funds, which 
are in many respects similar to open-end investment companies. Those 
funds, originally held by the courts to be taxable as corporations, 
were by statute relieved of income tax and the participants were 
required to pay income tax upon their pro rata share of the income 
and capital gains of the fund. In addition, in order to conform the 
excise-tax policy to that of the income-tax policy, the stamp-tax provi- 
sions were amended in 1942 to relieve the common trust fund of 
original issue tax. We say that we, too, should be exempted from 
the original issue tax. 

If the companies are exempted from issue tax, the subcommittee 
might feel that it should consider the imposition of a stock transfer 
tax on shares turned in for redemption by a shareholder. The trans- 
fer of shares to an open-end company for cancellation is not now 
subject to transfer tax. It often occurs that on the same day certain 
persons will buy into the company and others will liquidate out. The 
company may take the funds paid in by the incoming shareholder to 
pay out the withdrawing shareholder without buying or selling securi- 
ties in its portfolio. As a result, if substantially the same taxes are to 
be collected as though the individual had invested directly, the stock 
transfer tax might be imposed upon redemptions of stock in open-end 
investment companies. Such a tax, it is estimated, would yield more 
than $250,000 per year in revenue at the proposed new rates. 

If for any reason the subcommittee should feel that the issue tax 
must be imposed upon these companies, we respectfully suggest that 
it be based upon the net increase in capital of the company over a 
reasonable period of time, such as 3 months, instead of being inrposed 
upon each separate transaction. Such a system would eliminate the 
drastic increase in tax burden of these companies which flows from 
the collection of the minimum tax on each separate transaction. It 
would also recognize that due to the daily fluctuations in the capital 
account of these companies—a circumstance foreign to ordinary busi- 
ness corporations—only their net growth in capital over a reasonable 
period should be taken into account in measuring an issue tax. It is 
estimated from 1955 figures that an issue tax on this basis would have 
produced at the proposed new rates revenue from these companies of 
some $800,000 per year. 

With repect to stock transfer taxes, the shares of open-end invest- 
ment companies purchased by an investor are normally subjected to 1 
or 2 stock transfer taxes in addition to the original issue tax as the new 
shares pass from the issuing company through an underwriter and a 
securities dealer to the investor. These additional stock transfer 
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taxes on technical transfers occurring as an incident to the individual’s 
making his investment constitute a further burden on the person who 
wishes to invest via an open-end investment company instead of in- 
vesting directly on his own. The State of New York since 1944 has 
exempted from its stock transfer taxes transfers of shares of open-end 
investment companies from the issuing company to the underwriter, 
from the underwriter to the dealer, and from the dealer to the investor. 
We suggest that a similar provision be enacted in the new chapter 34 
of the code. 

In summary, we respectfully suggest that in recognition of the 
role which these companies have as a medium for the person of mod- 
erate means to invest in the already issued shares of business corpora- 
tions, and in conformity with the income-tax policy of making the tax 
burden on persons investing through these companies similar to that 
applicable on direct investments, the shares of these companies should 
be exempted from original issue tax. If the subcommittee neverthe- 
less should feel that open-end investment companies should continue 
to be subject to original issue taxes, it is submitted that the tax should 
be measured by the actual net additions to capital over a reasonable 
period of time and not by each individual transaction. Further, we 
suggest that transfers of open-end investment company shares as they 
yass through the underwriter and dealer to the investor on original 
issue Should be exempted from Federal stock transfer tax as they have 
been in the State of New York. The association proposes, as I have 
said, to submit a memorandum discussing these matters in greater 
detail and will be happy to cooperate with the subcommittee and its 
staff in any way the sabconiaittan desires. 

I thank you for your patience in listening to me, sir. 

Mr. Foranp. Are there any questions? 

Mr. Mason. Mr, Chairman ? 

Mr. Foranp. Mr. Mason. 

Mr. Mason. You state that your open-end investment company is a 
peculiar animal for doing business. I gather from your statement 
that it has certain advantages over other organizations, and certain 
handicaps. Your statement would suggest that you want to retain all 
the advantages and get rid of the handicaps as much as possible. 
That is what I get out of your statement. 

I think, Mr. Chairman, we will have to consider that pretty seriously 
before we can act upon it. 

Mr. Jounson. Congressman Mason, I am sure that all of us would 
like, if we could, to eliminate the handicaps in our business, and I am 
sure that we are not going to be able to do so. All I meant to convey, 
in my remarks here, was that until now the imposition of the Federal 
issue tax has not been a serious burden. The impact of the new rate 
makes that burden a serious burden and it points up the fact that it 
IS a regressive tax in that it is levied on the small shareholder who 
invests through the investment company and not upon the man who 
buys directly. 

Mr. Mason. That is also true, is it not, on regular purchases of 
stock through other regular organizations, like the stock exchange? 

Mr. Jounson. No, sir; that is not the case. That is the point. 
There is only one layer of taxation there, and here there are two. 

Mr. Mason. That is all. 

Mr. Foranp. Are there any further questions? 
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Mr. Kroeu. I would like to ask Mr. Johnson a question. 

Do not those real-estate investment trusts eats in a manner 
similar to which your types of companies operate / 

Mr. Jonnson. I believe that is correct, sir. 

Mr. Kroeu. And the effort on the part of the Congress to give them 
that same conduit type treatment failed of enactment. 

Mr. Jounson. I am told that is the case. 

Mr. Krocu. That leaves, then, an advantage in favor of open-end 
investment companies as opposed to real-estate investment trusts. 

Mr. Jounson. Excuse me, Congressman Keogh. 

Mr. Cohen says to me we have always felt that there are substantial 
differences. For my own part, I would say, Congressman, Keogh, I 
think they are not open ma They are, and would like to be, at least, 
regulated investment companies under the code. But I think I am 
correct in moans they are not open-end funds. 

Mr. Foranp. Mr. Jenkins? 

Mr. Jenxins. How do you define an open-end organization ? 

Mr. Jounson. Congressman Jenkins, an open-end fund is a fund 
which is engaged in the daily issuance of its shares and the daily 
redemption of its shares on request of any withdrawing shareholder. 

Mr. Jenkins. Are you inspected as the banks or by the bank 
inspectors ¢ 

Mr. Jounson. We are regulated by the Securities and Exchange 
Commission, both under the Investment Company Act of 1940 and 
the Securities Act of 1933, and by the several States under the local 
“blue sky” laws. 

Mr. Jenkins. That is all, Mr. Chairman. 


Mr. Foranp. We thank you for your contribution. 
Mr. Jounson. Thank you, Mr. Chairman. 


(The following supplemental statement was later submitted for 
the record :) 


MEMORANDUM OF NATIONAL ASSOCIATION OF INVESTMENT COMPANIES TO THE Sur- 
COMMITTEE ON Excise TAXES OF THE COMMITTEE ON WAYS AND MEANS RELATING 


TO DOCUMENTARY STAMP TAXES ON SHARES OF REGULATED INVESTMENT Com- 
PANIES 


This memorandum is submitted on behalf of the National Association of 
Investment Companies with respect to the proposed changes in chapter 34 of 
the Internal Revenue Code relating to documentary stamp taxes. 

Section 141 of H. R. 12298 proposes to amend sections 4801 and 4821 of the 
Internal Revenue Code, relating to tax on the original issue and on the sale 
or transfer of shares or certificates of par value stock, so as to measure fhe tax 
by the actual value of the certificates instead of by their par value. As Mr. Dan 
Throop Smith, assistant to the Secretary of the Treasury, recognized in his 
testimony before the subcommittee on November 26, 1956, this change will sub- 
stantially affect the shares of open-end regulated investment companies. Mr. 
Smith suggested that the subcommittee “might want to review the possible impact 
of the change on this important outlet for savings.” This memorandum is 
submitted in amplification of the testimony presented on behalf of the National 


Association of Investment Companies before the subcommittee on December 5, 
1956. 


THE NATURE AND FUNCTION OF REGULATED INVESTMENT COMPANIES 


The National Association of Investment Companies consists of 159 member 
companies registered with and regulated by the Securities and Exchange Com- 
mission under the Investment Company Act of 1940. These companies provide 
an outlet for savings by offering persons of moderate means who desire to invest 
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in corporate securities the opportunity to secure the benefits of diversification 
of risk and experienced investment management. Instead of purchasing cor- 
porate securities directly, an investor may acquire shares of an investment 
company; the investment company pools the funds received from a large 
number of individuals and invests them in a diversified list of the securities 
of corporate enterprises. On June 30, 1956, the member companies of the asso- 
ciation held about $10 billion of assets for about 2,500,000 shareholder accounts 
an average of about $4,000 in value per account. Since some shareholders own 
shares of more than one company, the average holding of investment company 
shares per individual may be $6,000 to $8,000 in value. 

Regulated investment companies are of two types, “open end” and “closed end.” 
Closed-end companies have fixed capital structures which are modified only in- 
frequently, and their shares are traded between shareholders on national se- 
curities exchanges or in the over-the-counter market. However, the shares of 
open-end investment companies, which hold more than 85 percent of the assets 
held by the association’s member companies, are not generally available for 
purchase and sale in the open market. Instead, a person desiring to invest in 
such a company generally buys newly issued shares on original issue from the 
company. When he wishes to withdraw from the company he normally sells his 
shares back to the company for redemption at their current value and the com- 
pany stands ready to redeem them from him at any time upon presentation by 
him. Thus, unlike a normal business corporation or a closed-end investment 
company, the capital of an open-end investment company is in a constant state of 
flux aS shares are issued daily to some persons and redeemed from others.’ 

A large proportion of the issue transactions of open-end investment companies 
involves small dollar amounts and a small or even a fractional number of shares. 
For example, many open-end investment companies have provided so-called ac- 
cumulation plans which are arrangements permitting a person to invest smail 
fixed sums periodically. There are presently about 420,000 of these plans in 
effect, more than 60 percent of which represent investments of less than $2,500 
each in total value. In addition, these plans call for the application of ordinary 
dividends and capital gain distributions to purchase of new shares. Aside 
from these plans most open-end investment companies provide means for share 


holders to reinvest distributed capital gains in new shares, and some provide 
for the reinvestment of ordinary dividends. The issuance of shares in such 
transactions enables the companies to serve as outlets for savings of persons 
who are unable to invest large amounts at any one time. 


THE FEDERAL INCOME TAX TREATMENT OF REGULATED INVESTMENT COMPANIES 


For some 20 years the Federal income-tux law has contained provisions relat- 
ing to regulated investment companies and their shareholders designed so far 
as reasonably possible to place a person investing through a regulated investment 
company in the same Federal income tax position as if he had invested directly 
in the securities held in the portfolio of the investment company. 

When President Roosevelt first proposed a tax on dividends received by one 
domestic corporation from another domestic corporation, he said in a message 
to Congress : 

“Bona fide investment trusts that submit to public regulation and perform 
the function of permitting small investors to obtain the benefit of diversifica- 
tion of risk may well be exempted from this tax” (1935) H. Rept. 1681, 74th 
Cong., Ist sess., 1939-ICB, p. 2, 642, 644). 

In accordance with this recommendation Congress in enacting the Revenue 
Act of 1936 provided that open-end investment companies which distributed 
currently to their shareholders at least 90 percent of their net income should 
not be subject te corporate income tax on any income distributed currently to 
shareholders. When the Congress passed the Investment Company Act of 1940, 
the accompanying committee reports called attention to the need for further 
extension of these special income-tax provisions. Thereafter, in the Revenue Act 
of 1942, the system was extended to include closed-end regulated companies and, 
in addition, provisions were inserted to make distributions of long-term capital 
gains to shareholders retain their character as capital gains in the hands of the 


?The constant process of issuing and redeeming an open-end investment company’s 
shares is one of numerous factors which also distinguish it from the so-called real-estate 
investment trust. Such trusts do not stand ready to redeem their certificates upon 
presentation. 
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shareholders instead of being treated as ordinary dividend income. With minor 
modifications, such as to permit passing through to shareholders foreign tax 
credits, the provisions were reenacted in substantially the same form in the 
Internal Revenue Code of 1954. 

Under this present income-tax system, corporate income tax is not imposed 
upon a regulated investment company which distributes currently to its share- 
holders all its net ordinary income and all its net iong-term capital gains. The 
income and capital gains are then taxed in the hands of the shareholders in 
substantially the same manner as if each shareholder had received directly his 
pro rata share of the ordinary income and capital gains on direct investments in 
the underlying corporations whose securities are held in the portfolio of the 
investment company. Thus, in general, the shareholder who invests through 
an investment company bears no greater burden of Federal income tax, either 
directly on his own tax return or indirectly by reason of a corporate tax on the 
investment company, than if he had invested directly. The person of moderate 
means who secures diversification of risk and experienced investment manage- 
ment through an investment company is not penalized as compared with a person 
of wealth who can secure these advantages by making a series of direct invest- 
ments in corporate securities. 


THE ISSUANCE OF OPEN-END INVESTMENT COMPANY SHARES SHOULD BE EXEMPT FROM 
ORIGINAL ISSUE TAX 


The imposition of a documentary stamp tax on original issues of stock by 
open-end regulated investment companies constitutes a burden upon a person 
who invests through an investment company which is not imposed upon a person 
who invests directly. It thus runs contrary to the basic system which Congress 
has provided for income tax purposes with respect to these companies and their 
shareholders. While the amount of this added burden has not heretofore been 
substantial enough to create a serious difficulty, it would become so if the pro- 
posed amendments to the method of calculating the original issue tax were 
adopted without some special provision relating to the shares of open-end invest- 
ment companies. As will be explained in further detail below, a survey of mem- 
ber companies made by the National Association of Investment Companies indi- 
cates that while the original issue tax on open-end investment companies for their 
fiscal years ending in 1955 amounted to some $400,000, the tax on the proposed 
new basis would amount to between $2,700,000 and $3,500,000. For some com- 
panies the increase would be far greater than the average. It is for these reasons 
that the companies respectfully request the Congress to examine the operation of 
the documentary stamp tax provisions in relation to them as it has so carefully 
done in the past with respect to income tax matters. 

If a person invests directly in the shares of a business corporation, the trans- 
action is subject to a stock transfer tax which is collected from the person who 
sold the shares to the investor. If the same person places his funds in an open- 
end investment company and the company invests the funds in the shares of other 
corporations, however, the Government collects not only a stock transfer tax 
from the person who sells shares of the business corporation to the investment 
company, but in addition collects an original issue tax from the investment com- 
pany on the issuance of its shares to the investor. The original issue tax on the 
issuance of the investment company shares is, therefore, an additional layer of 
excise tax imposed simply because an investment has been made through the 
medium of an open-end investment company rather than directly in the under- 
lying securities. 

When a direct investor sells securities, he pays a Federal stock transfer tax. 
When the shareholder in an open-end investment company liquidates his invest- 
ment by surrendering his share for cancellation, he does not pay a stock transfer 
tax, for a surrender of stock for cancellation is not considered a taxable transfer. 
Treasury Regulations 73, section 113.346 (c). However, when the investment 
company sells securities from its portfolio for cash to pay him out, the company 
pays a Federal stock transfer tax on the sale which it makes. 

Thus the Government collects a stock transfer tax upon the purchase of 
securities and another upon their sale regardless of whether the individual has 
invested in corporate securities directly or through an open-end regulated in- 
vestment company; but the imposition of the original issue tax upon the invest- 
ment company is an added burden to the investor which is not incurred on a 
direct investment. 
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The income-tax policy of equating the tax burden involved in investing through 
au investment company with that in direct investment should, it is submitted, be 
followed in the field of documentary stamp taxes. The subcommittee report of 
April 20, 1956, to the Committee on Ways and Means emphasized the desirability 
of consistency between the income and documentary stamp taxes. It recom- 
mended changes with respect to stamp taxes on the transfer of securities held 
by partnerships “to conform documentary stamp provisions * * * with those 
under the income tax” (report, p. 40). The same consistency in policy should, 
we submit, be adopted with respect to open-end investment companies. 

For some 14 years the original issue tax has maintained such a consistency 
with respect to common trust funds which are in many respects comparable to 
open-end investment companies. Common trust funds are operated by banks 
to provide diversification of risk and economic management for the assets of 
smaller trust estates. Any investor may enter such a fund by setting up a 
revocable trust with the bank as trustee. Trusts participating in a common 
trust fund enter and withdraw from it in a manner similar to that in which 
an investor enters and withdraws from an open-end investment company. Since 
1942 common trust funds have been granted statutory exemption from original 
issue tax for reasons substantialy the same as those applicable to open-end 
investment companies. 

Common trust funds had been held in Brooklyn Trust Co. v. Commissioner* to 
constitute associations taxable as corporations, but the Revenue Act of 1936 
exempted them from income tax and provided that their net income was to be 
taxed pro rata to the participating trusts. Thus the same revenue act put partici- 
pants in common trust funds and shareholders of open-end investment com- 
panies on a basis of substantial income-tax equality with direct investors. In 
view of the Brooklyn Trust decision, the certificates issued by common trust 
funds to participating trusts became subject to original issue tax. Unlike 
shares of open-end investment companies, which generally have a par value 
of $1 per share, certificates of common trust funds are without par value. Hence, 
the original issue tax involved in the issuance of such certificates was based 
upon actual value and was, therefore, substantial in amount. As a result, in 
the Revenue Act of 1942 Congress amended the documentary stamp tax pro- 
visions to exempt from original issue tax the issuance of certificates of partici- 
pation or interest in a common trust fund. The amendment was explained as 
follows: 

“* * * Common trust funds as entities are exempt from income tax (partici- 
pants in a fund being required in computing their net income to include income 
of the fund), and it seems consistent that they should also be exempt from 
stamp tax on issuance of the instruments indicated” ( (1942) S. Rept. 1631, 77th 
Cong., 2d sess., 1942—-2 C. B. 504, 686). 

This exemption from tax was continued in the Internal Revenue Code of 
1954, and the subcommittee report of April 20, 1956, recommends that it be 
extended. The report states: 

“7. An exemption is presently provided from the stock issuance tax in the 
case of common trust funds * * *. This exemption should be extended to include 
a fund maintained by a bank exclusively for the collective investment and re- 
investment of assets of qualified pension trusts of which it is a trustee or co- 
trustee” (report, p. 7). 

Since open-end investment companies and common trust fund both serve the 
same economic purpose of permitting the collective investment of funds, it is 
submitted that both types of organizations should be exempt from origina! 
issue tax in order to make the tax burden on collective investment comparable 
to that on separate direct investment. 

The attention of the subcommittee is called to the fact that the withdrawal! 
of an investor from the investment company does not always give rise to the 
imposition of a stock transfer tax. Where an investor withdraws from the 
company at the same time that another investor enters, the company may use 
the cash paid in by the entering shareholder to pay out the withdrawing share- 
holder. By doing so the company avoids incurring the expense of selling port- 
folio securities to provide the cash for the redemption price and avoids the 
additional expense of investing the new funds. Since the purchase of shares 
for cancellation is not now subject to stock transfer tax (Treasury Regulations 
(3, sec. 113.346 (c)), and since no sale of portfolio securities occurs, no stock 
— ---—"-"'-"'_ 


*80 F. 2d 865 (2d Cir., 1936), cert. denied, 298 U. S. 659 (1936). Many open-end in- 
Vestment companies are actually trusts taxed as corporations. 
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transfer tax will be collected although the withdrawing shareholder has in 
effect liquidated an interest in securities. If the subcommittee wishes to make 
certain that the excise-tax effects on investing through an investment company 
ure comparable with those on direct investments, it might wish to consider 
coupling an exemption of investment companies from issue tax with the imposi- 
tion of a stock transfer tax upon a shareholder turning in his shares for 
cancellation. While theoretically such a transfer tax should be imposed only 
in the specific cases where the withdrawing shareholder is paid off without an 
accompanying sale of portfolio securities, it would probably be necessary as a 
practical matter to impose such a tax upon all redemptions because of the 
difficulty of determining the source of the redemption funds. It is estimated 
that such a tax would produce, under the proposed new rate structure, about 
$250,000 annually. 


IF OPEN-END INVESTMENT COMPANIES MUST REMAIN SUBJECT TO ORIGINAL ISSUE TAX, 
fHE TAX SHOULD BE BASED UPON NET ADDITIONS TO CAPITAL OVER A BEASONABLE 
PERIOD 


The burden of the original issue tax on open-end investment companies is 
dispropertionately high in proportion to that on ordinary business corporations, 
this is true because of two unusual circumstances: 

(a) The shares are issued in a large number of transactions involving a 
small number of shares (or fractional shares) and the imposition of a 
minimum tax on each separate transaction greatly increases the total 
uinount payable; and 
(0) The capital of these companies is in a constant state of change, as 
shares are issued Caily to some investors and redeemed from others, as a 
Lesult of which the measurement of the tax by gross additions to capital is 
excessive in relation to the true growth of the fund. 
This disproportion, at least, would be eliminated if the issue tax on open-end 
investment companies were based upon net additions to capital over a reasonable 
period of time. 


The effect of the minimum tax on each separate transaction 


The National Association of Investment Companies has made a survey to 
determine the original issue tax paid by its open-end member companies and 
the tax which would be paid under the proposed amendments. The survey 
covered the transactions of open-end investment companies during their fiscal 
years closing in 1955. The companies surveyed heid assets representing approxi- 
imately 86 percent of the assets of all such companies. If the results of the 
survey are extended proportionately to encompass the transactions of all such 
companies, it shows that in the past year open-end investment companies issued 
shares for a total consideration of $1,260 million. 

The present Federal original issue tax on shares having par value is 11 cents 
per $100 of par value. Most open-end investment company shares have a par 
value of $1 per share. If the shares issued for the $1,260 million paid into open- 
end investment companies during the period studied had been issued in blocks 
of 100, the taxable unit, these companies would have paid original issue taxes of 
approximately $125,000. However, the companies actually paid original issue 
tax of approximately $402,000 on these share issues. 

The difference between the theoretical tax and that actually paid (the so- 
called breakage factor) is the result of the multitude of issue transactions for 
small dollar amounts which are characteristic of the process of distributing open- 
end investment company shares, particularly the result of those transactions 
involved in accumulation plans and the reinvestment of both ordinary dividends 
and distributed capital gain. 

The technical form of the present statute requires that a minimum original 
issue tax of 11 cents be paid on any issue of stock to a shareholder even though 
the issue may be a very small part of a taxable unit. Under the proposed new 
rate structure, original issue tax would be levied at the rate of 10 cents on each 
$100, or major fraction thereof, of the actual value of shares issued by a 
corporation. An issue for less than $100 would continue to bear 1 unit of tax 
regardless of its size. It is not possible to state precisely what the annual issue 
tax payable by open-end investment companies would be under the proposed new 
rate structure. However, it is clear that the “breakage” factor which exists 
under the present tax would continue to exist under the new rate structure. If 
the open-end investment companies had issued their shares in blocks of $100 of 
value each (the proposed taxable unit) they would have paid original issue 
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taxes of $1,260,000 during the period studied. However, the study made by 
the association indicates that the tax payable on the companies’ issues under 
the proposed new rate structure would actually have been between $2,700,000 
and $3,500,000. 

The transactions which produce breakage under the present statute would, 
by and large, continue to do so under the proposed new rate structure. Breakage 
would continue to exist in any transaction in which stock of less than $100 fair 
market value was issued. Since the issue transactions involving the reinvest- 
ment of dividends, the reinvestment of distributed capital gain and the accumu- 
lation of an investment under a voluntary investment plan which presently give 
rise to most of the breakage experienced are generally for amounts far less than 
$100, the breakage factor would continue to be substantial. A large proportion 
of the ordinary dividend reinvestment transactions are for less than $10, and 
breakage on such transactions would approximate that under the present statute. 

If breakage were encountered under the new rate structure as it has been 
under the existing structure, the proposed new rate would produce from open- 
end investment companies an original issue tax of approximately $4,050,000 
annually, or approximately 10 times the present tax. However, if it is assumed 
that breakage under the proposed new rate would be approximately one-half 
as significant in percentage terms as it is at present, open-end investment com- 
panies would pay original issue tax of about $2,700,000 per year, or approximately 
7 times the present tax. The best estimate is that original issue tax on open- 
end investment companies under the proposed new rate would be somewhere 
between $2,700,000 and $3,500,000 annually. These figures, of course, are for 
open-end investment companies as a group. For some companies, the new tax 
would be as much as 30 times the amount presently payable. 

The great increase in tax burden flowing from the “breakage factor” would 
be eliminated if, as suggested below, the issue tax were to be measured by net 
additions to capital of the company over a reasonable period of time. 


The effect of basing the tax on gross additions to capital 

The survey made by the National Association of Investment Companies indi- 
cates that while the companies issued shares for a total aggregate consideration 
of $1,260 million in their fiscal years ending in 1955, they paid out on redemption 


of shares approximately $460 million. Thus the net addition to capital for all 
the companies as a group was approximately $800 million. Of course, the 
relationship between amounts paid in and amounts paid out will vary sub- 
stantially from company to company. The amount paid out to withdrawing 
shareholders may even exceed the amounts paid in during the year. 

This constant daily change in the capital of an open-end investment com- 
pany does not occur in the case of other corporations for which the tax was 
originally designed. The issuance of additional shares of stock is not a re 
curring event in the life of the normal corporation and generally marks the 
growth in capital of the corporation. In the case of an open-end investment 
company, where shares are issued daily to some investors and redeemed from 
others, the true growth of the fund can be measured only in terms of net in- 
crease in capital from these many transactions. Only through reducing the 
amounts paid in by the amounts paid out can a proper measure of ability to pay 
tax be obtained. 


Original issue tax on net additions to capital 


It is submitted, therefore, that if as a matter of preventing any reduction in 
Treasury revenue an issue tax must continue to be imposed upon open-end in- 
vestment companies, the tax should be measured by the excess of amounts paid 
in for new shares over amounts paid out in redemption of shares. Such a tax 
would eliminate the serious effect of the “breakage factor” and would put 
the tax on a much more equitable basis. 

It is suggested that the net additions to capital be measured over a reasonable 
period, such as the calendar quarter. While measurement by net additions 
to capital on a daily basis would eliminate substantially all the “breakage 
factor” and would cause most of the amounts paid out in redemption to be taker 
into account, such a rule would still be inequitable in the case of certain com 
panies. The experience of the companies differs as to the extent to which they 
have business days in which amounts paid out on redemptions exceed amounts 
paid in for new shares. The survey made by the association indicated that 
While certain companies in 1955 experienced as few as 15 days in which there 


Sears a net withdrawal, other companies experienced more than 75 such 
ays. 
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The survey indicates that in 1955 the companies as a group paid out approxi- 
mately $95 million in excess of amounts paid in on days in which there was a 
net reduction in capital. Thus on a daily basis the aggregate issue tax would be 
some $95,000 in excess of that payable if netting were permitted on an annual 
basis. This differential would, however, be borne more heavily by some com- 
panies than by others. It is suggested, therefore, that if an issue tax is to be 
imposed upon net additions to capital of open-end investment companies, the 
tax be based upon the net additions over the period of a calendar quarter. 
The companies could, however, make daily payments to a Federal depository 
as the tax accrued, with final adjustment, if necessary, at the end of the quarter, 
Such a tax would produce about $800,000 of revenue annually if issues and re. 
demptions of open-end investment company shares continue at the same level 
as that experienced by the companies in their fiscal years closing in 1955. 


Stock TRANSFER TAXES ON THE TECHNICAL TRANSFERS OF OPEN-END INVESTMENT 
CoMPANY SHARES INCIDENT TO THE PROCESS OF THEIR ISSUANCE SHOULD BE 
EXLIMINATED BY EXEMPTING SuCH TRANSFERS FROM THE TAx 


As previously stated, the redemption and issue transactions of an open-end 
investment company takes the place of a market for its shares, and the original 
issue tax levied on the issuance of such shares represents a tax burden on invest- 
ing through the medium of an open-end company rather than directly. The 
effect of the stock transfer tax under the present statute is to add to that penalty 
by subjecting to tax technical transfers incidental to the process of issuing an 
open-end investment company share. 

Because the distribution of open-end investment company shares to incoming 
shareholders is a continuing process involving shareholders in all parts of the 
country, the process of distribution must generally be carried out in two stages. 
Each open-end investment company has at least one underwriter. Generally, 
an underwriter does not deal with the ultimate investor directly, but through 
securities dealers who are scattered throughout the country. Frequently, in 
connection with the original issue, an open-end investment company share moves 
from the company to the ultimate investor by being issued to an underwriter 
who transfers the share to a securities dealer who in turn retransfers to his 
customer, the ultimate investor. Such a transaction bears two stock transfer 
taxes—one on the sale from the underwriter to the dealer and a second on the 
sale from the dealer to the ultimate investor—in addition to the original issue 
tax. In some cases the underwriter in such a transaction acts as the agent of the 
investment company and secures the issuance of the shares to the dealer, who 
in turn sells them to his customer, the ultimate investor. Such a transaction 
bears one stock transfer tax in addition to the original issue tax. 

In either case, the stock-transfer tax is an additional burden on the ultimate 
investor for investing through the medium of an open-end investment company. 
A person who purchases corporate securities directly incurs no documentary 
stamp tax upon making his investment. In such case the Government collects 
a stock transfer tax only from the person who sells the stock to the investor. 
Where the investment is made through an investment company, not only does 
the person selling the underlying securities to the investment company pay a 
transfer tax, but in addition transfer taxes are imposed on the investment com- 
pany shares. To put the transaction by which the investor places his funds 
in an open-end investment company on a basis of tax equality with direct pur- 
chases of securities, technical transfers of stock incident to the issuance of shares 
in an open-end investment company should be exempt from stock transfer tax. 

The State of New York, which levies a documentary stamp tax on stock trans- 
fers (but not on original issues) has provided such an exemption. The New 
York tax law has for more than 10 years exempted transfers of the stock: 
“of an investment trust between the trust and an underwriter, between an under- 
writer and a dealer in securities, between an underwriter or a dealer and an in- 
vestor” (sec. 270-8 (b) tax law). 

The term “investment trust” is defined for purposes of the New York statute 
so as to cover what are here referred to as “open-end regulated investment 
companies.” Due to differences in the methods of computing the tax, the New 
York transfer tax would have been far greater than the Federal tax on open- 
end investment company shares. If the Federal transfer tax as applied to such 
shares is now to be increased substantially, the precedent of the New York tax 
exemption should now be followed in the Federal stamp tax law so that no trans- 
fer tax will be levied on technical transfers which are mere incidents to the 
original issue of the shares by the company to the investor. 





EXCISE TAXES 599 


It is difficult to estimate the amount of revenue which may be involved for 
the Treasury in the present stock transfer taxes on transfers incidental to the 
issuance of open-end shares. The element of breakage in the stock transfer tax 
is particularly difficult to estimate, for a securities dealer may place an order 
for shares of an open-end investment company on a particular day which 
represents the orders of several ultimate investors. When the resulting shares 
are issued and transferred by the securities dealer to the investors, an element 
of breakage may or may not occur, depending on the size of each investor’s order. 
Since the securities dealers themselves are not affiliated with the National 
Association of Investment Companies and are widely scattered, the association 
has not been able to secure adequate information abcut the stamp taxes on their 
transactions in open-end shares. No more than an informed guess can be made, 
therefore, of the revenue presently realized from stock transfer taxes incident 
to the issue of stock in open-end investment companies. It would appear likely 
that this would not exceed $200,000 per year and may well be less than that. 
However, if the rates are increased as proposed and no stock transfer tax 
exemption is inserted in the law, the amount of the stock transfer tax burden 
incident to the issuance of shares will probably increase fivefold to tenfold. 


CONCLUSION 


It is respectfully submitted that in recognition of the role which these com- 
panies have as a medium for the person of moderate means to invest in the 
already issued shares of business corporations, and in conformity with the 
income-tax policy of making the tax burden on persons investing through these 
companies similar to that applicable on direct investments, the shares of these 
companies should be exempted from original issue tax. If the subcommittee 
nevertheless should feel that for revenue considerations open-end investment 
companies must continue to be subject to original issue taxes, it is submitted 
that the tax should be measured by the actual net additions to capital over a 
quarterly period and not by each individual transaction. Further, we suggest 
that transfers of open-end investment company shares as they pass through 
the underwriter and dealer to the investor on original issue should be exempted 
from Federal stock transfer tax as they have been in the State of New York. 

Mr. Foranp. The next witness is Mr. George Barnes. 

Please come forward, Mr. Barnes. Identify yourself for the record, 
and also identify the gentleman who is with you. 


STATEMENT OF GEORGE E. BARNES, CHAIRMAN, MIDWEST STOCK 
EXCHANGE, CHICAGO, ILL., ACCOMPANIED BY JESS HALSTED, 
COUNSEL, MIDWEST STOCK EXCHANGE, CHICAGO, ILL. 


Mr. Barnes. Mr. Chairman, and members of the subcommittee, 
my name is George Barnes. I am chairman of the board of the Mid- 
west Stock Exchange and a partner of a New York stock exchange 
and Midwest stock exchange firm. 

Mr. Jess Halsted, counsel for the Midwest Stock Exchange, is at my 
right. 

As a former accountant and banker, I have been interested in Fed- 
eral taxes for some little time. In fact, it is a hobby of mine. I have 
been here on a number of occasions in the past to express my tax 
ideas. I was pleased that Congress accepted my formula a few years 
ago for Federal income taxes on small corporations. 

I find taxes an interesting subject, and I would like to give you my 
ideas and studies on behalf of the Midwest Stock Exchange on the 
documentary stamp taxes as they would affect our business. 

Mr. Foranp. Do you wish to summarize your statement and file 
the full statement for the record ¢ 

Mr. Barnes. That is correct. 

Mr. Foranp. Without objection, that will be done. 

You may proceed. 
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STATEMENT OF Grorce E. Barnes, Cnairman, Mipwest Stock Ex- 
CHANGE, Re Documentary Stamp Taxes 


My name is George E. Barnes, and I come from Chicago. I have 
been a senior partner of the Midwest and New York Stock xchange 
firm of Wayne Hummer & Co. since 1933. Before that Mr. Hummer 
and I operated a national bank in La Salle, Dl. and, as the chief 
accountant and trust officer of this bank, I became interested in 
Federal taxes. Some years ago I worked with the Ways and Means 
Committee and the technical staff on the last revision of cor porate 
income-tax rates. Congress adopted a formula which I suggested for 
taxing small corporations. I personally appreciate the opportunity 
to appear before this committee to submit some ideas. Perhaps | 
should say that my firm acts as brokers on an agency basis almost 
exclusively, and does not act as a dealer, specialist, or underwriter. 

The Midwest Stock Exchange, which I have the honor to serve as 
chairman, welcomes the opportunity to submit its studies and con- 
clusions on the proposed documentary stamp taxes. The Midwest 
Stock Exchange, as you know, resulted from the merger in 1949 of 
the Cleveland Stock Exchange, the St. Louis Stock Exchange, the 
Minneapolis-St. Paul Stock Exe ‘hange, and the old ¢ ‘hicago Stock 
Exchange. 

At the outset, let me say that we are in accord with any proposal 
to simplify and establish a more equitable basis for stamp taxes. It 
is our understanding that the goal of the plan is to base stamp taxes 
on market value instead of par value and that neither Congress nor 
the Treasury has increasing revenue from this source as an objective. 

The studies which we have made, however, indicate that the tax 
structure now proposed, of 5 cents per $100 of market value on stock 
transfers, would seriously hurt the liquidity of the markets for many 
issues traded on the 15 national-securities exchanges, as well as the 
markets for many issues traded over the counter. Our studies further 
indicate that the injury would be greater to the markets on the re- 
gional exchanges than the New York exchanges. 

At the beginning of our studies we analyzed the report to the House 
Committee on Ways and Means from the Subcommittee on Excise 
Tax Technical and Administrative Problems, dated April 20, 1956. 
On page 44 there is a tabulation of the 100 leading volume issues on 
the New York Stock Exe hange for the month of November 1955. 
This tabulation appeared to have been a factor in the tentative recom- 
mendation of the staff and the Treasury contained on page 43 of that 
report. We believe the summary could have led to erroneous con- 
clusions if no consideration was given to the actual share volume 
traded in the respective issues. Through analysis, we found that 
these 100 issues could have returned 40.1 percent more in revenue 
under the proposed tax rate. 

We have also made a study of all round-lot transactions on the Mid- 
west Stock Exchange for the entire vear 1955. We believe that a 
further representation of the consequences of the proposed change 
can be had from this broader study. 

In a word, our study shows that the proposal would increase the 
stamp tax on 8 out of 10 stock transactions on the Midwest Exchange. 
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Based on an analysis of reported round-lot activity on the Midwest 
Stock Exchange—comprising 70 percent of its 1955 share volume 
stock-transfer taxpayments for the year 1955 in round-lot sales on 
the Midwest Exchange alone would have resulted in a 41.2 percent 
increase in the amount of tax if the proposed change had been in 
etfect. 

Samplings were also made by two of our representative member 
firms—members of principal exchanges—doing a business with the 
general public, to determine the overall percentage increase in transfer 
taxes on customers’ sales of stocks, including both listed and non- 
listed items. The results were: Firm A had a 48.8-percent increase: 
firm B, a 61.4-percent increase. 

The Midwest Stock Exchange is concerned with the impact of the 
proposed rate increase on its markets. It is not generally realized how 
very important registered specialists in individual stock issues are to 
the stability and liquidity of markets. As you may know, an important 
function of a specialist is to maintain an orderly market in the issues 
in which he specializes under an exchange franchise. This requires 
him to buy or sell, even at a loss, to keep the market alive and provide 
liquidity. No better example of the important function of a specialist 
can be cited than the part played by all specialists during President 
Eisenhower’s heart attack on September 26, 1955, in acquiring for 
their own account large blocks of shares to open the market an« 
balance buying and selling orders. It is noteworthy that specialists’ 
transactions on that date totaled 2,923,170 shares on the New York 
Stock Exchange, or 18.8 percent of all round-lot volume. Additional 
buying power was provided by the specialist himself in the case of 
almost every stock. Specialists’ purchases at the opening alone 
totaled 1,099,350 shares with a value of $49.1 million. These pur- 
chases were made with no possible knowledge of what the market 
might do next. As examples, in General Dynamics the opening was 
15,000 shares, and the specialist bought 10,100 shares to balance buying 
and selling orders; Phillips Petroleum opening was 20,000 shares— 
specialist bought 2,400 shares; Royal Dutch opening volume was 
14,000 shares—specialist bought 7,600 shares; and Standard Oil of 
New Jersey opening was 15,000 shares—specialist bought 8,000 shares. 

In order to determine the effect of the proposed stamp tax on the 
Midwest Exchange specialists, we calculated the difference in the 
amount of stamp taxes that they would have paid for the entire year 
1955 on all round-lot sales made by them on the Midwest Exchange 
and on the New York Stock Exchange in the issues dually listed on 
both exchanges. The calculations show an overall increase in their 
stamp-tax costs of 53 percent, which is obviously a significant cost 
factor in the specialists’ operations. 

Based upon a study of one of the largest Midwest Exchange special- 
ist and odd-lot firms for the full year of 1955 of the 39 issues in 
which the firm specializes, the increase in the transfer tax cost on 
round-lot sales would be 66.4 percent. 

Another specialist in 16 Midwest Exchange issues reports for cer- 
tain test periods a net increase in his tax cost of 112 percent, despite 
the fact that 4 of these stocks would carry a lower tax. According 
to this specialist, the old Standard Oil of New Jersey stock selling 
in excess of $150 per share, with a par value of $15, and the old 
United States Gypsum selling in excess of $300 per share, with a par 
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value of $20, would have presented a real problem to him. In the 
former case, the tax would have been $7.50 per 100 shares under the 
proposal, against $0.90 under the present rates, and in the case of the 
latter stock the tax would have been $15 against $1.20. 

We wish to bring to your attention the fact that the present high 
tax of $6 per 100 shares of $100 par and no par issues has made it next 
to impossible for the Midwest Exchange to secure specialists in such 
issues. 

There are as many as 300 issues traded on the Nation’s regional 
exchanges that are also listed and dealt in on the New York Stock 
Exchange. Under the proposed rate structure, the specialists on 
these smaller exchanges would have much more difficulty making 
markets in the higher priced issues and, in some instances, would be 
forced to discontinue operations. In order to provide a market in 
the various cities in which these regional exchanges operate, special- 
ists in these dually traded issues are obliged to buy or sell round lots 
on the New York or American Stock Exchange to offset the flow of 
regional exchange orders whenever they become out of balance. In 
order to permit a local market in these issues, Midwest Exchange 
specialists must supply as much as 70 percent or more of the bids or 
offers simply because they do not have a flow of orders that permit the 
match-offs existing on the primary eastern markets. Midwest Ex- 
change studies indicate that its specialists acted as the seller in ap- 
proximately 40 percent of the total round-lot exchange transactions 
made in 1955. 

Stock transfer stamps represent compulsory taxes on specialists 
on the national securities exchanges since it is incumbent upon them 
under strict exchange rules to make bids and offers for their own ac- 
count at prices closely related to current sales in order to provide 
offerings at such times as public offerings are not available at reason- 
able prices and to make bids when the public is not buying. In fact, 
the importance of the specialist’s role in the orderly and consistent 
functioning of the market cannot be overemphasized. It would ap- 
pear to be equally important and justifiable in the public interest to 
consider a transfer tax exemption for specialist sales similar to the 
exemption of odd-lot dealers from such taxes suggested in the sub- 
committee proposal. 

In the over-the-counter markets, the proposal would work similar 
hardships. Dealers performing a similar market function would be 
obliged to reduce bids and increase offering prices to the public to the 
detriment of markets. Anything that is done to interfere with the 
present market machinery—off as well as on the exchanges—in the 
way of tax impediments is not in the public interest. 

A comparison with the system of charging brokers commission will 
help make the point. Member firm charges on stock transactions, if 
applied at a single rate similar to the stamp tax proposal, would like- 
wise severly impair the liquidity of markets. Therefore, a declining 
commission rate structure is used on all stock transactions, with mini- 
mum and maximum per-share charges. For example, present mini- 
mum commission rates per 100 shares now in effect on the principal] 
exchanges are 6 percent on the first $100; 1 percent on the next $1,900: 
one-half percent on the next $3,000; and one-tenth of one percent on 
accounts exceeding $5,000. We believe that a similar declining prin- 
ciple has a place in any stamp tax rate structure. 
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Under the subcommittee proposal, the stamp tax on 100 shares 
with a value in excess of $5,000 is $0.50 per $1,000 of market value, or 
50 percent of the established commission rate of $1 per $1,000 charged 
the customer by his broker for executing the order. In other words, 
the proposed stamp tax is all out of proportion to other costs to the 
customer making the transactions. The fee of a floor broker for 
filling an order on the exchange is $1.25 on 100 shares selling at $1 
per care, or 114 percent of money involved. Based upon 100 shares 
at $100 involving $10,000, the rate declines overall to four one-hun- 
dredths of 1 percent, or a fee of only $4. Furthermore, there is no 
charge on amounts in excess of $10,000. In other words, even as much 
as $100,000 in a 100-share lot calls for no additional fee; it is still only 
$4. It is obvious that the proposed stamp taxes on sizable trans- 
actions would be substantially more than the going rate of fee for the 
services of the floor broker for consummating the order for the public. 
To illustrate, the floor broker’s fees on a high-priced issue such as 
International Business Machine selling at $475 per share is currently 
$4 (the highest fee prescribed for 100 shares regardless of price) as 
compared with a stamp tax under the subcommittee’s proposal of 

The stamp tax would be six times the fee charged by the 
floor broker for performing an important service. 

In addition, we would also like to comment on the imposition of the 
higher taxes on newly issued shares, as proposed by the subcommittee 
of 10 cents for $100 of market value. e are in a tight money market 
and we believe this point is very important. With the great capital 
needs of industry to finance our expanding economy, this is no time to 
add materially to the cost of equity capital raising. As an example, 
the proposal would increase the stamp tax cost on one recent offering 
I checked of 311,040 shares of Bucyrus-Erie from $1,710 to $13,064, 
an incerase of 664 percent. Appended hereto is (exhibit A) a study 
of the proposed subcommittee’s issuance tax on the 29 new common 
stock public offerings registered for sale in the month of October 
1956 on which the average cost to the issuing companies would have 
been increased 386 percent. 

For the 6 months ended April 30, 1956, the Midwest Exchange 
approved for trading 23,181,705 newly authorized shares, represented 
by 74 corporation applications. These studies are tabulated in (ex- 
hibit B) attached. Under the proposal, the cost of stock issuance 
taxes on these new shares is increased from $150,060.57 to $736,743.11, 
representing an increased cost to these companies of 391 percent. 
We regard these documentary stamp tax increases of sufficient sub- 
stance for some corporate managements to turn for their new capital 
to nontaxable sources such as bank borrowings and insurance loans, 
in heu of sound equity financing. Such big increases in incidental 
stamp taxes are neither fair nor reasonable. In addition management 
would probably discontinue many stock dividends to avoid tax pen- 
alties. In an effort to be of assistance an alternative proposal is pre- 
sented herewith for your consideration. This proposal provides mod- 
est charges, applies rates that will not impair markets or new capital 
financing and, at the same time, will maintain revenues in excess of 
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present collections. In multiples of 100 shares or less the proposed 
rates would be: 


Stock transfer tax Stock issuance tax 


03 per $100 of actual value ---- $0.06 per $100 of actual value. 


$0. 
$0.01 per $100 of actual value $0.02 per $100 of actual value, 


-| 
First $5,000_- 
In excess of $5,000- | 
! 
' 


The lower rate proposed on transfers involving in excess of $5,000 
will make it unnecessary to apply a ceiling such as $3 to $4 per 100 
shares, to keep charges under control. You will observe that the 
same relative rate spread is provided between the transfer tax and 
issuance tax as prevails under the present law. 

Further simplification of the rate structure is accomplished under 
this proposal. It is not necessary to divide or multiply to compute 
the stamp transfer tax. For example, on stock transfers involving 
$5,000 or more, the tax would be computed by pointing off four places 
to the left and adding $1, as follows: 100 shares at 60 or $6,000 equals 
$0.6000 plus $1 or $1.60; on 1,000 shares the tax would be 10 times the 
100-share transfer tax of $1.60 or $16. 

Studies completed by the Midwest Exchange indicate that this 
proposal will result in an overall increase in stamp-tax revenue, 

May 1 summarize the ideas which we have presented to the sub- 
committee: 

1. We are in accord with the idea of simplifying stamp transfer and 
issuance taxes and establishing them on a more equitable basis. 

2. We believe that the subcommittee proposal would hinder the 
ability of business generally to satisfy its new financing needs for 
plant expansion and other corporate purposes. 

3. We also believe that the proposed rate structure would interfere 
with the stock exchanges, particularly the regional exchanges, in 
performing their proper economic function of maintaining markets 
for securities owned by the public. 

4. We have proposed an alternative stamp tax rate structure which 
will provide more revenues, current and long-term, for the Treasury 
than is produced by the present rate of tax and yet will not be a 
detriment to either new financing or the operation of orderly markets. 

5. We have also suggested a simple method of computing taxes 
similar to the simplified method of computing brokerage commis- 
sions. This method will facilitate the determination of the amount 
of stamp taxes in any given transaction and reduce clerical costs to 
brokers, banks and others who are called upon to make the involved 
computations now required. 

6. We believe that our proposal is both constructive and practical 
and, if enacted into law, will be a forward step in excise taxation. 

We thank you. 
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ExuHsir A 


Study of proposed Federal documentary stock issuance taves on new common 
stock issues for October 1956 


j j 
Offer- Par | Number | Offer- 
ing date | Issue | value | of shares | ing 
| offered price 


| Economy Auto Stores 4 $1. 22, 000 $10 | p24. 2 $220. 00 
Marsh Steel] Corp__. a aciel | 35, 000 10 1, 350. 00 
Brush Beryllium Co - : = 375, 000 10 12. : 3, 750. 00 
Racine Hydraulics & Machine_. ‘ | 25, 000 f 275. 08 
National Newark & Essex Building_- , 000 5 15.13 3, 135. 00 
Johns-Manville Corp - g 348, 694 40 597.83 | 25,947.84 
Trans-Continental Gas Pipe Line __- | § . 250 } 242 , 080. 00 
Food Mart, Inc 60, 337 580. OO 
Union Bank & Trust Co 000 3! 1,2 , 990. 00 
Gold Seal Dairy, class A ’ 000 5 2 , 000. 08 
American Petrofina, class A 093 I Bit , 590. 00 
Georgia Pacifie Corp 100 3 5 5, @7. 2 
Kusan, Ine_. 94 5 1" t 583. 12 
Carolina Power & Light N enn } , » 187. 50 
Buevrus-Zrie Co : 049 : 1,710.73 | 13,063. 68 
Knox Corn., class A. _. OOO { 600. 00 
Standard Pressed Car ; hd 25, 800 72 28. 3% , 857.10 
Burndy Corp i 225, 000 2, 306. 25 
Continental Casualty Co- 625,000 | ? 3, HK 52, $12. i 
Century Food Markets ere ’ 40, 000 I RU4 330. 00 
Central Ulineis Public Service__._..___- 170, 000 2 , 870. 00 +, 951. 25 
Miami Window Corp... ‘ f 150, 000 26 w® 375. 00 
Ansul] Chemical Co Sig 7 : 11, 500 2! 37 287. 0 
Lithium Developments, Inc_- , ‘ 600, 000 600. 00 

' National Citv Bank of Cleveland. 5 ; 100, 000 E ) 5, 000. 00 
Ohristiana Oi] Corp OF aS 25), 000 } 275. ( , 718. 25 
Standard Register Co . t — ; l 15, 009 2 ) 3, 600 
National Bank of Detroit 2463, 400 . 2 13, 696 
Universal Finance Corp dh vaudhe { 13, 635 ; f 427 


one mtd rbot Sb 


Total. wie : 6, 904, 476 38, 153. €0 | 184, 802 


! Minimum tax liability. Actua] tax would be greater since it is computed on the value of each certificate 
issued to a sttareftolder. 

? Bid price’on Oct. 24 was used in computing tax. 144 Continental Casualty was offered for each share 
of National Fire. It is assumed all shares were exchanged. 

§ Offered price on Nov. 26 was used in computing tax. Issued as part of units. 

4 Bid price on Nov. 26 was used in computing tax. Issued as part of units. 


EXHIBIT B 


Proposed House Ways and Means Committee documentary stamp tax applied 
to Midwest Stock Exchange additional stock listings for the 6-month period 
ended Apr. 30, 1956 


Company Number of| Par |Market) Present |Proposed| Dollar 
shares value price tax tax ! change 


Muskegon Motor Specialties _- ; 27, 246 | $20.00 
Carrier Corp., preferred ___._._... 83,463 | 50.00 
Mount Vernet Coe... 6. -ocssec-se-s.-. 11, 600 00 
Ashland Oi] & Refining _......-- ese 6, 296 00 
Great Lakes Oil A Ga a 71, 429 OO 
Automatic Washer ae 20, 000 50 
Akron Brass__-.- [ ; Lie 10, 000 50 
Mount Vernon Co., preferred 0, 000 5. 
Binks Manufacturing es , 450 00 
Flour Mills of America ; , 000 5 00 
Aro Equipment a sala . 035 2. 50 
Mount Vernon Co., commot 000 00 
General American Transportation . 7 2: 50 
Foremost Dairies , 375 2 00 
Seiberling Rubber ent 23, 486 00 
Booth Fisheries 30, 833 5.00 
Binks Manufacturing pike ¥, 156 1.00 


Merritt Chapman Scott P 3. 877 2 AO , 332 
Missouri? Portland Cement 16, 874 2 Ww f 232 
Creneral Centrect 39, G00 OO St 
United States Industries __- 34, 770 00 38 
Houdaille Industries ._. ; feb es 60, 000 3 00 

juid Carbonic fe 25, 000 5. OO 


$599 $299 
4, 590 | 4, 340 
13 93 
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Proposed House Ways and Means Committee documentary stamp taw applied 
to Midwest Stock Eachange additional stock listings for the 6-month period 
ended Apr. 30, 1956—Continued 





| 
Company Number of} Par |Market} Present | Proposed} Dollar 
shares tax! c 


| 
| 
lf 


Muskegon Piston Ring 
National Cylinder Gas 

C. & C. Super Corp 

American Machine & Foundry 


SE8S583 


Peabody Coal 
Automatic Washer 
Hupp Corp 

Dodge Manufacturing 
National Container Corp 
Walter E. Heller 
Commonwealth Edison 
Container Corp 

North American Car 


segezeueeeeseue 


Eg 


NSSSSsBRanSBIRORE 


South Western Public Service 

PORT ORND OK 5 bons tei ck bal 
Eaton Manufacturing 

United States Industries 

Laclede Gas. --. 

Iowa Power & Light 

Perfect Circle 


SR5SSH82 


Seeks 
3 
Pen 
S 
nw 


g 
seusessssssssssssssessssz 


NAD ne D> 


BSS2382 


Carrier Corp... 

Ashland Oil & Refining 
Oklahoma Gas & Electric 
Container Corp 
Foremost Dairies 


_ 


_ 
onan 
ea 


+7, 608 
+8, 445 
+8, 937 
+8, 976 
+9, 266 
+9, 515 
+12, 101 
+12, 600 
+13, 250 
+15, 000 
+15, 360 
+16, 722 
+17, 191 
+18, 981 
+41, 608 
+42, 783 
+43, 162 
| , +48, 650 
| 5 +58, 912 


jr. 
- 
Ao 


Hupp Corp. 

Automatic Washer--_-..........- seneahitamcael 
Cities Service 

Bendix Aviation_._- 
Koppers Co 
Olin-Mathieson 
Kimberly-Clark _._.__---- 
Sundstrand Machine Tool 
Medusa Portland Cement 


eesnseay 
a 


yy 
35 
a 


PRrYPrnypnyp 


3 


Hammond Organ 

Union Oil of California 

American Investment Company of Illinois. 

General Shoe : 

Standard Oil of Ohio__..................--- ; 1 
General Telephone-___.............-- feat , 452, 1 
Joy Manufacturing 

Gulf Oil 


00 
. 00 
. 00 
. 00 
00 
. 00 
. 00 
. 00 
. 50 
00 
. 50 
. 00 
. 00 
. 00 
. 00 
. 00 
. 00 
. 00 
-00 
00 


essees 


+82, 069 





150, 061 736, 743 | +586, 682 
vhonsseees sunecmenia +391 


74 issues totaling 23, 181, 705 | bie sksss 
Percent-...-- i. aiipdaaaeiiaindieesdeions 


| Indicates minimum tax liability. Payments are based on actual value of each certificate issued. 
Present tax: 11 cents each $100 of par value. 


Proposed tax: 10 cents per each $100 of market value. Above tax figures are based on present Internal 


vee See regulations and do not give effect to proposal of not taxing where there is no dedication 
to capital. 


Mr. Barnes. The Midwest Stock Exchange is a combination of 
western and middlewestern exchanges, which will do a billion dollars 
in dollar volume this year. So we think it is an important institution 
and it would be vitally affected by this proposed legislation. Let me 
say that we are in accord with any proposal to simplify the rate struc- 
ture and establish a more equitable basis for stamp taxes. 

We do not agree with the subcommittee, however, in the increases 
proposed under the subcommittee plan. On the contrary, our studies 
on the Midwest indicate a sizable increase in revenues. We computed 
the increase for 1955 on 100 issues and came up with a figure in the 
way of an increase of 40.1 percent. Perhaps in the subcommittee 
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studies they didn’t give consideration to the actual volume, because 
based on actual volume of those 100 issues, there was an actual increase 
in the tax to the public of 40 percent. That figure is also borne out by 
the Midwest studies. 

We have taken our entire volume from 1955 and applied the new 
tax rates, at the rates you propose, and we come up with a figure of 
41.2 percent. 

In taking samplings of 2 of our members firms, which include both 
odd lots and round lots, we come up with even a higher figure, and a 
figure about 50 percent, on the average. 

The Midwest Stock Exchange is deeply concerned with the impact 
of the proposed rate structure on its markets. I want to read to you 
from my prepared statement some information which is on the effect 
the impact of this tax would have on our markets, on the Midwest 
Stock Exchange. 

Mr. Mason. What page? 

Mr. Barnes. This is on page 2, down in the middle of the page. 

It is not generally realized how very important registered specialists 
in individual stock issues are to the stability and liquidity of markets. 
As you may know, an important function of a specialist is to maintain 
an orderly market in the issues in which he specializes under an ex- 
change franchise. This requires him to buy or sell, even at a loss, to 
keep the market alive and provide liquidity. No better example of 
the important function of a specialist can be cited than the part played 
by all specialists during President Eisenhower’s heart attack on 
September 26, 1955, in acquiring for their own account large blocks of 
shares to open the market and balance buying and selling orders. It 
is noteworthy that specialists’ transactions on that date totaled 2,923,- 
170 shares on the New York Stock Exchange, or 18.8 percent of all 
round-lot volume. Additional buying power was provided by the 
specialist himself in the case of almost every stock. Specialists’ pur- 
chases at the opening alone totaled 1,099,350 shares with a value of 
$49.1 million. These purchases were made with no possible knowledge 
of what the market might do next. As examples, in General Dy- 
namics the opening was 15,000 shares and the specialist bought 10,100 
shares to balance buying and selling orders; Phillips Petroleum open- 
ing was 20,000 shares—specialist bought 2,400 shares; Royal Dutch 
opening volume was 14,000 shares—specialist bought 7,600 shares; 
and Standard Oil of New Jersey opening was 15,000 shares—specialist 
bought 8,000 shares. 

In order to determine the effect of the proposed stamp tax on the 
Midwest Exchange specialists, we calculated the difference in the 
amount of stamp taxes that they would have paid for the entire year 
1955 on all round-lot sales made by them on the Midwest Exchange 
and on the New York Stock Exchange in the issues dually listed on 
both exchanges. The calculations show an overall increase in their 
stamp tax costs of 53 percent, which is obviously a significant cost fac- 
tor in the specialists’ operations. 

Another specialist in 16 Midwest Exchange issues reports for e°r- 
tain test periods a net merease in his tax cost of 112 percent, des))ite 
the fact that four of these stocks would carry a lower tax. 

It doesn’t hit all of these specialists, because they are dealing in 
stocks with different par values. But I give these examples because 
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it does indicate the terrific impact that would be made upon these 
specialists. 

We wish to bring to your attention the fact that the present high 
tax of $6 per 100 shares of $100 par and no par issues has made it next 
to impossible for the Midwest Exchange to secure specialists in such 
issues. We have a few of these left, and, as I say, we have difficulty 
in finding somebody to specialize in them because taxes are high. 

There are as many as 300 issues traded on the Nation’s regiona! 
exchanges that are also listea and dealt in on the New York Stock 
Exchange. Under the proposed rate structure, the specialists on these 
smaller exchanges would have much more difficulty making markets 
in the higher priced issues and, in some instances, would be forced to 
discontinue operations. In order to provide a market in the various 
cities in which these regional exchanges operate, specialists in these 
dually traded issues are obliged to buy or sell round lots on the New 
York or American Stock Exchange to offset the flow of regional ex- 
change orders whenever they become out of balance. In order to per- 
mit a local market in these issues, Midwest Exchange specialists must 
supply as much as 70 percent or more of the bids or offers simply 
because they do not have a flow of orders that permit the match-offs 
existing on the primary eastern markets. Midwest Exchange studies 
indicate that its specialists acted as the seller in approximately 40 
percent of the total round-lot exchange transactions made in 1955. 

Stock transfer stamps represent compulsory taxes on specialists on 
the national securities exchanges since it is incumbent upon them under 
strict exchange rules to make bids and offers for their own account at 
prices closely related to current sales in order to provide offerings at 
such times as public offerings are not available at reasonable prices 
and to make bids when the public is not buying. In fact, the impor- 
tance of the specialist’s role in the orderly and consistent functioning 
of the market cannot be overemphasized. It would appear to be 
equally important and justifiable in the public interest to consider 
a transfer tax exemption for specialist sales similar to the exemption 
of odd-lot dealers from such taxes suggested in the subcommittee 
proposal. 

In addition to the exchanges, we have a big over-the-counter market. 
It seems to us that this proposal would work similar hardships on 
that market. Dealers performing a similar market function would 
he obliged to reduce bids and increase offering prices to the public 
to the detriment of markets. Anything that is done to interfere with 
the present market machinery—off as well as on the exchanges—in 
the way of tax impediments is not in the public interest. 

\ comparison with the system of charging brokers commission 
will help make the point. Member firm charges on stock transac- 
tions, if applied at a single rate similar to the stamp-tax proposal. 
would likewise severely impair the liquidity of markets. Therefore. 
a declining commission rate structure is used on all stock transac- 
tions, with minmum and maximum per-share charges. For example. 
present minimum commission rates per 100 shares now in effect on 
the principal exchanges are 6 percent on the first $100; 1 percent on 
the next $1,900; one-half percent on the next $3,000, and one-tenth 
of 1 percent on accounts exceeding $5,000. We believe that a similar 
declining principle has a place in any stamp-tax rate structure. 
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Under the subcommittee proposal, the stamp tax on 100 shares with 
a value in excess of $5,000 is $0.50 per $1,000 of mar —. value, or 50 
percent of the established commission rate of $1 per $1,000 charged 
the customer by his broker for executing the order. In other words, 
the proposed stamp tax is all out of proportion to other costs to the 
customer making the transactions. The fee of a floor broker for 
filling an order on the exchange is $1.25 on 100 shares selling at $1 
per share, or 114 percent of moicy iinvolved. Based upon 100 shares 
at $100 involving $10,000, the rate declines to four one-hundredths 
of 1 percent, or a . fee of only $4. Furthermore. there is no charge on 
amounts in excess of $10,000. In other words, even as much as 
$100,000 in a 100-share lot calls for no additional fee; it is still only 
$4. It is obvious that the proposed stamp taxes on sizable transac- 
tions would be substantially more than the going rate of fee for the 
services of the broker for consummating the order for the public. To 
illustrate, the floor broker’s fees on a high- priced issue such as Inter- 
national Business Machine selling at $475 per share is currently $4. 
the highest fee prescribed for 100 shares regardless of price, as com- 
pared with a stamp tax under the subcommittee’s prop ssal of $23.75. 
fhe stamp tax would be six times the fee charged by the broker for 
performing an important service. 

In addition, I would like to comment on something else. We have 
taken here all of the public offerings of new securities for the month 
of October 1955 and put them in a study, and this study shows that if 
the new stamp-tax rates were applied on 10 cents per hundred dollars 
of market value, it would increase the tax to issuing companies, com- 
panies needing new capital, 664 percent. We think that is too mue 
of an increase to make at a time when capital is short; and there is 
great need for industry to finance our expanding economy. So we 
regard these documentary stamp taxes of sufficient substance, these 
increases of sufficient substance, for some corporation managements 
io turn for their new capital to such sources as bank borrowings and 
insurance loans in order to avoid the tax, and in that way not resort 
tosound equity financing. These increases are simply too big to make 
at one time. 

It would, we think, make for lots of problems so far as corporations 
raising money is concerned. Early in the year, I submitted to the 
joint committee a table on transfer taxes, which was higher than the 
one IT am submitting today. I didn’t realize at that time that these 
rates were geared for a 40- percent increase. With no pride of author- 
ship, we are submitting today an alternative proposal which will 
oe for more modest charges, a price rate which will not impair 

1arkets or financing, and at the same time maintain revenues in excess 
of present collections. This table is set forth at the top of page 6. Tt 
carries out the theory of declining rate structure so that our market 
wonld continue to be liquid. It applies a rate of 3 percent per hundred 
Collars of value up to $5,000 on stock transfers. In excess of $5,900 
the rate would drop to 1 cent per $100 of actual value. 

On stock issuances, we are suggesting the same relative differes 
or spread that remains now as between the stock issuance and transfe) 
That is the double pread. The rate would he, what we are suggesting. 
6 cents per $100 of actual value, up to $5,000, and in excess of $5,000 
2 percent per $100 of actual value. The lower rate prenosed on trans 

85776—57——40 
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fers involving in excess of $5,000 will make it unnecessary to apply 
a ceiling such as $3 to $4 per 100 shares, to keep charges under control. 

Further simplification of the rate structure is accomplished by this, 
because on transactions above $5,000 it would only be necessary to 
point off 4 places and add $1 to determine the tax on all transfers. 

Incidentally, that would mean a great deal to the securities indus- 
try, because we spend a great deal of unnecessary time now looking 
up the par values of every stock on the board. We think anything 
we can do to simplify the computation would be helpful. 

I am going to summarize my statement now, with your permission: 

1. We are in accord with the idea of simplifying stamp transfer 
and issuance taxes and establishing them on a more equitable basis. 

2. We believe that the subcommittee proposal would hinder the 
ability of business generally to satisfy its new financing needs for 
plant expansion and other corporate purposes. In other words, a 400 
percent increase in issuing taxes would be just too much. 

3. We also believe that the proposed rate structure would interfere 
with the stock exchanges, particularly the regional exchanges, in 
performing their proper economic function of maintaining markets 
for securities owned by the public. 

4. We have proposed an alternative stamp-tax plan rate structure 
which will provide more revenues, current and long-term, for the 
Treasury than is produced by the present rate of tax and yet will not 
be a detriment to either new financing or the operation of orderly 
markets. 

5. We have also suggested a simple method of computing taxes sim- 
ilar to the simplified method of computing brokerage commissions. 
This method will facilitate the determination of the amount of stamp 
taxes in any given transaction and reduce clerical costs to brokers, 
banks and others who are called upon to make the involved computa- 
tions now required. 

6. We believe that our proposal is both constructive and practical 
and, if enacted into law, will be a forward step in excise taxation. 

Thank you very much. 

Mr. Foranp. We thank you for your contribution. 

Are there any questions ¢ 

Mr. Mason. Mr. Chairman? 

Mr. Foranp. Mr. Mason.) 

Mr. Mason. Mr. Barnes, I have thought for the last 45 years I 
knew something about the philosophy of taxation, but I admit right 
now that I know little, if anything, about the taxation of these stocks 
and bonds and these things. That is very highly technical. So far as I 
am concerned as a member of this committee, I will have to depend 
upon our experts back here, our specialists on stock transfers, for 
advice and counsel, as to what I should do about your proposal. 

Mr. Barnes. Thank you. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Barnes. We will be glad to confer with any of your staff at 
uny time. 

Mr. Krocu. Mr. Barnes, I was interested by your suggestion that 
consideration be given to according some relief from the proposed in- 
creases of the transfer taxes to both specialists on exchanges and over- 
the-counter dealers. Am I correct when I say that an over-the-counter 
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dealer is under no obligation to make a bid or an offer, whereas the 
specialist, on an exchange, under the rules of that exchange, must 
maintain the market in his stock and, therefore, must make a bid or 
make an offer, depending upon the situation ? 


Mr. Barnes. That is correct. As a matter of fact, on the Midwest 
Stock Exchange, we recently fined a member $500 for failing to make 
a bid. 

Mr. Keoeu. Would you agree with my saying to you that the need 
for such relief seems not to be as great in favor of the over-the-counter 


dealer who is under no obligation, as it would be to the specialist on an 
exchange. ? 


Mr. Barnes. Well, in the light of our economy as a whole, I 
wouldn’t agree entirely with that, for this reason, that the over-the- 
counter market is an unorganized market, and we don’t want to do 


anything that is going to unorganize it any more. We want to help 
all markets, Congressman Keogh. 


Mr. Kroon. It is unorganized by choice, is it not? As a matter of 


fact, over-the-counter dealers deal frequently in listed securities, do 
they not? 


Mr. Barnks. Many securities would not qualify for listing, Con- 
gressman Keogh. 


~ Mr. Keocu. Pardon me? 


Mr. Barnes. Many issues wouldn’t qualify for listing. 

Mr. Keocu. You are not in disagreement with the requirement for 
listing, are you? 

Mr. Barnes. No, not in the slightest. 


Mr. Foranp. If there are no further questions, we thank you for 
your consideration. 


(The following statement was submitted for the record :) 


STATEMENT OF SECURITIES AND EXCHANGE COMMISSION 


The Securities and Exchange Commission has been interested in the pro- 
ceedings of the Subcommittee on Excise Tax Technical and Administrative 
Problems as they relate to proposed changes in the stock transfer and issuance 
taxes. The Commission is interested in these matters because it believes that 
the administration and enforcement of its statutory functions depend, in part, 
upon the liquidity of the securities markets and the conditions which affect the 
creation of new capital for industry. The proposed changes in stock transfer 
and excise taxes could affect these factors. 

It is the Commission’s understanding from the subcommittee’s report of 
April 30, 1956, to the House Committee on Ways and Means that the subcommittee 
is primarily concerned at this time with technical and administrative problems 
connected with excise taxes and that it is not the purpose of its present study 
to suggest changes and rates so as to increase revenue from such taxes. It would 
appear, however, on the basis of calculations by the New York Stock Exchange 
and the Midwest Stock Exchange as included in the statements submitted by 
these exchanges to the subcommittee, that the proposed new rates of tax would 
substantially increase the amount of taxes to be paid on the issuance and sale 
of securities. 

The New York Stock Exchange study indicates that the proposed change to 
a rate of 5 cents per $100 of actual value would increase taxes on exchange 
transactions 35 percent over the current tax on these transactions. The ex- 
change estimates that the increase would amount to approximately $2.8 million 
a year on transactions effected on the exchange and that the increase on all stock 
and bond transactions executed through member firms of the New York Stock 
Exchange both on and off the exchange would be $5.8 million a year. The 
exchange estimates that the new proposed rate would yield total increased 
revenue on all stock transactions of between $11 million and $17.5 million a year. 
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Calculations by the Midwest Stock Exchange indicated that, under the pro- 
posed rate of 5 cents per $100 of actual value, the increase in taxes on round-lot 
transactions on that exchange during 1955 would have increased stock transfer 
taxes 41.2 percent. 

Particular attention has been drawn by these exchanges to the impact of the 
increase in transfer taxes on members of the exchange who function as special- 
ists. Such members are required by exchange rules to maintain a fair and 
orderly market in the stocks in which the member specializes, by taking or sup- 
plying stock for his own account whenever necessary. Any substantial increase 
in the cost of the specialist’s business through increased taxes or otherwise could 
have a bearing on the ability of the specialists to function properly. We believe 
the committee therefore will want to give careful consideration to the effect 
any proposed changes in the stock transfer tax might have on the continued 
maintenance of liquid and orderly exchange markets. 

While over-the-counter markets for securities ordinarily are maintained by 
dealers at somewhat wider spreads than the markets for similar securities 
on exchanges, it does not necessarily follow that dealers who maintain such 
markets are hetter able to absorb increased tax costs than are exchange spe- 
cialists. Increased costs, whatever their nature, could be reflected in further 
widening of spreads between bid and asked prices, thus resulting in poorer 
markets and increased costs to the investing public. 

The effect of the proposed revision in the issuance tax would bear, of course, 
most heavily on stocks. The change from the par value to an actual value 
base would not materially change the amount of taxes on bond issues, since such 
securities normally are sold at prices closely related to their par or face value. 
In the case of stocks, however, the prices at which such new securities are offered 
frequentiy bear little relationshi p to the stated par value of the securities. As 
the exchange studies previously referred to have indicated, the new rates pro- 
posed on the issuance of securities would result in substantially increased taxes 
on the issuance and sale of stocks. The Midwest Stock Exchange has estimated 
on the basis of the new common-stock issues registered for sale in the month 
of October 1956 that the tax cost to the issuing companies would have been in- 
creased from a total of $38,153.60 to $184,802.66 or 386 percent. 

The Commission believes the subcommittee will also want to consider whether 
the proposed new issuance rates might have the effect of inducing more debt 
financing than might be desirable. 


Mr. Foranp. The next witness is Mr. Harry Wurman. 


Mr. Wurman, will you identify yourself for the purpose of the 
record, and also identify the gentlemen who are with you. 


STATEMENT OF HARRY P. WURMAN, CONSULTANT FOR BAYUK 
CIGARS; VICE PRESIDENT, CIGAR MANUFACTURERS’ ASSOCIA- 
TION; ACCOMPANIED BY CLARENCE M. WEINER, ECONOMIST, 
CIGAR MANUFACTURERS’ ASSOCIATION; AND LEON SINGER, 
COUNSEL, CIGAR MANUFACTURERS’ ASSOCIATION 


Mr. Wurman. My name is Harry P. Wurman. To my left is Mr. 
Leon Singer, counsel for the Cigar Manufacturers’ Association of 
America, and to my right is Dr. Clarence M. Weiner, economist for 
the association. 

Mr. Foranp. Do you have a statement, Mr. Wurman ? 

Mr. Wurman. Yes, sir. 

Mr. Foranp. I notice you have a document here and also a 
summary. 

fr. Wurman. We also have an oral statement. 
Mr. Foranp. Has the committee been furnished with the statement ? 
Mr. Wurman. With the oral statement? No, sir. Not. with the 


oral statement. no sir. You have been furnished with the economic 
brief. 
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Mr. Foranp. You are summarizing that? 

Mr. Wurman. Yes, sir. 

Mr. Foranp. You may proceed. 

Mr. Wurman. My name is Harry P. Wurman, and I am the con- 
sultant for Bayuk Cigars. I was for many years the president of 
this company and until my recent retirement had been actively 
connected with the cigar-manufacturing industry for almost 45 years. 
I am also the vice president of the Cigar Manufacturers’ Association 
of America, a trade association national in scope, whose membership 
include small, medium, and large cigar manufacturers located in 
every manufacturing center of the United States and whose members 
produce in unit and dollar volume well over 75 percent of the total 
production of cigars. 

We come here pleading for America’s oldest industry. Christopher 
Columbus not only gave the world a new continent, but he also gav: 
it a new product—cigars. On November 6, 1492, according to tiie 
journals, two members of his crew saw the Indians of San Salvador 
drawing smoke from rolls of tobacco wrapped in the leaf of the plant 
itself. It was the first type of smoking ever to be observed by white 
men and it was a cigar. 

We come before your committee, as we have in the past, pleading 
for tax relief to a distressed industry. We do not ask your committee 
to repeal the taxes imposed on our products but we do ask that you 
give us relief from the burdensome war tax imposed during World 
War II. 

We appeared before this committee in 1950 and then demonstrated 
that this wartime excise tax had and was still hampering our ability 
to keep pace with the changing economy. We then showed that we 
had been and were steadily losing ground to competitive tobacco 
products. Your committee then voted a tax reduction of approxi- 
mately one-third in the existing rates and in your report said: 

The rate reduction provided for cigars, in your committee’s bill, will increase 
cigar sales relative to other tobacco products or at least aid the cigar industry 
in maintaining its present relative position. 

Action on your proposal was deferred because of the intervention of 
the Korean war. 

Since 1950 relief from World War II imposed taxes has been 
granted to a large number of other industries; some we believe even 
less depressed than ours and some certainly considerably larger than 
ours. Yet the reasons urged by us which impelled this committee to 
make its recommendation for a tax reduction in 1950 still prevail. As 
a matter of fact, conditions have become worse. 

I do not intend to burden your committee with a detailed recital 
of the statistical information we have assembled in the economic 
brief filed with this committee. I do feel it important, however, to 
say to you gentlemen that an examination of this economic brief 
should reveal that the cigar industry falls within the concept of small 
business. When you consider that only 38,000 workers are employed 
in the entire cigar industry, less than what would be employed in one 
large automobile plant, that the average is less than 100 wage earners 
per factory, that the average shipment of cigars per cigar factory is 
only $69. 000 a month, certainly this industry should qualify for special 

treatment as small business. 
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But what has happened to our small business ? 

In the past 20 years, the number of factories dropped from over 
5,000 in 1936 to less than 1,200 last year. During each of the last 10 
years between 150 and 350 factories have gone out. of business each 
year. I have seen these small companies, many of them old friends of 
mine, fall by the wayside and what few remain have had their output 
substantially reduced. Thousands of workers have lost jobs in this 
industry during the last 10 years. In 1947, 47,000 wage earners were 
employed in cigar manufacturing plants and now there are only 
38,000. 

The cigar industry has not been able to make a substantial recovery 
following the depression years as a result of the imposition of a 
wartime tax which has not been modified since 1942. 

It is a low-profit industry and its profit rate has steadily declined 
since 1947 when it was almost 6 percent of sales, to 1952 when it 
reached its lowest postwar level of 3 percent of sales. In the past 3 
years, the profit margin has risen slightly. Yet in 1955, it had only 
reached 3.5 percent of sales—a significantly low figure in the light 
of an overall profit margin of 5.4 percent of sales for all United 
States manufacturing corporations in 1955. 

If we measure the cigar industry’s profits against stockholder’s 
investment the picture is even more appalling. 

In 1955, the listed cigar companies earned only 7 percent on their 
investment, while the equivalent rate for all United States manu- 
facturing companies was 12.3 percent or 75 percent more than in the 
cigar manufacturing industry. 

It is discouraging to report that the cigar industry ranks among 
the least profitable of all American manufacturing industries, ranking 
22d out of 24 industries for which Securities and Exchange Commis- 
sion figures are available. 

Further evidence of the depressed condition of our industry is the 
long-term down trend in per capita consumption of cigars. Per 
capita cigar consumption has declined from an average of 98 cigars 
consumed per person per year in the early part of 1920’s to 53 cigars 
per capita currently. Not once in any of the lush postwar years 
has per capita cigar consumption equaled that which prevailed during 
the depression years. 

We do not come before you asking for outright repeal of excise 
taxes, because we fully appreciate the necessity for our industry shar- 
ing some of the expense of running the Government. But we do ask 
for an easing of this World War ITI emergency excise tax which for 
so many years has hampered our industry and prevented it from ad- 
justing itself to a peacetime economy. 

We cannot adjust our price structure in the present economy if we 
must continue to pay wartime excise taxes. Let me illustrate what the 
present burden of cigar excise taxes does to the cigar industry. 

Our present tax rate became effective November 1942—and it has 
not been changed these 14 years. In the fiscal year ending June 1942, 
just prior to the wartime increase, the cigar industry paid $1414 mil- 
lion in excise taxes, on 6.1 billion cigars. In the fiscal year just ended, 
our excise-tax payments were $45 million—on 200 million fewer cigars 
than in 1942. In other words, our taxes went from $14 million to $45 
million, an increase of over 208 percent while cigar consumption de- 
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clined 3.4 percent. The chart on page 11 of our economic brief illus- 
trates this very clearly. 

During this same period, material and labor costs have increased 
substantially. These constantly rising costs, coupled with an excessive 
tax burden, continue to squeeze the industry’s narrow profit margins. 

The static condition of the cigar industry compared to the growth 
of the American economy is forcibly set forth in our economic brief 
to which I invite your attention. We have on previous occasions 
pointed out the inequity of the present tax schedule. It 1s unrealistic in 
that it entirely disregards the pricing practices of our industry and 
this fact was recognized by your committee in its recommendation of 
1950. 

You, Congressman Herlong, will recall that in February of 1955 
you introduced a bill, H. R. 3900, which would have reduced cigar 
taxes to approximately 8 percent at the manufacturer’s level and which 
contained a more realistic bracket system than the one now on the 
statute books. Senator Smathers introduced a companion bill about 
the same time. 

While we would be grateful, if we were now operating under the 
rates and under the schedule proposed in that bill, we feel that it may 
now be too little and too late, because since its introduction we have 
witnessed the extinction of more cigar factories, loss of more jobs for 
our workers, and a further impairment of our profit margins. We 
firmly believe that the cigar industry under the circumstances is as 
much a distressed industry as the snuff and chewing tobacco industry 
which had its tax reduced 44 percent in 1951. Why should we pay 
more than the more prosperous manufacturing industries, such as 


household gas and electric appliances, refrigerators, quick freezers, 

power lawn mowers, motion-picture projectors and others whose ef- 

fective rate is only 5 percent? We should pay less than the more pros- 

perous industries such as automobile parts and accessories who pay 

only 8 percent, automobiles and trucks who pay only 10 percent, and 
SW 


business machines and many other industrie 
10-percent manufacturer’s excise tax. 

Not only is our industry old in tradition, it is the only American 
manufacturing industry still saddled with a bracket system for deter- 
mination of its tax. This cigar tax-bracket system also found its 
genesis as a war emergency measure. It was first enacted during the 
War Between the States, was changed to a flat tax shortly after the 
end of that war and again enacted during World War I. While the 
bracket and rates were changed in 1919 after these hostilities ceased, 
the present brackets and rates have remained unchanged since their 
enactment during World War IT. 

This bracket system, born during the stress of the War Between 
the States and reincarnated during the trying days of the First World 
War conflict, reeks in inequity. 

As an example of how wrong the present bracket system is, a 
5-cent cigar pays a 13 percent tax, the popular 3 for 25 cents pays 
21.3 percent, a 10-cent cigar pays almost 18 percent, while a 50-cent 
cigar pays only 6.6 percent. Not only does this disparity exist 
throughout the entire presient system, but inequities exist within each 
of the several brackets. For instance, class E, which is from over 
8 cents per cigar to not more than 15 cents, varies from 21.3 to 11.2 


o likewise pay only a 
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percent. May I refer you to the table on page 19 of our brief which 
tells the story in more detail? 

There is no consistent relationship between prices and tax rates 
under this bracket system, nor can there be any under any bracket 
system. 

A 5-percent manufacturer’s ad valorem tax for the cigar industry 
would be administratively feasible and would result in the elimina- 
tion of the archiac bracket system since the cigar industry is no 
longer required to use stamps. It would simplify the preparation 
and rendering of returns to Internal Revenue Service. An ad valorem 
tax at a low enough rate to permit the industry to adjust itself to its 
original impact would eliminate the inequities which now prevail 
under the bracket system and would make for a unified method of 
taxation by maintaining a direct and fixed relationship between tax 
und prices. Such a system would permit a greater flexibility in the 
pricing of cigars and would eliminate the possibility of creating 
future tax inequities. Most important, an ad valorem tax would 
avoid the necessity for tax brackets of any kind and thus eliminate 
the present lack of mobility in price adjustment. 

If, however, the continuation of a tax-bracket system is deemed nec- 
essary by your committee, then we submit that the tax brackets set 
forth in the Herlong-Smathers bills are acceptable to the industry 
us being a most realistic grouping of prices. 

With all due respect, I want to make it clear that despite the possible 
advantages of an ad valorem system, our association is unalterably 
opposed to such a system unless it is coupled with a substantial reduec- 
tion of the tax. The transition from the present bracket system to an 
ad valorem tax without such a substantial reduction, will result in 
the increase in tax rates to many segments of the cigar industry. No 
segment of the cigar industry can afford an increase in its tax. 

I call your attention to the Treasury Department study, Federal 
Excise Taxes on Tobacco, made in 1948 by its Diviison of Tax Research 
and revised to 1950. This study as it relates to cigars is summarized 
at page 20 of our brief. Back in 1948 the Treasury Department said: 

The cigar manufacturers have not been able to make as large advertising 
expenditures as the cigarette companies and have had to depend upon the selling 
efforts of their distributors to a greater extent. 

That statement is even more appropriate today. 

With the cigar industry’s narrow profit margin, caused by the 
squeeze brought about by the industry’s inability to raise its prices and 
increasing cost of labor, materials, transportation, other costs of 
production and high taxes, the advertising dollars of the cigar indus- 
try are even less today than they were in 1948. Then television was 
in its infancy and this new medium has been practically unavailable 
to most cigar manufacturers because of its high costs. It should 
be apparent that the advertising dollar went much further in 1948 to 
promote the sale of cigars than it can today. 

If the cigar industry received relief at your hands from this World 
War II emergency tax, it could use its tax savings for an intensive and 
sustained campaign to promote the sale of cigars. A demand for 
cigars thus created should, in the language of your committee’s 1950 
report, restore the relative position of our industry to other tobacco 
products, thus resulting in greater income-tax payments to the Gov- 
ernment, with probably little loss in excise-tax revenue, even at a 





EXCISE TAXES 617 


considerably lower rate than now in effect, through increased sales 
of cigars. 

Although I characterized the cigar mdustry as small business as 
compared. with the big industries of our country and our economic 
brief has pointed up that it is not a growth industry, I hope I have 
not given the impression that our long-established industry is about to 

vanish from the American scene. It isa traditional industry in which 
one generation has consistently followed another in the same enter- 
prise. This applies not only to the cigar-leaf farmer, and the packer of 
leaf tobacco but also the wholesaler, the retailer, and the manufacturer 
of cigars. 

I believe that it is the intent of our Government that in a free- 
enterprise system no industry, especially one so long identified with 
our national life, should suffer unduly under a burden of taxation that 
is inequitable and disproportionate. We, therefore, urge that your 
committee recommend a fairer rate of tax and a more eqitable distri- 
bution of the tax so that our industry may be permitted to grow 
and prosper. 

I thank you. 

May I ask that our economic brief be filed ? 

Mr. Foranp. Yes. It will be filed with the committee. It will not 
he made a part of the hearing record. 

Mr. Wurman. I also have a letter here from the National Asso- 
ciation of Tobacco Distributors which I would like to file with the 
committee. 

Mr. Foranp. Without objection, that may be done. 

(Letter referred to follows:) 


NATIONAL ASSOCIATION oF ToBACCO DISTRIBUTORS, 
New York, N. Y., November 28, 1956. 
Hon. AIME J. FoRAND, 
Subcommittee Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Sir: The unenviable predicament of the cigar industry is gradually 
gnawing into the economic fabric of wholesale tobacco distributors whose func- 
tion in the industrial pattern is that of providing the transmission belt that 
conveys the greater percentage of cigars from the factories to the counters of 
more than 1 million retail outlets. The veritable cornerstone of the wholesale 
tobaceo distribution system in the United States, in the main, depends upon the 
economic health of the cigar industry. 

The static nature of the industry, based on the history and experience of close 
to the last two decades, is largely attributable to the stifling reverberations 
of an unsound and inequitable Federal tax schedule. This condition has not 
only arrested consumpticn and caused the elimination of innumerable manu- 
facturers, but has, to a large degree, impeded the expansion and, in countless 
instances, even contracted the operations of a vast segment of the wholesale and 
retail tobacco trades. 

The membership of this association joins the cigar manufacturers in their 
warranted plea to reduce the Federal tax on cigars to the recommended level 
and thereby open the door for a hard-put industry to extricate itself from its 
present stranglehold and, in keeping with the general trend, set ont to enjoy 
a share of the glorious American prosperity. 

It is incongruous and incomprehensible to persist in imposing upon an industry 
an unbearable tax yoke and, as a consequence, hinder, impede, and obstruct the 
conscientious efforts of reasonably intelligent and alert firms, in cigar mann 
facturing, wholesaling, and retailing from embarking upon programs that are 
consonant with American freedom of opportunity. It is a foregone conclusion 
that. such an urgently needed tax adjustment would also enhance the yield t 
the Government’s coffers. 

Respectfully yours, 
JOSEPH KoLopNy. 
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Mr. Foranpv. We thank you for your contribution. 

Are there any questions ? 

Mr. Eberharter ? 

Mr. Exsernarrer. I was interested in reading the paper which you 
submitted, “This tells at a glance why cigar excise taxes should be 
reduced.” I was interested in item No. 2, wherein you say that cigar 
factories are going out of business at the rate of 1 every other day, 
from 5,292 in 1936 and only 796 in operation in 1956. 

Mr. Wurman. That is a number that we just got. That is not 
officially released yet, and we didn’t get it into our figures, but that is 
the correct number. It is down to 796. 

Mr. Esernarrer. The sum and substance of your statement, Mr. 
Wurman, is to the effect that your product is the only one taxed under 
a bracket system ? 

Mr. Wurman. That is right, sir. 

Mr. Esernarrer. Under the whole tax structure of the United 
States, you are the only American enterprise that operates that way? 

Mr. Wurman. Yes, sir. 

Mr. Exseruarrer. You would be satisfied to pay an ad valorem tax 
of 5 percent, say, or 8 percent even ? 

Mr. Wurman. Yes, sir. 

Mr. Epernarter. Under the present tax bracket system, the higher 
priced cigars pay one-third the percentage of taxes that the lower 
price cigars pay ? 

Mr. Wurman. That is correct, sir. 

Mr. Esernarrer. That is contrary to the theory or principle of 
taxation according to ability to pay, is it not? 

Mr. Wurman. That is correct, sir. 

Mr. Esernarter. I just want to emphasize that, Mr. Wurman. 

Thank you. 

Mr. Herione. Under the present tax system, what is the average 
tax that the Government derives from cigars ? 

Mr. Wurman. The average effective taxes is a little bit above 14 
percent, at the manufacturer’s level. 

Mr. Hertonc. And you would be satisfied if we were to reduce it to 
an ad valorem tax over all of 8 percent, is that correct? 

Mr. Wurman. Not exceeding 8 percent at the utmost. 

Mr. Hertone. If it exceeded 8 percent, you would prefer then to 
stay with the bracket system, is that correct ? 

Mr. Wurman. Yes, sir. 

Mr. Hertone. As set out in the bill that I introduced in the last 
session ? 

Mr. Wurman. Yes, sir. 

Mr. Hertone. Or substantially as it is set out. But not the present 
bracket system ? 

Mr. Wurman. No, sir, not the present. 

Mr. Hertone. Thank you very much. 

Mr. Esernarrer. Under the bracket system, it is unrealistic now 
because the prices have changed so much that the bracket system is not 
properly applicable to the business as it was when we adopted it? 

Mr. Wurman. That is right, sir. What happens is that under the 
bracket system you are absolutely fixed as to your prices. Ifa manu- 
facturer of a 6-cent cigar wanted to raise his price, you would nor- 
mally suppose he would go to 2 for 13, six and a-half cents. The 
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minute he does that, the tax goes up 3athousand. He might just as 
well not raise his price because he would actually be getting less 
return. 


Mr. Esernarrer. Thank you. 

Mr. Foranp. We thank you. 

The next witness is the Honorable Harold D. Cooley. 

We know you very well, Congressman Cooley, but would you mind 
identifying yourself for the record ? 


STATEMENT OF HON. HAROLD D. COOLEY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. Cootzy. Mr. Chairman, and members of the committee, I am 
delighted to have this opportunity to appear here. I am Harold D. 
Cooley, a Representative in Congress from the State of North 
Carolina. 

I want to urge that this committee recommend a removal of the last 
tax burden which has been placed upon tobacco. As no doubt you 
know, tobacco is the only agriculture commodity that is taxed by the 
Federal Government. Just why that is so, nobody has yet been able to 
explain. I do not believe there is any more reason to tax tobacco as 
an agricultural commodity than there would be to tax cotton, wheat, 
corn, or the many other commodities that are harvested from our 
fields. But the fact remains that tobacco has been heavily taxed 
through the years. 

Apparently every time anyone thinks about increasing revenue to 
the Federal Government, or to the State governments, or to the mu- 
nicipalities in the several States, they seem to turn to tobacco. We 
are not asking for the entire tax to be removed by any means, but we 
are asking for the removal of this 1 cent per pack on cigarettes which 
was imposed during the Korean conflict. 

On Monday of this week, we had a rather unique meeting in our 
Committee on Agriculture. I think perhaps for the first time, cer- 
tainly since I have been in Congress during 22 years, we had repre- 
sentatives from all segments of the tobacco industry in our committee 
room, indicating their interest in the problems which are vital to the 
welfare of the industry generally. 

I have here a list of 20 witnesses, each representing some segment 
of the tobacco industry, all of whom were in complete accord with 
regard to the removal of this tax. The tax was imposed as an emer- 
gency measure and should have expired long ago, but it has been con- 
tinued from year to year. 

It amounts to roughly $190 million, and I am told that that amount 
of money is larger by far than all of the profits of all of the manu- 
facturers of all the cigarettes that are produced in America. 

This gives you an idea as to the magnitude of the tax. The tax now 
amounts to $1.25 a pound. We are told that this 1 penny tax amounts 
to 1614 cents a pound at the farm level. 

I would like to read the list of these witnesses, Mr. Chairman, so 
that their names might appear in the record, and so that this com- 
mittee might know the cahber of men that came to Washington on 
Monday to advocate before our committee the removal of this tax and 
for further discussion of other problems which we consider very 
important and vital to us at this time. 
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We had Mr. R. J. Works from Rocky Mount, C., a tobacco 
farmer and tobacco warehouseman, who has been in rise business fo: 

about 50 years. 

We had Hon. William M. Tuck, former Governor of the State of 
Virginia and now a Member of Congress; a statement by Mr. Frank 
Williamson, who is the secretary of ‘the Farm Bureau committee of 
South C arolina ; Mr. Roy B. Davis, Jr., president of the Farm Bu- 
reau of Virginia; Mr. Carl Hicks of North Carolina, who is a farmer 
also, who is the president of the Flue-Cured Tobacco Stabilization 
Corporation, and is the chairman of the 15-man beltwide committee 
and the chairman of a 20-man tobacco committee of the North Carolina 
Farm Bureau. 

Mr. Hicks has great and grave responsibilities in connection with 
this tobacco program which has operated so successfully through 
all the years. As president of the Stabilization Corporation, he is in 
charge of the financing of the price-support program. I will have a 
little something more to st ay about Mr. Hicks in just a moment. 

We also had Mr. Tom Allen, who is chairman of the tobacco com- 
mittee of the North Carolina State Grange; Mr. Fred S. Royster, who 
is the president of the Bright Leaf Tobacco Warehouse Association, 
likewise a tobacco warehouseman himself and also a tobacco farmer, 
Mr. E. Y. Floyd, a tobacco expert and a tobacco farmer from North 
Carolina: Mr. L. T. Weeks, the manager of the Flue-Cured Tobacco 
Stabilization Corporation; Mr. Dorsey Matthews, who I think is from 
Virginia; a statement by Mr. W. E. Caldwell, who is in charge of the 
tobacco experiment stations in North Carolina. 

Mr. John B. Vance, the president of the Farmers Union of Vir- 
ginia; Mr. L. Y. Ballantine, the commissioner of agriculture of the 
State of North Carolina; and Mr. Robert R. Coker of the Coker 
Farms of South Carolina, and it was on the Coker Farm that the new 

varieties of tobacco were developed and where they were bred, and as 
a result of these new varieties of tobacco which produce abundantly; 
tobacco today is in great distress and in great trouble. 

He is the president of the Coker Pedigreed Seed Co., of South 
Carolina, and I might pause here, Mr. Chairman, and gentlemen, 
a say that I have with me here our colleague, Mr. John MeMillan, 
Congressman from South Carolina, and the Coker Farm is in Mr. 

MeMillan’s district. 

Mr. McMillan, as you know, is a devoted friend of agriculture, a 
member of the Agriculture Committee of the House, and is a member 
of the Tobacco Subcommittee of our committee, and he is intensely in- 
terested in the welfare of the tobacco farmers and others engaged in 
agriculture. 

Mr. Foranp. We know Mr. McMillan very well and very favorably, 
and I understand he is going to have a few words to say after you 
conclude. 

Mr. Cooter. Then we had Mr. J. C. Lanier of North Carolina, who 
is a tobaceo farmer and he represents, I think, just about all of the 
tobacco exporters: a Mr. Marion Fowler from South Carolina, the 
president of the Tobacco Association of South Carolina; Mr. Joe P. 
Gillam, a farmer of the State of Virginia; Mr. P. L. Elvington, presi- 
dent of the Grange of South Carolina; and Mr. J. B. Hutson, former 
Under Secretary ‘of Agriculture, former president of the Commodity 
Credit Corporation, and now pr esident of Tobacco Associates, Ine. 
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These 20 representative men testified before our committee on Mon- 
day. Our committee room was packed and jammed with other inter- 
ested people, but time would not permit many of the witnesses to 
testify in the brief 1-day hearing which we held. 

In addition to having Mr. MeMillan here with me, Mr. John M. 
Littlepaige, counsel for the American Tobacco Co., is here; Mr. Ed- 
ward F. Ragland, executive secretary of the Associated Tobacco Manu- 
facturers: Mr. J. Milton Cooper, counsel for the R. J. Reynolds 
Tobacco Co.; Mr. J. B. Hutson, president, as I mentioned a moment 
ago, of the Tobacco Associates; Col. J. C. Frank, assistant to e 
president of Tobacco Associates; and Mr. W. A. O'Flaherty, assista1 
executive director of the Tobacco Tax Council. 

One witness that I failed to mention who was a very important 
vitness, in fact, I think the first witness after the officials of the 
Department testified, was Mr. E. A. Darr, the president of the Reyn- 
olds Tobacco Co. He was accompanied by Mr. H. H. 
Mr. S. B. Hanes, Jr. 

I emphasize his appearance because this, I think, is the first time 
that the officials of the manufacturers have been in to the committee 
room of the House Committee on Agriculture. Seldom, if ever, do 
they appear before this committee, but I mention this to show that 
everyone connected with the tobacco industry realizes that this tax 
burden should be lifted. We hoped that the Department of Agricul- 
ture would join with us in advocating the repeal of this tax. 

Just what their position will be I have no way of knowing. The 
Federal tax is $190 million, just the Federal tax. The total Federal, 
State and municipal tax on tobacco, I understand, amounts to $2,200 
milion. 

The Federal Government takes one billion, six hundred million-some 
off of tobacco. One reason that we are here urging the removal of 
this tax is the fact that tobacco for the first time is in a very pre- 
carious and distressing situation. We have now in the Flue-Cured 
Tobacco Stabilization Corporation 700 million pounds of tobacco. 

We got into this trouble within the last 3 years. It is due to many 
factors. First, I would say it is due to an unfortunate disease which 
visited the tobacco area known as black shank, and that brought great 
financial distress to many tobacco farmers whose lands were infected 
with black shank. Black shank is a disease which destroys tobacco 
in the field and many of our fields were devastated. 

The Coker boys of South Carolina developed this black-shank- 
resistant tobacco and it has proven to be very successful in resisting 
this fatal disease. However, at the same time it developed that these 
new varieties produced great poundage and the poundage harvested 
from an acre of tobacco has increased from approxim: itely 1,200 or 
1,500 pounds an acre 3 years ago and now in North Carolina we are 
producing 1,740 pounds per acre. 

That has added to the surplus in the commodity inventories. We 
have an enormous Federal investment in these 700 million pounds 
of tobacco. We are told that about 150 million pounds of this 
tobacco is considered to be neutral and worthless to the tobacco 
trade. 

To give you an idea of the sacrifice the tobacco farmer is making, 
this year, 1956, we reduced our acreage 12 percent. There were 


> . 
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many who believed that the acreage should have been reduced 20 
percent. I actually introduced a bill early in the last session to 
authorize the Secretary to conduct another referendum and to re- 
duce the acreage 20 percent, but it was too late in the season and the 
farmers did not approve it, so the reduction this year was 12 percent. 

In 1957 we will reduce our tobacco acreage 20 percent. 

Mr. Foranp. Mr. Cooley, if I may interrupt, those are problems 
for your committee to handle. We are trying to handle the tax 
phase of it. If it is possible, if you confine your remarks to the tax 
phase, you will be helping our committee tremendously. 

Mr. Cootey. The reason I am saying this is, if you continue this 
tax you are taxing a sick industry. That is the only reason I discuss 
this condition. If the tobacco farmer was today prosperous and not 
in trouble he might not be warranted in complaining about this tax, 
but I am telling you that the tobacco farmers are now in distress, 
and when you impose this tax you are imposing a tax on an industry 
that is sick, and I say that because the record shows that to be true. 

I am saying that the tobacco farmer is doing everything he can 
to relieve himself of the distress in which he finds himself at the 
present time. He has followed the advice of the experts in the De- 
partment. I will not try to belabor this discussion, but we heard 
a lot of talk about the soil bank and we held out great hopes that the 
soil bank would be of great value. 

However, unfortunately, there was only 1 percent participation 
by the tobacco farmers in the soil-bank program last year. The 
Secretary of Agriculture will say that that was due to the fact that 
we embarked upon the program so late in the year that the farmers 
were not aware of its advantages and they, therefore, did not partici- 
pate, but the fact remains that the inducement offered to the tobacco 
farmer to put his land in the soil bank is only 18 cents a pound, and 
this 1-penny tax amounts to 1614 cents a pound. 

Mr. Foranp. Is the tax placed on the farmer, or on the ultimate 
consumer ¢ 

Mr. Cootry. The idea, of course, in imposing the tax is that it 
will be passed on, but we know that it cannot all be passed on because 
the tax now is 8 cents a package, and we believe that the evidence 
will show that the tobacco manufacturers, because of this financial 
burden that they cannot pass on are cutting every corner they can, 
economizing in every way possible, and we are afraid that they will 
actually impair the quality of the cigarette. 

We hear a lot of talk about homogenized tobacco and synthetic 
tobacco and the use of stems that are pulverized and reprocessed and 
put into the cigarette, which isn’t good for the tobacco industry, 
but I am told by the manufacturers that they are forced by reason 
of the burdens that they are bearing to do everything they can to 
protect the profits of their stockholders, so we believe that if you 
will relieve this tax, relieve the pressure on the manufacturer, you 
will in a degree relieve the pressure on the farmer. 

To take a contrary position is to say that you might increase the 
tax 10 cents a pack and not affect the farmer, but you know that is 
not true. You can go right down here in the House Office Building. 
You can buy cigarettes here for 6 or 7 cents a package cheaper than 
you can, say, at the Mayflower Hotel. 
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You can buy a package of cigarettes in the cafeteria for 19 cents, 
but 8 cents of that is tax, and if you did not have this tax you could 
buy it for 11 cents, or maybe 10 cents a package, and naturally, more 
cigarettes would be consumed. 

Mr. Foranp. I can assure our colleague that this committee is very 
sympathetic to the cause that he is pleading and we are very anxious 
to find out just how and in what fashion we can help the situation, 
but the point I am trying to clear up—and this is merely for my own 
information—is if the tax is redueed—and I am for reducing it if it 
is at all possible—does that mean that there would be a greater sale 
of cigarettes or other tobacco products ? 

Mr. Coorey. We think definitely it will. If the manufacturer by 
paying the 1-cent tax is paying 161% cents at the farm level—that is 
what I understand it means—and the manufacturer cannot possibly 
pass that on, he has to pass it back to the farmer. 

I will just conclude by saying this: That as to this neutral tobacco 
that we have been talking about, this same committee that I mentioned 
a moment ago, the same number of witnesses, every one of them were 
unanimous in advocating no price-support program for worthless 
tobacco, this neutral-type tobacco, white slick tobacco without any 
aroma. 

We are told there is no market for it and so we have advocated 
lowering the price support to the very minimum on that type of 
tobacco, that plus the willingness to take the 20 percent cut, plus the 
willingness to put some of this tobacco land in the soil bank, and 
do everything we can to work off this burdensome surplus which 
amounts to more than a half year’s supply of tobacco. 

I want to conclude by asking the committee to give serious consider- 
ation to this problem, and this brief, which I will not bore you by 
attempting to read it to you—it is prepared by the Tax Council—is a 
very short statement, but it is filled with pertinent information bearing 
on this subject. 

I want this committee to know that our Tobacco Subcommittee is 
unanimous in urging this committee to remove this 1 penny a pack 
tax on cigarettes. 

Mr. McMillan is here and he would like to testify. 

Mr. Foranp. Are there any questions ? 

Mr. Jenkins has a question. 

Mr. JeNKiNS. I notice in your locations you have for the location of 
these cigarette activities mentioned North Carolina, South Carolina, 
and Virginia. 

Mr. Cooter. And Georgia. We did have them from Georgia. 

Mr. Jenxrys. There is a lot of tobacco raised in Kentucky and West 
Virginia and in my section of Ohio. p 

Mr. Exsernarrer. Pennsylvania, too. 

Mr. Cooter. I am glad you mentioned that for this reason: Our 
problem now is acute in the flue-cured tobacco area. The burley 
producers, up until this year, were in a very unfortunate situation, but 
they took the reductions that they were required to take. 

hey have gotten their house in order. Their prices have been 
stabilized and they are now out of the woods, but we are not, and give 
us about 2 years or maybe a year and we can be out of the woods, and 
I want to conclude by saying this: This tobacco program on burley 
and on flue-cured colic has operated more successfully than any 
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other price-support program or any other program, so well that you 
know that the President himself commended it in his agriculture 
message to Congress. \ 

Secretary Benson has commended it publicly. We never lost one 
dime on the program until about the last 90 days, and I think our 
losses now amount to practically nothing, only about $40,000 or 
$50,000. 

Mr. Jenkins. We all agree that the production of tobacco is a clean 
business. I mean by that you don’t lose a lot of it. You waste 
hardly anything. The burley people raise their tobacco and they 
raise it to maturity and have it ready to sell. It looks good and is 
good for their line of business, and it does look like we can stabilize 
that industry. 

Some industries you can’t stabilize because they don’t stabilize 
themselves. It does look like if we can do it we should try to stabilize 
the tobacco industry. 

Mr. Cootry. If you look at the facts and figures submitted to us by 
the Department, you will see that we have had good stability in pro- 
duction through the years and in prices through the last 6 or 8 years. 
[tis only in the last 2 or 3 years that we got into this trouble, and 
with the help of this committee, and the help of the Department of 
Agriculture, and the help of our committee, I think we can be out 
of the woods in 24 months and we can bring some degree of prosperity 
back to the tobacco farmer. 

Mr. Jenxrns. That is all. 

Mr. Foranp. Mr. Karsten ? 

Mr. Karsten. Mr. Chairman, I would like to commend our colleague 
for his very persuasive presentation. I do have one question I would 
like to ask. 

With regard to this 1-cent reduction that you talk about, would that 
in any way be passed on to the consumers ? 

Mr. Cooter. I think definitely it would be passed on to the consumer 
and back to the farmer. To what extent I am not in a position to 
know. I doubt very much if even the manufacturers themselves could 
tell, but I do know that it is a burden that should be removed and we 
can see whether it will be passed on. 

Mr. Karsten. It would seem if it were passed on to the consumer 
that it would reflect itself back toward the farmer and increase 
cigarette consumption. 

Mr. Cooter. Did you ask me if the relief would be passed on? 

Mr. Karsten. Yes. 

Mr. Cootry. I am not in a position to say because I do know that 
the margin of profit that is made by a manufacturer is very slight. 
They depend entirely upon the volume. 

Mr. Karsten. If it were passed on, undoubtedly you could increase 
cigarette consumption and pass the benefits on to the consumer. 

Mr. Coorzy. That is right. Of course, if it is not passed on, by the 
same token you would not tend to increase consumption, so it 1s up 
to the manufacturers to do what they can to pass some of the benefits 
to the farmers and some of the benefits to the consumers. 

Mr. Hertone. In other words, if this 1-cent tax is taken off, it is 
reasonable to assume that the manufacturer will adjust it in the best 
vay possible to help both an increase in sales, and also to give the 
farmer some benefit for himself. 
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Mr. Cooter. I think so, because, as I said, I think, Mr. Herlong, 
that the manufacturer depends entirely upon volume and they are 
constantly trying to increase volume, and if they thought by lowerin 
the price on a thousand cigarettes they would increase volume, I think 
they would do it. 

Mr. Hertone. At the same time, they are a distressed industry at this 
time and they are going to have to retain a portion of this for their 
own benefit; are they not ? 

Mr. Coonzy. I really don’t know. I do not know anything about 
the manufacturing end of it. I know very little about it, but I do 
know that the farmer is up against it. 

We will probably have to take another 20-percent reduction in 
acreage next year, not only in 1957 but maybe in 1958, if something is 
not done. You can clearly see what that means to thousands of little 
farmers, and we have more little farmers in North Carolina than any 
State in the Union, and I do not want to see them pushed off the farm. 

We are doing all we can to get our own house in order and I think 
we can do it in 2 crop years. 

Mr. Foranp. Mr. Eberharter has a question. 

Mr. Esernarrer. Have you ever thought about the principle of 
applying an ad valorem tax on cigarettes; that is, based on the price 
of cigarettes, a tax based on the prices, not on the package or the 
number of cigarettes? 

Mr. Cootgy. I think, Mr. Eberharter, when you get into that you 
get into a very, very controversial field. 

Mr. Exsernarter. That is the reason I asked the question. 


Mr. Coorzy. It is very controversial as to whether or not you are 
going to graduate the tax. 

Mr. Foranp. We thank you very much. 

Congressman McMillan, we will be glad to hear you. 


STATEMENT OF HON. JOHN L. McMILLAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF SOUTH CAROLINA 


Mr. McMrran. Mr. Chairman and members of the Ways and Means 
Committee, I certainly appreciate your indulgence in giving me a few 
minutes of your precious time. I know how anxious you people are 
to complete these hearings and get home for Christmas, so I will not 
take but a few minutes, since my good chairman has, I believe, com- 
pletely covered the whole subject, and I think every person understands 
why we want this tax reduced. 

We want it especially for the benefit of the farmer and the consumer. 
I feel tobacco, and especially cigarettes, are paying more than their 
share of the tax load at the present time. In my district alone, the 
farmers lost $18 million this year on tobacco. The income was $18 
million less than it was last year. They took a 12-percent reduction, 
which meant 30 million pounds less tobacco in 1 year, and you can rest 
assured that the small farmer cannot continue to take that kind of 
a loss. 

In my State we are doing everything possible to compel the State 
legislature to remove the taxes from cigarettes and I hope we will be 
successful this coming session which opens up in January. I wouldn’t 
be here asking you to take off this tax if it were not for the fact that it 
was my understanding when this 1-cent additional tax was placed on 
it was only supposed to be temporary. 

85776—57——-41 
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I hope that the emergency has been removed to the extent that you 
people can seriously consider our request. I have a prepared state- 
ment I would like to leave here. 

Mr. Foranp. Without objection, it will go in the record. 

(The statement referred to follows :) 


SraTeMENtT or Hon. Jonn L. McMiILuan, a REPRESENTATIVE IN 
Concress From Tue STATE or SoutrH CAROLINA 


Mr. Chairman and members of the House Ways and Means Com- 
mittee: I want to thank you for giving me an opportunity to express 
my opinion on the bill before your committee having for its purpose 
to remove the 1-cent cigarette tax that was placed on cigarettes as an 
emergency act to raise additional revenue with the understanding 
that this tax would be removed as soon as the emergency did not exist. 

Mr. Chairman, the farmers in my district grow and market approxi- 
mately 175 million pounds of tobacco each year. Practically every 
pound of this tobacco is manufactured into the finest doe in the 
world. Iam heartily in favor of reducing the tax on all cigarettes as 
I feel that cigarettes and other types of tobacco are carrying much 
more than their share of the taxload here in this country. The Fed- 
eral Government and the State governments are receiving more bene- 
fits in the form of taxes than the farmer is actually receiving for his 
tobacco. 

I believe that now since we do not have an emergency existing in this 
country and the farmers do have an emergency confronting them that 
this is the proper time to remove as nearly as possible all the cigarette 
taxes. I can’t believe that there is any person in the United States 
who would oppose this proposed legislation now pending before your 
committee. The House Agriculture Committee of which I am a 
member has just been holding hearings in an effort to assist the tobacco 
farmer in solving some of the problems confronting him today. 

I am practically certain that at least 30 percent of the tobacco 
farmers in my district will find it necessary to discontinue farming 
next year because of the 20 percent acreage reduction recently imposed 
on them by the Department of Agriculture. I have talked to the 
majority of the members of the State legislature from my State and 
I know there will be a desperate effort made on the part of these 
representatives to have the State cigarette tax reduced in an effort to 
assist the tobacco farmer during these critical years. 

The tobacco farmers have been caught between an acreage reduction 
squeeze and the high cost of living. The prices of everything the 
farmer purchases has increased to a great extent and the prices of 
practically all the products produced on the farm have been reduced 
this year. Farm machinery has increased at least 25 percent in the 
last 2 or 3 years—recognized as a substantial increase—and labor 
has almost doubled during the past 5 years. 

I don’t believe any farmer in the State of South Carolina can afford 
to continue farming under the present circumstances. It is my sincere 
hope that your committee will take immediate action as soon as Con- 
gress reconvenes to have the 1 cent emergency tax on cigarettes re- 
moved which, although it is only a small item, would prove to be 
an incentive to the farmers and encourage them to remain on the farm 
until the farm situation can be improved. I deeply appreciate your 
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kindness in permitting me to appear before your committee this 
morning and I want you to know that I have full confidence in the 
judgment of your fine committee. 

Mr. Cooter. Mr. Chairman, could I say one other thing that Mr. 
McMillan’s statement prompts me to say, and that is that North 
Carolina produces more flue-cured tobacco than any other State in 
the Union, and North Carolina would not dare impose a tax on 
tobacco. 

We never have and I do not think we ever will. That indicates that 
the people of North Carolina realize that when you tax tobacco you are 
taxing the farmer who produces it. 

Mr. Foranp. We thank both you gentlemen. 

Mr. Kxocu. Mr. Chairman, I would like the record to note that the 
reason I have propounded no questions to the last two witnesses is that, 
as usual, their presentation has been so complete and clear that I had 
no questions to ask. 

Mr. Cootry. Thank you very much. 

Mr. Foranp. The next witness is Mr. Louis Lopez. Will you please 
identify yourself for the benefit of the record ? 


STATEMENT OF LOUIS LOPEZ, VICE PRESIDENT, CIGAR 
MANUFACTURERS ASSOCIATION OF TAMPA 


Mr. Lorrz. Mr. Chairman and gentlemen of the committee, I ap- 
preciate your courtesy in permitting me to file this statement with the 
committee as a part of the record of your inquiry into the question of 


the reduction of excise taxes upon cigars. I am the vice —— of 


the Cigar Manufacturers Association of Tampa. I am also manager 
of Perfecto-Garcia & Bros. which has been manufacturing cigars in 
Tampa for ever 50 years. I have been in the cigar business in Tampa 
for over 40 years. At one time I was a cigar maker. I have read the 
statement filed with your committee of Norman S. Brown, counsel 
for the association, and I concur in the facts therein expressed. How- 
ever, there are a few points which he made which I wish to supplement, 
because of my own personal experience with them. 

It has been amply shown to your committee the economic “squeeze” 
which the Tampa assocation factories have been in for many years. 
It is the inability to increase prices of cigars while being required to 
absorb ever-mounting manufacturing costs including labor. This has 
resulted in a continually low profit margin for our industry. It has 
meant that practically every company operates on a knife edge of 
financia! precariousness. One bad year or one error in business judg- 
ment, plus the continual exertion of this economic squeeze has resulted 
in the continual decline of the number of our Tampa factories and in 
the number of our employees. We do not mind operating in a highly 
competitive industry-—that has always been part and parcel of the 
risks of the cigar business, and I know no other business, but it seems 
to me that when in the past 6 years of national prosperity three times 
the number of cigar factories have gone out of existence as are operat- 
ing today. That this is mute evidence of a depressed industry— 
particularly so when this fact is coupled with the realization that while 
gross national product has increased 67 percent the cigar manu- 
facturers’ share of the consumer dollar has continued to decrease. 
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We are small business at that term is technically defined. I know 
of no other mode of relief that can be given to the tremendous pres- 
sures which are exerted upon our industry other than relief by an 
excise-tax reduction on cigars. I respectfully submit for your con- 
sideration that cigars for 14 years have paid the wartime excise-tax 
rates. It is one of the few commodities that is still paying the war- 
time rates. We believe that excise-tax reduction on cigars is long 
— due, and we believe that such relief immediately granted can 

utilized by small business, not only to relieve the economic pressure 
exerted on the business but also to permit small business to take 
affirmative action to capture a larger share of the market which could 
rightfully be theirs. 

I respectfully submit for the consideration of your committee that 
the tax relief granted should be granted through a continuance of 
a bracket system. I believe that a fair and equitable bracket system 
has been proposed in the Herlong bill, H. R. 3900, 84th Congress, Ist 
session. The cigar industry is not only a highly competitive indus- 
try, as I have mentioned, it has a highly complicated price structure. 
For example, our Tampa association factories manufacture only 34% 
percent of the cigars made in the United States. Yet, we alone have 
over 1,500 different sizes of cigars set forth in the “cartobon,” which 
is a part of our labor agreement. In other words the price of any 
cigar has a relative position to a multitude of complex factors. 
Excise taxes have been the foundation of the present price structure 
of the industry. An ad valorem system of taxation would, I believe, 
cause havoc in this price structure. I simply do not see the necessity 
for a reduction by way of an ad valorem tax when the present 
“bracket system” may be adjusted to more than economic equity within 
the industry, while still affording the desired tax relief—whatever the 
amount of tax relief might be. I believe that the Herlong bill, which 
has been submitted, is the sound basis to provide fair and equitable 
tax relief, and which is so necessary to the successful continued 
existence of our industry. 

Mr. Foranp. If there are no questions, we thank you for your 
appearance and the information given to the committee. 

Mr. Lorzz. Thank you, Mr. Chairman. 

Mr. Foranpo. The next witness is Mr. W. T. Morgan, Jr. 

we OR ERD, will you be good enough to identify yourself for the 
record ¢ 


STATEMENT OF W. T. MORGAN, JR., DIRECTOR, CIGAR 
MANUFACTURERS ASSOCIATION OF TAMPA 


Mr. Morean. Mr. Chairman and gentlemen of the committee, I am 
submitting this statement to your subcommittee for consideration by it 
in its inquiry into the question of the reduction of excise duties on 
cigars. Iam submitting this statement on behalf of the Cigar Manu- 
facturers Association of Tampa of which I am a director. I am also 
president of the Morgan Cigar Co., Inc. We have been manufacturing 
cigars for over 50 years. 1 have been in the cigar business all my life. 
I know no other business. My family founded this business. 

I am filing this statement to supplement some of the matters brought 
out by our counsel, Norman §. Brown, who has filed a statement with 
your committee. I concur in the statements which he has made to 
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you. There are 1 or 2 aspects I wish to emphasize from matters of 
my own observation. Our business is a small business, although we 
make two well-known brands of the finer cigars—Juan de Fuca and 
F. Lozano. Being a small business, I am not only president but I am 
sales manager oa comptroller. I believe I have a fairly good grasp 
of industry conditions. 

Each year finds it increasingly difficult for me to continue a success- 
ful operation of our company. It has been over 7 years since we 
declared a dividend. I may assure you that our general and adminis- 
trative expenses are as low as any in the industry, and yet the return 
on our investment sometimes makes me hunger for an equivalent 
after-tax income from Government obligations. Tobacco and cigar 
making is a risky business. When you realize that to run our small 
business requires us to carry inventories of well over $500,000, you may 
well understand that 1 error in business judgment, either in the pur- 
chase of your year’s crop of tobacco or a business error of judgment 
in your wrapping or blending of cigars ,could reek financial damage 
we would have difficulty to sustain. You may better understand my 
plea for relief for our industry. As has been pointed out to you, we 
cannot increase prices, yet we have had to absorb costs in tremendously 
increasing amounts. 

Frankly, the successful continuance of our business might well be 
determined by the granting of excise-tax relief by your committee. 

I submit for your consideration that the overall national well-being 
indicates to me that our long-depressed industry is entitled now to some 
measure of excise-tax relief. 

I believe that this long due excise-tax relief should take the form 
of a reduction in the bracket system, as more specifically proposed in 
the Herlong bill, H. R. 3900, 84th Congress, 1st session. Some modi- 
fications might reasonably be indicated. 

However, in my knowledge of the industry I do not believe that the 
pricing structure of the industry, based upon the excise-tax-bracket 
system, can successfully effect equitable industrywide relief unless it 
is done on the bracket system as proposed in the Herlong bill. 

I appreciate the opportunity to file this statement with your com- 
mittee. 

Mr. Foranp. Are there any questions? If not, we thank you, 
Mr. Morgan. 

Mr. Morgan. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness is Mr. James J. Corral. Mr. Corral, 


please identify yourself for the record, and proceed with your state- 
ment. 


STATEMENT OF JAMES J. CORRAL, PRESIDENT, CIGAR 
MANUFACTURERS ASSOCIATION OF TAMPA 


Mr. Corran. Mr. Chairman and gentlemen of the committee, on 
behalf of the association which I represent as president, we deeply 
appreciate the courtesy you are extending to us in permitting us to 
submit statements to you for inclusion in the records of your inquiry 
into the problem concerning the reduction of excise taxes on cigars. 

The Tampa Cigar Manufacturers Association is an old association 
and is comprised of factories which have been in the cigar manufac- 
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turing business for many years. I am also vice president of Corral- 
Wodiska y Ca., and our company has been making cigars in Tampa 
for over 50 years. 

I am filing this statement as supplementary to the statement filed 
by our association counsel, Norman S. Brown. I am familiar with 
his statement and I concur in the matters therein stated. However, 
there are a few matters which I wish to supplement from matters 
within my own observation. 

I have grown up in the cigar industry in Tampa. I have seen the 
number of workers in our industry dwindle from over 12,000 to a 
present working force of 3,000. I have seen old houses with estab- 
lished plants—manufacturers of fine products, go to the wall year 
= year. J have seen our own association membership steadily 

ecline. 

Briefly stated this trend has continued during these postwar years of 
national prosperity. One factor I believe shows more clearly than 
any other the economic distress in our industry in Tampa, in addition 
to the decline in the number of workers and the decline in the number 
of factories. Ours is one of the very few industries in the United 
States that has for many years agreed to submit wage disputes with 
our bargaining representative to an impartial arbitrator. Time and 
again in these wage arbitrations that have occurred since the war the 
arbitrators after days of testimony have found that the economic posi- 
tion in our industry was such that wage increase could not even be 
granted at all in some instances and in some instances only minor 
increases were granted. Yet, withstanding all this, we have the high- 
est hand rate of wages in the Nation and our wages generally are the 
highest in the Nation, and our members have by far the highest labor 
cost per thousand cigars of any manufacturers in the Nation. We 
have shown to you the so-called economic “squeeze” which we are in. 
It is that squeeze which has hurt the small cigar manufacturers in 
Tampa. The inability to raise their wholesale price of cigars, while 
being required to meet ever-mounting costs of production. 

In the entire picture of the industry as it is known to me I see only 
one avenue of relief—only one ray of hope. That is, action by your 
committee which would lead to the reduction of the wartime excise- 
tax rates presently imposed upon our industry. One fact does dis- 
turb me greatly, and that is the fact that in the past 6 prosperous years 
3 times as many cigar factories have gone out of business as are oper- 
ating today. I respectfully submit for your consideration that this 
fact alone justifies your reasonable inquiry into the measure of excise- 
tax relief to be granted to so distressed an industry. I do not believe 
that you will call me unreasonable for believing that the cigar indus- 
try is entitled to a lower excise-tax rate than that imposed upon “wag- 
ering” nor do I believe you would call me unreasonable for stating that 
I believe our industry is entitled to as low or lower excise-tax rates 
than are enjoyed by many much larger and much more prosperous 
industries, which have had their wartime rates reduced by your 
committee. 

It is my firm belief that the bill introduced by Congressman A. S. 
(Syd) Herlong—H. R. 3900, 84th Congress, 1st session—embodies a 
fair and just proposal for excise-tax relief continuing the long-existing 
bracket system. It may well be that upon facts known to your com- 
mittee it would be desirable to make minor modifications in this to 
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adjust this for occurred manufacturing trends. In speaking for the 
association of which I am president, I wish you to give serious consid- 
eration to this one fact. The present bracket system of excise taxes 
on cigars has been long established. In my own business, and in the 
businesses of others with which I am acquainted, it has been the foun- 
dation of the pricing structure of the cigar industry. This pricing 
structure is one of the most delicately balanced. It is my belief that 
a change to an ad valorem system of taxation would very probably 
create far more inequities than cure ills. I have no doubt but that a 
shift to an ad valorem system would result in granting economic 
advantage to one manufacturer over another manufacturer. I sub- 
mit for your consideration that the Herlong bill embodies a fair and 
equitable proposal for the entire industry and one which will not 
grant a “windfall” economic advantage to one manufacturer at the 
expense of another manufacturer in the guise of tax reduction. 

I appreciate more deeply than I may express in words the courtesy 
which your subcommittee has granted to the very small part of the 
industry which I represent. It is more clearly indicative to me than 
any words that I may say that your committee is weighing this mat- 
ter upon the basis of industry equities and fairness rather than the 
total moneys involved—granted that the effect on revenue is negligi- 
ble in the overall revenue picture. 

Mr. Foranp. If the members of the committee have no questions, 
we thank you for your appearance. 

Mr. Corrat. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness on the schedule is Mr. Norman 8S. 
Brown. Mr. Brown, if you will identify yourself for the benefit of 


the record, you may proceed with your statement. 


STATEMENT OF NORMAN S. BROWN, ATTORNEY, CIGAR 
MANUFACTURERS ASSOCIATION OF TAMPA 


Mr. Brown. Mr. Chairman and gentlemen of the committee, I am 
submitting this statement on behalf of the Tampa Cigar Manufactur- 
ers Association. This is an association of “small business” manu- 
facturers who for 70 years have been manufacturing cigars by the 
Spanish method. This is but a small segment of the industry, but it 
is a most important industry to our community, the city of Tampa. 
They manufacture cigars either solely of Cuban tobacco or Cuban 
tobacco filler with shade wrapper. Their production was 213 million 
cigars in 1955. 

Our plea is addressed to excise-tax relief in a reduction of excise 
taxes in the bracket system as recommended by your committee and 
as slightly modified last year in H. R. 3900 in the bill introduced by 
Congressman A.S. (Syd) Herlong. 

Our urgent request is founded on five factual grounds: 

(1) Excise-tax relief for a distressed industry; 

(2) Tax relief to assist small business to the end that they may 
survive— and to the end that the accelerating trend toward merg- 
ers within the industry may be halted ; 

(3) Relief from the discriminating treatment accorded cigars 
by the 1954 Revenue Act, which while reducing the excise tax on 

ractically all commodities, did not reduce the tax on cigars. 
esent rates have been in effect 14 years; 
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(4) The protection and fostering of an old and important 
Florida industry employing thousands of people and in which 
many millions of dollars are invested ; 


(5) Assistance to enable the hand cigarmaker to remain in 
existence. 


THE HISTORY OF PRIOR EXCISE-TAX ACTION BY YOUR COMMITTEE INDICATES 
THE DESIRABILITY OF EXCISE-TAX REDUCTION ON CIGARS 


In 1950 the House Ways and Means Committee approved a schedule 
revising the excise-tax brackets on cigars and which reduced the tax 
collected by approximately one-third. The House approved the com- 
mittee’s recommendation. In its report to the House it said: 

Cigar sales have fallen off rapidly in the last few years, and it is anticipated 
that the rate reduction provided for cigars in your committee’s bill will increase 
cigar sales relative to other tobacco products or at least aid the cigar industry 
in maintaining its present relative position. 

Conditions in the cigar industry not only have not improved since 
the House voted a reduction in cigar excise taxes in 1950, but to the 
contrary, economic changes have occurred since 1951 resulting in a 
further impairment of the cigar industry’s narrow margins, 

Present cigar excise-tax rates have been in effect over 14 years. 

In 1950 your committee found that if and when excise-tax rates were 
reduced that the cigar industry was entitled to be among the first 
industries considered for relief. The factors supporting that decision 
continue to be present. 

In 1954 cigars were not granted a reduction—although a reduction 
was granted to most commodities. We earnestly believe and so submit 
for your consideration that based upon known economic factors that 
the cigar industry is entitled to an excise-tax reduction even more so 
than the other much larger and more profitable industries who re- 
ceived reductions in 1954. Your attention is particularly invited to 
the 44-percent tax reduction granted to the tobacco and snuff industry 
in 1951 as relief to a distressed industry. We believe the economic 
factors attendant to the cigar industry indicate action which would 
reduce the tax below the 10-percent excise imposed upon “wagering” ; 
below the 10 percent imposed upon jewelry and furs; and below the 
5-percent excise ‘onatiaeel upon many industries not only far more 
profitable than the cigar industry but also industries enjoying a 
1ealthy economic status in a period of unprecedented prosperity. 
We believe the facts hereafter submitted clearly evidence this 
conclusion. 


THE CIGAR INDUSTRY IS A DEPRESSED INDUSTRY 


Since 1946 three times as many cigar factories have been forced out of 
existence as are now operating 

In 1946 there were 3,194 cigar factories operating. On January 1, 

1956, the number of cigar factories had declined to 786—a decline in 

the prosperous postwar — of over 75 percent—an extinction of 


2,408 operating factories during 11 years of national prosperity. This 
appalling fact indicates the serious economic plight of the industry 
and indicates the necessity for congressional attention to this. 


| 
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This has likewise been true in Tampa—members of the Tampa asso- 
ciation are old houses. Since 1948 member factories have declined in 
number by over 40 percent. 


The cigar industry is being squeezed by inability to raise prices and 
being required to absorb all increasing costs 


We submit that one fact is self-evident—that if the cigar industry 
could raise prices that it would do so. The wholesale price index for 
cigars shows that in the 6-year period June 1950 to June 1956 whole- 
sale prices of cigars have increased only 314 percent while all com- 
modities have increased 14 percent. Attention is invited to the fact 
that cigarettes and other tobacco products have each increased ap- 
proximately 20 percent. 


Increases in wholesale price index for various commodities, including cigars, in 
the United States (from publication of BLS, U. S. Department of Labor) 


[1947-49= 100] 
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Tampa manufacturers have felt this squeeze even more than other 
and Soe larger manufacturers. Since October 1950, Tampa 


manufacturers have absorbed all wage and other increases in manu- 
7 ie costs (except for minor price adjustments in 2 or 3 sizes in 
1953). 

These Tampa manufacturers are small businesses—and the immense 
impact of this on their operations and economic life is seen in the fact 
that the items: (1) Tobacco and duties; (2) factory and packing- 
room labor; (3) excise taxes, boxes and labels, and other manufactur- 
ing costs account for over 85 percent of their cost of cigars sold. (This 
does not include selling expense and general and administrative ex- 
pense). In other words, our manufacturers in 6 years have had to 
absorb increased costs amounting to 9 percent of gross sales. 

This economic “nutcracker” has resulted in the accelerated trend 
toward extinction of small business within the industry. 

It is apparent to us, and we hope to you gentlemen, that the con- 
tinued rise in costs with tightening of credit can only result in the 
further elimination of small businesses in the industry; unless some 
relief from this ever-increasing pressure is granted that these small 
businesses shall contimue to be driven to the wall. 

The only relief apparently available is excise-tax relief—in an 
amount of reduction that has already been granted to more prosperous 
and larger industries. 
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The cigar industry is a low-profit industry 

We submitted to your subcommittee last year the fact that the cigar 
industry is among the least profitable of all United States industries 
as shown by a comparison of the rate of profit after taxes on stock- 
holders investments. This average rate of profit for the cigar indus- 
try is not only substantially lower than the average of other United 
States manufacturing industries, it is also one of the lowest. In 1955 
the rate of profit after taxes on stockholders investments in the cigar 
industry was 7 percent. For the other tobacco industries (excluding 
cigars) it was 11.4 percent. For all manufacturing industries it was 
12.3 percent. 

Perhaps the best method of demonstrating the very-low-profit mar- 
gin of our own small cigar manufacturers is a comparison of profits 
after taxes as a percent of sales for the year 1955: 


All United States manufacturing corporations 
Tobacco industry 

4 cigar manufacturing companies 

Tampa cigar association 


Since this time wage increases have just been concluded in nego- 
tiations with the Cigar Makers’ International Union whereby ap- 
proximately a 5-percent increase in wages has been given which would 

equivalent to a 134-percent decrease in this 2.3 percent of profit of 
the Tampa association. In this period of unprecedented prosperity 
it would seem that relief is indicated if these small businesses are to 
continue in existence. 


Cigar consumption is declining 

The Treasury Department in its February 1948 study stated “Dur- 
ing the past three decades, cigar consumption has not kept pace with 
population growth.” (P. 44, “Federal Excise Taxes on Tobacco”). 
Factually, cigar consumption has continued to decrease as the con- 
sumption of cigarettes has increased. Per capita consumption of 
cigars continues to decline. In the 1920’s it was 98 cigars per person. 
In the middle thirties 56 cigars per person and today it has declined to 
53 cigars per person. 

Since 1935 the population has increased 82 percent, evidencing that 
cigar consumption continues in this decline beginning in the twenties. 
This decline is also seen in the fact that the consumer is spendin 
less and less of his dollar for cigars during this time of great nationa 
prosperity. In 1945 out of every $1,000 spent for personal consump- 
tion, $3.64 was spent for cigars. In 1955 this proportion has declined 
to $2.23. This is mute evidence of the fact that the cigar industry is 
one of the few industries of this Nation which has failed to enjoy the 
tremendous prosperity of the past decade and has failed to enjoy the 

tremendous growth of the gross national production since 1947. 


Outlets for the production of small cigar manufacturers are rapidly 
declining 

The Tampa association manufacturers are small businesses. Their 
gross income within the industry is small compared to the larger 
manufacturers. The Tampa manufacturers have an average “sell- 
ing expense” of approximately 5 percent of net sales. When it is 
realized that the normal salesmen commission in the industry is 5 
percent it is obvious that sales efforts are confined largely to and 
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through distributors who customarily receive a discount of 12 and 2 
percent. The number of distributors is declining nationally so that 
there are very few key distributors left in the various geographical 
areas of our Nation. This trend has sharply accelerated in the past 
few years. Large national manufacturers with larger margins of 
profit, large volume of sales, and with the strength of greater capital 
are able to install their own distributors. Not so, the small manu- 
facturers in Tampa. As the source of your distributors dries up, so 
dries up access to the consumer. There are many competitive reasons 
for this. But the fact remains that this is an ever-present fact. 

Coupled with this is the fact that in the past decade there has been 
a continual decline in the number of retail outlets for cigars. It is 
a fact which you gentlemen have probably observed of your own 
knowledge. You may have noted the decline in the number of “cigar 
stores.” Drugstores and the so-called cigar stores have devoted more 
and more “cigar counter” space to products more profitable than 
cigars. The normal consumer is going to buy the cigar that is avail- 
able to him and particularly one which he sees in the store. The 
small manufacturers comprising this association are again caught 
in the squeeze that as retailing space becomes lesser and lesser in 
quantity there is directly correlative lesser space for their cigars. 
It is believed that a large profit margin would enable these small busi- 
nesses to take steps to reverse this trend—to enable them to meet 
competitively on more equal terms the competition of the larger man- 
facturers. Upon all known economic factors the only method by 
which this wherewithal may be obtained is through an excise-tax re- 
duction. 

RELIEF IS NECESSARY TO SAVE THE HAND CIGAR INDUSTRY 


In 1951, when the Tampa association appeared before your com- 
mittee, it had 4,200 cigarmakers in its employ, of whom 3,000 were 
hand cigar workers. Today it has 3,000. Tampa remains the last 
stronghold of the handmade cigar which is distributed nationally. 
These are principally made by the members of the Tampa association. 
BLS Report No. 425 stated in April 1955 (last available figures) that 
nearly two-thirds of the workers engaged in manufacturing cigars by 
hand methods were employed in the Tampa area. 

In 1955, based upon the independent audit of a certified public 
accountant, he determined that the profit per handmade cigar had 
declined to 1.59 percent of net selling price of the 5 largest selling 
sizes of handmade cigars. The Tampa association has asserted all its 
limited efforts to maintain the hand industry. Unless further finan- 
cial relief is obtained, the decline of the hand industry is bound to 
continue. 

Most regrettable is the fact that the average age of the cigar 
workers of the Tampa association is very high. The average age of 
the men employed is in excess of 55 years, and the average age of 
women employees is in excess of 50 years. As was tersely stated by 
Alfred Colby, wage arbitrator for the industry, these cigar workers 
are peculiarly unfitted for any other type of work. More bluntly said, 
a cigar worker unemployed becomes a public charge or a burden upon 
his family. We think it of interest for consideration by your com- 
mittee that while the Tampa association factories manufacture ap- 
proximately 314 percent of the cigars manufactured in the United 
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States it employs approximately 8 percent of the some 38,000 people in 
the cigar industry. When this is coupled with the fact that wage rates 
of the association are recognized as among the very highest in this 
country, it is readily seen that the labor cost per thousand cigars is 
several times that of the United States average. 

Nationally speaking, the cigar industry is a small industry. Its 
total employment is only 38,000. But of these 38,000, 3,000 are em- 
ployed in the factories of the Tampa association. True, from the 
viewpoint of national employment this is mere “peanuts.” But it 
is important to our community of Tampa, because this comprises 15 
percent of the manufacturing payroll in Tampa. From this view- 
point, it is submitted that, inasmuch as the effect on national revenue 
is negligible, that excise-tax relief should be granted to give to the 
industry an opportunity to continue economic existence and maintain 
local employment. 


WARTIME EXCISE TAX RATES ON CIGARS SHOULD BE REDUCED TO RATES 
COMMENSURATE TO THOSE IN EFFECT ON LARGER AND MORE PROFITABLE 
INDUSTRIES 


The records of your committee are replete with evidence that the 
current wartime excise rates on cigars have produced far more than 
the amount of revenue contemplated to be raised when the rates were 
imposed. To that extent, this depressed industry has for 14 years 
been the victim of a mathematical error. 

We believe one salient fact is worthy of your consideration. The 
collection of excise taxes on cigars has risen from $14.5 million in 
fiscal 1942 to $45 million in fiscal 1956. But, most astoundingly, 
cigar consumption in this period has declined 3.5 percent—a decline 
in consumption from 6.1 billion cigars in 1942 to 5.2 billion cigars 
in 1946. 

Briefly, cigar excise taxes have increased 208 percent during a period 
of declining consumption. 

We respectfully urge that this amply demonstrates from both the 
view of equity and economics that the cigar industry is immediately 
ine to relief from the oppressive wartime excise rates now in 
effect. 


THE BRACKET SYSTEM OF EXCISE TAXES ON CIGARS SHOULD BE CONTINUED 


It is submitted that the excise-tax-bracket system as embodied in 
the Herlong bill, H. R. 3900, is the most equitable manner to provide 
tax reduction with whatever reasonable modifications might appear 
necessary to meet any occurred changes in manufacturing trends. 

The price structure of the cigar industry is one of extremely delicate 
balance. Abandonment of the bracket system could and would most 
en cause severe price dislocations—and a severe period of in- 

ustry adjustment which smaller manufacturers might well not 
survive. 

Maintenance of the bracket system permits each manufacturer to 
determine for himself what his own position in the industry will be 
and how his own price structure will be affected. 

_An ad valorem system immediately injects into the total industry 
picture economic intangibles and imponderables which could and 
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would have unforeseeable results. An ad valorem system could and 
would result, under given circumstances, in granting economic ad- 
vantage to one manufacturer over the other by means of a tax reduc- 
tion—an anomalous situation. 

We believe that excise taxes as a revenue measure should seek so 
far as possible in any reduction to preserve so far as ible the rela- 
tive economic positions of the manufacturers involved. 

Excise taxes on cigars are a big and important part of the cigar 
industry price structure. A change from the bracket system could 
create more inequities than correct equities, for here we are discussing 
a basic element in the economic life of an industry. 

We submit that there is no occasion for these difficulties. The 
bracket system is adaptable to be used to accomplish the same result 
as the ad valorem system. The Treasury Department in its 1948 
study, supra, found: 

The bracket system can be used to levy a tax on the basis of physical units 
and yet approximate an ad valorum or percentage tax. 

We believe that a fair and equitable “bracket system” proposal is 
embodied in the Herlong bill, H. R. 3900, 84th Congress, Ist session. 


CONCLUSION 


We believe in the future of our industry, around which the life of 
our community has centered for 70 years. We believe that it will 
continue to exist—that our “Tampa made” cigars will continue to 
denominate the finest in tobaccos and in workmanship. 

We urge that you consider our urgent plea for relate are pos- 
sessed of the honest belief that excise tax relief is long due our in- 
dustry—a small but yet distinctive segment of the American manu- 
facturing scene. 


Knowing that our pleas will receive your thoughtful consideration 
we can ask no more, 

Mr. Foranv. We thank you, Mr. Brown, for your appearance and 
the information given the committee. 

Mr. Brown. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness is Mr. M. G. Paul. 


Will you please identify yourself and the gentleman with you, for 
the record ? 


STATEMENTS OF M. G. PAUL, JR., ASSISTANT TREASURER; AND 
HENRY WEAVER, COUNSEL, PHILCO CORP. 


Mr Pav, Thank you, Mr. Chairman. 

My name is M. G. Paul, Jr., assistant treasurer of the Philco 
Corp., on whose behalf I am appearing. At my right is Mr. Henry 
Weaver, counsel of the corporation. : 

I realize that you are behind your schedule this morning and if I 
may, I would like to present our views within no more than 8 minutes, 
if that is permissible. 

Mr. Foranp. That would be appreciated. 

Mr. Pauu. Thank you, Mr. Chairman. 

As a leading manufacturer of television and radio receivers, air 
conditioners, refrigerators, and household appliances, Philco Corp., its 
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stockholders, employees, suppliers, and customers have a vital interest 
in the development of a sound and equitable peacetime Federal excise 
tax system. 

We recognize that the evolution of such a system can only result 
from an objective consideration of what is best for the national econ- 
omy, even though this may require a subordination of our natural in- 
terest in securing immediate relief from the heavy and discriminatory 
excise taxes on many of our products. 

Since our views do not necessarily conform with those expressed by 
certain organizations of which we are a member, we are grateful for 
this opportunity to speak to you on our own behalf. 

Since the Constitution makes the use of direct property taxes im- 
oracticable, the Federal Government must, of necessity, rely upon two 

asic sources of tax revenues: (1) Taxes on income as it is earned; 
and (2) taxes on income as it is spent. In principle, and as a rough 
rule of thumb, a balance between these two forms of taxation appears 
desirable to avoid an undue tax burden on savings available for in- 
vestment or on consumer expenditures needed to support such invest- 
ment. In our judgment, such a balance now exists. 

In the current fiscal year ended June 30, 1957, it is estimated that 
individual income taxes will yield some $35 billion, corporate income 
taxes an additional twenty-odd-billion dollars, and the excise taxes 
about $10 billion. In our view, taxes imposed upon business estab- 
lishments, whether in the form of corporation income taxes or in- 
dividual income taxes on unincorporated businesses, are no different 
from other elements of business costs and must be recovered in the 
price of goods and services sold if the business is to prosper and grow. 

If this is true, then it must follow that most of the corporate income 
tax and a part of the individual income tax is, in the same manner as 
excise taxes, passed on to the ultimate purchaser in the form of higher 
prices for goods and services bought for personal consumption. 

In our opinion, therefore, Congress has succeeded reasonably well in 
distributing the present heavy total tax burden fairly among indi- 
vidual and corporate income taxes and excise taxes without imposing 
a disproportionate burden upon either savings or consumption. 

It appears to be the generally prevailing view that, to the extent 
budgetary considerations permit, first priority for major tax relief 
should be given to individual income taxpayers and to small-business 
establishments. Implicit in this view is the fact that major excise tax 
reductions must be deferred until a somewhat later date. Although 
Phileo Corp. may not benefit directly and immediately from such a 
policy, we believe this order of priority is essentially sound. 

The absence of any immediate prospects for a significant reduction 
in total excise tax revenues does not, in our opinion, offer any valid 
reason for failing to consider at this time the basic pattern of a more 
satisfactory peacetime system of Federal excise taxation together with 
a specific transitional program by which it may be achieved over a 
period of years. 

The present Federal excise tax system is now characterized by a 
grab bag of taxes on a random assortment of goods and services im- 
posed at a variety of rates without apparent rhyme or reason. 

Despite the many valid criticisms directed against the present sys- 
tem, Philco believes that excise taxes form a proper part of the Federal 
tax system and are here to stay. In this connection, we urge that 
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consideration be given now to the basic framework of a sound and 
equitable peacetime excise-tax system. In devising such a system, 
we believe that these cardinal pr inciples should be observed : 

First, the coverage of the excises should be sufficiently broad to 
avoid the necessity of imposing excessive rates of tax on any given 
subject of taxation. 

Second, once broad classifications of articles or services have been 
selected for taxation, all articles and services falling within such 
groups should be taxed at a uniform rate. Fine distinctions based 
upon subjective considerations of relative necessity or luxury should 
be avoided. 

Who is to decide, for example, whether a washing machine used by a 
family maid is more or less of a necessity than a television receiver 
furnishing the sole entertainment of a bedridden cripple, or whether 
an automobile used by a rural letter carrier is less essential than a 

cabin cruiser used by a sport fisherman ? 

In principle, we believe that if the Congress sees fit to impose taxes 
on consumer durable goods, it should tax all such goods offered in com- 
petition in the marketplace for the consumer’s dollar. 

Third, once classes of goods and services have been selected for 
taxation, Congress has the grave responsibility of imposing taxes 
so as to fall equally upon all competition without regard to the manu- 
facturing or sales methods which they may employ. 

In brief, Philco Corp. is not opposed to a peacetime excise-tax sys- 
tem which i imposes a moderate rate of tax on all goods and services 
sold in competition for the consumer’s dollar and without discrimina- 
tion among competitors employing different manufacturing or sales 
methods. Stated simply, all we ask is equality of treatment. 

Of major importance to Philco is the matter of evolving a sound 
and equitable Federal excise-tax policy with respect to the products of 
itsown manufacture. Under present law, for example, manufacturers’ 
excise taxes are imposed upon its principal products at these rates: 

Percent 
Television and radio receivers 
Refrigerators, freezers, and ranges 
Air conditioners, % horsepower 
Air conditioners, 1 horsepower ee 
Ironers and dryers____-___ SE eS a ceak de ee ee et Es oe i f 
OR RInGS : WAIUCUNRTNON ss i a Le ek 0 


We are unable to understand, much less justify, this hodgepodge of 
rates. In our opinion, there is no valid reason for treating these arti- 
cles differently. In our judgment we believe that a peacetime tax rate 
of 5 percent is fair and reasonable and we urge that it be given uni- 
form application with respect to all consumer durables which the Con- 
gress sees fit to tax. 

The reduction in rate on household-type air conditioners from 10 

ercent to 5 percent, coupled with extension of the tax to units of 1 
Ledvepower capacity, will not result in any net loss of revenue since 
the respective sales volume of these units 1s approximately the same. 

A reduction in rate from 10 percent to 5 percent in the case of radio 
and television receivers, phonograph records and musical instruments 
would result in an ostensible revenue loss of $90 million, and a probable 
revenue loss of $75 million or less after consideration is given to the 
increased sales volume and corporate profits which would be gen- 
erated. 
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This net loss could be readily recouped, if required, by extending the 
tax to a number of important classes of household appliances and 
recreational equipment, some of which we manufacture ourselves, of 
no greater essentiality than many products now subject to tax. 

Of even greater importance than the equalization or reduction of 
excise-tax rates is the imperative need for avoiding the discriminatory 
application of manufacturers’ excise taxes resulting from differences 
in the methods of manufacturing and distributing products sold in 
competition one with the other. 

We endorse in principle those provisions of H. R. 12298 which rec- 
ognize this problem to the extent of permitting manufacturers selling 
direct to retailers to compute excise tax on the price at which their 
competitors sell to wholesale distributors. We believe, however, that 
similar tax relief should be granted to standard-brand manufacturers 
whose products are sold in competition with those of private brand 
manufacturers. 

Standard-brand manufacturers are those who distribute their prod- 
ucts nationally under their own brand name. Private-brand manu- 
facturers are those who manufacture to the order of chainstores, mail- 
order houses, and other manufacturers for national distribution under 
the brand name of such national distributors. 

In the case of standard-brand manufacturers, all costs of national 
distribution must be recovered in the manufacturer’s sale price to 
wholesale distributors or to retail dealers and, therefore, become sub- 
ject to tax. In the case of private-brand goods, the corresponding 
costs of national distribution are incurred by the national distributor, 
are not included in the private-brand manufacturer’s sale price, and 
accordingly escape tax. 

In order to remain competitive at the point of retail sale, this dis- 
criminatory tax burden on his costs of national distribution must be 
absorbed in whole or in part by the standard-brand manufacturer and 
by the small independent businesses who serve as distributors and 
dealers for his products. 

We cannot believe that Congress intended, through the medium of 
a manufacturer’s excise tax, to place standard-brand manufacturers, 
their distributors and dealers, at a distinct competitive disadvantage 
with large chainstores and mail-order houses who now escape tax on 
their own costs of national distribution. 

There are several means available for relieving this competitive 
inequity. One way would be to shift the present manufacturers taxes 
on entertainment and household equipment to the retail level. An- 
other method, advanced by the American Bar Association, would pro- 
vide for the exclusion of all costs of national distribution in arriving 
at the taxable sale price, increasing the rate of tax proportionately if 
it is desired to avoid a loss of revenue. 

A third method, suggested by the Federal Excise Tax Council and 
others, would authorize the Internal Revenue Service to fix a fair 
manufacturers’ price whenever goods are sold at other than the first 
level of distribution within the industry, which first level in our in- 
dustry is that at which goods are sold by private-brand manufacturers 
to independent national distributors. Here, again, any revenue loss 
could be recouped by a corresponding increase in the tax rate. 
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Finally, the law might be amended to define as a “manufacturer” 
for excise-tax purposes: 

Any person who causes to be manufactured to his order and specifications any 
article subject to manufacturers’ excise taxes for national distribution under 
bis own brand name. 

In the event a person so defined as a manufacturer sells to retailers 
or direct to consumers at retail, then, as provided under H. R. 12298, 
the tax would be based upon the price at which standard brand manu- 
facturers sell to wholesale distributors, thereby preserving equality 
of tax treatment, which is the thing we believe in and are seeking. 

In offering these various alternatives, we wish to emphasize that 
Philco is not primarily concerned with whether it pays more than, the 
same as, or less than the tax which it is obliged to pay under existing 
law. We only ask, and we believe that we and our distributors and 
dealers have a right to expect, that we should not be compelled to pay 
a 5 percent or 10 percent excise tax on the national distribution costs 
of products sold in direct competition with those offered for sale by 
mail-order houses, chainstores, and other national distributors of pri- 
vate brand products which now escape this burden. 

We are confident that, as a matter of simple fairness, your commit- 
tee will recommend some acceptable form of relief from this manifest 
discrimination. 

In summary, in our view the total Federal tax burden should be 
distributed more or less equally between taxes on income as earned, and 
taxes on income as spent. The ultimate incidence of the individual 
and corporation income taxes and the excise taxes suggests that such 
a balance may now exist. 

We recognize that first priority for major tax relief should be given 
to individual income taxpayers and to small business. While this may 
preclude the opportunity for significant reduction in total excise-tax 
revenue at this time, we believe that consideration should be given now 
to the framework of an acceptable peacetime excise-tax system, and 
further that a definite program be devised by which it may be accom- 
plished in an orderly fashion over a period of years. 

With respect to the products of our own manufacture, we believe 
that all such products deemed by Congress to be suitable subjects for 
taxation should be taxed at a peacetime rate of not more than 5 percent. 
Specifically, we urge that the present 10 percent wartime excise-tax 
rate on television and radio receivers and air conditioners be reduced 
to 5 percent. 

We agree that if this is done, the tax on air conditioners should be 
extended to include all those of the household type. To the extent 
these reductions result in a net loss of revenue greater than budgetary 
considerations allow, we suggest that the deficiency be made up by 
extending the coverage of the excise taxes to other classes of consumers’ 
durables no more essential than those now subject to tax. 

Of paramount importance is the need for remedial legislation to 
avoid the discriminatory application of excise taxes upon manufac- 
turers who also serve as national] distributors for products of their own 
manufacture. Such relief may be granted without loss of revenue to 
the Government. 

We are grateful for this opportunity to appear and express our 
views. We shall be glad to discuss with your staff in greater detail 
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any of the suggestions which we have offered should this appear 
desirable. 

That concludes my statement, Mr. Chairman. 

Mr. Foranp. Mr. Keogh? 

Mr. Keoeu. It has been suggested to this supbeommittee that con- 
sideration be given to a proposal to relieve from the present excise tax 
all-channel television receivers. I wonder if you are in a position to 
state the attitude of your company with respect to that proposal ? 

Mr. Paut. May I ask Mr. Weaver to respond to that question, Mr. 
Keogh? 

Mr. Weaver. Mr. Keogh, the company’s position, broadly stated, 
with respect to that problem is this: We think first that the exemption 
of a particular type of article within a general classification of prod- 
ucts taxed by Congress is wrong in principle. 

We do not think that the tax law should be used to direct the pur- 
chaser to buy one type of product over another, certainly not within 
the same classification. 

Mr. Kerocu. I am inclined to agree with that general statement, 
but the premise for the suggestion seems to be based on the unique 
situation in the television broadcasting industry, and, as a matter of 
fact, the resultant competitive advantage that the VHF sets have 
over the UHF. 

Mr. Weaver. We think on that proposition that there are two other 
facets. First, as far as I know, there has been on satisfactory defini- 
tion of what is an all-channel receiver. The problems involved in that 
are engineering, and they are quite acute. 

Is an all-channel receiver one that gets the whole band of UHF 
plus VHF? If so, must it get the whole band within 2 miles of the 
UHF transmitter? Ten miles? Fifty miles? Where? 

It is quite possible that if this relief were granted that has been 
asked by some associations, the Bureau of Internal Revenue will find 
itself confronted with what we think is the undesirable task of writ- 
ing performance standards to determine what is taxable and what is 
not. 

We think that is bad in principle. Our company’s position is—and 
I may say frankly that we may be somewhat in the minority on this— 
that this whole problem of taking the tax off the so-called all-channel 
receivers has been greatly oversold as a remedy for the UHF situation. 

The UHF situation is primarily engineering. We think the ap- 
ete should be through the engineering force that has been set up 
oy the Communications Commission with the industry. 

Mr. Krocu. With respect to your last observation, and in order 
that the record might state my position, I did not come to the conclu- 
sion that the proposal was offered as the panacea, but rather, a step 
in the direction of making available to more people in the country 
more channels and, therefore, more broadcasting. 

Mr. Weaver. We think in that direction, the step is so small in 
solving the much bigger UHF problem that it is not worth violating 
these principles of taxation which we have discussed. 

We do not think the immediate gain of getting tax relief is worth 
accepting a principle of taxation which our company thinks is wrong. 

Mr. Mason. Mr. Chairman 

Mr. Foranp. Mr. Mason? 
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Mr. Mason. Mr. Paul, on page 344 and page 4, you outline your 
philosophy of excise taxes. I find that that is exactly my philosophy, 
and you use quite largely almost the same wording that 1 have used 
in 50 or 100 speeches ‘T have made on the subject, so I agree entirely 
with that hifosophy. 

I have had a bill in Congress, and I will reintroduce it again in 
January, to bring about that situation that you characterize as being 
a basic peacetime excise tax system that w ould be equitable to all. 

That is all, Mr. Chairman, 

Mr. Foranp. You are not charging Mr. Paul with plagiarism here? 

Mr. Mason. Oh, no; I know Mr. Paul well enough to know that 
that is not so, but I do charge him with agreeing entirely with my 
philosophy on excise taxes. 

Mr. Pauu. If I may, for the record, I would say that I have a deep 
interest and a wholesome philosophic regard for Mr. Mason’s prin- 
ciples, and for his bill. I am hopeful that your committee and the 
Treasury will give it most careful consideration. 

I do wish to make clear, however, that the views we have expressed 
here do not necessarily require going quite as far as a uniform manu- 
facturer’s excise tax across the ental We are merely saying that 
if, as a matter of fact, as a matter of congressional policy, it is decided 
to retain a system of selective excise taxes, within the framework of 
that selective excise-tax system let’s have as much uniformity, equality 
of treatment, as is reasonably possible. 

Thank you very much. 

Mr. Foranp. We thank you for your contribution. 


(The following statement was submitted for the record :) 


STATEMENT BY E. P. VANDERWICKEN, VICE PRESIDENT FOR FINANCE AND TREASURER 
or Mororo.a, INC., WITH RESPECT TO THE RATE OF MANUFACTURERS’ Excise Tax 
ON Rapio AND TELEVISION SETS 


Motorola is a leading manufacturer of auto, home and portable radio sets, 
phonographs, and television sets, and thus Motorola, its stockholders, employees, 
suppliers, and customers are interested in the rate of manufacturers’ excise tax 
on these products. 

On December 5 ,1956, in a statement before this subcommittee, Mr. M. G. Paul, 
Jr., assistant treasurer of Philco Corp., in our opinion stated very well the basie 
principles which should characterize a peacetime excise-tax system: 

“First. The coverage of the excises should be sufficiently broad to avoid the 
necessity of imposing excessive rates of tax on any given subject of taxation. 

“Second. Once broad classifications of articles or services have been selected 
for taxation all articles and services falling within such groups should be taxed 
ata uniform rate. Fine distinctions based upon subjective considerations of 
relative necessity or luxury should be avoided. Who is to decide, for example, 
whether a washing machine used by a family maid is more or less of a necessity 
than a television receiver furnishing the sole entertainment of a bedridden crip- 
ple, or whether an automobile used by a rural letter carrier is less essential than 
a cabin cruiser used by a sport fisherman? In principle, we believe that if the 
Congress sees fit to impose taxes on consumer durable goods, it should tax all 
such goods offered in competition in the market place for the consumer’s dollar. 

“Third. Once classes of goods and services have been selected for taxation 
Congress has the grave responsibility of imposing taxes so as to fall equally 
upon all competition without regard to the manufacturing or sales methods 
which they may employ.” 

In brief, Motorola, like Philco, is not opposed to a peacetime excise tax system 
which (1) imposes a moderate rate of tax (2) on all goods and services sold 
in competition for the consumer’s dollar and (3) without discrimination among 
competitors employing different manufacturing or sales methods. Thus we 
likewise conclude that entertainment and household article should be taxed at a 
uniform peacetime rate of 5 percent. 
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At the present time the auto, home, and portable radio sets, phonographs, and 
television sets manufactured by Motorola are taxed at the 10-percent rate. 
Washing machines are not taxed. Air conditioners with three-fourths horse- 
power are taxed at 10 percent; air conditioners with 1 horsepower are not taxed. 
A wide variety of other products used in the home are taxed at the 5-percent 
rate including air heaters, belt-driven fans, clothes driers, cooking appliances, 
dehumidifiers, dishwashers, door chimes, electric blankets, exhaust blowers, fans 
and air circulators, flatirons, floor polishers and waxers, food choppers and 
grinders, freezers, immersion heaters, mangles, mixers, whippers and juicers, 
motion- or still-picture projectors, pants pressers, power lawn mowers, refrig- 
erators, and water heaters. In our opinion there is no justification for this dis- 
crimination against radios, television sets, and phonographs. We believe that 
a peacetime tax rate of 5 percent is fair and reasonable, and we urge that it be 
given uniform application with respect to all consumer durables which the Con- 
gress sees fit to tax. 


Mr. Foranp. The next witness is Mr. Royal W. Ryan. 
Mr. Ryan, will you identify yourself for the record, and identify 
the gentleman with you? 


STATEMENTS OF ROYAL W. RYAN, CHAIRMAN, COMMITTEE ON 
GOVERNMENT RELATIONS; AND J. LEE BOSSEMEYER, EXECUTIVE 
VICE PRESIDENT, NATIONAL ASSOCIATION OF TRAVEL ORGANI- 
ZATIONS 


Mr. Ryan. I have with me Mr. J. Lee Bossemeyer, executive vice 
president of the National Association of Travel Organizations. 

My name is Royal W. Ryan. I am executive vice president of the 
New York Convention and Visitors Bureau, and chairman of the 
committee on government relations of the National Association of 


Travel Organizations. 

I am appearing today as spokesman for the 500 organizations and 
firms which comprise the membership of this association which is 
dedicated to the development of travel within the United States and 
travel from foreign countries to the United States. 

I want to point out that the founders of this association were the 
directors of the State, regional, and metropolitan nonprofit and often 
tax-supported travel-promotion organizations, which group has since 
been joined by the carriers, hotels, resorts, auto clubs, motels, travel 
publications, and others who serve the traveling public. 

We think that Mr. Don Ward made an excellent overall presenta- 
tion of the case for the repeal of excise taxes on transportation. How- 
ever, since our organization has conducted, since 1949, a vigorous 
campaign directed toward the repeal of the excise tax on the trans- 
portation of persons, we want to present a few additional facts on 
that phase of the subject. 

The points we wish to make are as follows: 

1. The Congress quickly recognized the value of removing the tax 
on travel to foreign countries in order to permit travel dollars to 
bolster the economies of these countries. 

At the present time, our people spend about $134 billion per year 
on travel abroad. If this $134 billion spent abroad, split among many 
nations, is of such great importance to the world economy, then the 
$2214 billion spent on travel at home is of vastly greater importance 
to the domestic economy, and should be cemented as it could be if this 
tax is revoked. 
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Why, then, is domestic travel curtailed by a tax, and foreign travel 
encouraged by its tax-free status? 

2. Travel has become one of the primary means of distributing the 
wealth produced in the United States. Travelers bring new money 
into the places they visit—money which would not otherwise be 
there—money which benefits all types of business, not just the travel 
enterprises which first receive it. 

Proof that travel benefits all phases of business is contained in the 
fact that more than 40 States now expend substantial amounts of 
State funds to attract travel. If these programs are not beneficial 
to all business, how can the expenditure of State tax funds for this 
purpose be justified ? 

Why, therefore, does the Federal Government tax, and hence retard, 
the travel business which the States are working so diligently to 
develop ? 

3. It is true that only a relatively small part of domestic travel 
moves via public carrier. But this is an unhealthy situation. It 
inereases the hazards of highway travel, and it discriminates against 
the 14 million relatively low-income families, representing 47 mil- 
lion Americans, that do not own an automobile. The tax on the trans- 
portation of persons, as it now stands, will probably raise not more 
than $200 million per year in revenue. 

But, if this tax is removed, it is our opinion that thousands of people 
in the lower income brackets will be encouraged to travel and that the 
total expenditures for travel by this group will reach a sum approxi- 
mating $1 billion a year. 


4. Any substantial merease in the travel volume stimulated by 
removal of the excise tax we are discussing will bring compensatory tax 
returns to the United States Treasury. The fuel, rubber, and steel 
consumed by the — carriers in carrying additional passengers will 


be taxable, as will the higher earnings reported by all of the business 
enterprises which receive this extra business. 

5. Although the National Association of Travel Organizations is a 
member of the National Council for the Repeal of Taxes on Trans- 
portation, and endorses the presentation made by Mr. Don Ward on 
behalf of the council, we must take exception to the semifinal para- 
graph in his statement referring to a partial reduction of the tax as a 
first step toward complete repeal. Our association is unequivocably 
for complete repeal of the tax on the transportation of persons. 

We believe that it is morally tm, to continue in peacetime, a war- 
time tax imposed to discourage travel. The travel business can pros- 
per only in peacetime. The travel business cannot prosper in wartime, 
as heavy industry and agriculture do. 

Therefore, we earnestly plead that our energies and the patience 
of the members of this committee and the Members of Congress be 
spared by the removal of this tax. Partial removal of the tax will 
not satisfy us, and the burden of collecting the tax becomes greater in 
proportion to its reduction. 

6. Our association, with the approval and assistance of the President 
of the United States, is busily engaged in a program designed to make 
this Nation a better host nation. It is extremely important that we 
get large numbers of people to come here of their own free will as 
visitors. 
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We must receive them warmly and send them home happy so they 
can tell their neighbors that the United States is a great and friendly 
nation. This method of winning friends firsthand will be far more 
effective than our present method of pouring words, written and 
spoken, on people abroad. Seeing is believing. 

Here is a copy of the folder Invitation to Visit the United States 
of America bearing a letter of invitation from the President, which we 
have issued in seven languages and are now distributing throughout 
the world. 

Now, gentlemen, when visitors from abroad come to the United 
States, money is important to them. It is difficult for them to get 
enough money to finance a visit to this country. When they do get 
here, they have to travel via public carrier, and adding materially to 
their troubles is the 10 percent tax on travel that greets them upon 
arrival. 

7. This is my final point. On behalf of our association, I ask the 
commitiee members a question: Is it the policy of the United States 
Government, by the retention of this tax, to reverse the time-honored 
slogan “See America First,” converting it to “See America Last”? 

Now that the tax on foreign travel has been removed, and the tax 
on domestic travel retained, this is precisely the question that people 
are beginning to ask. It can be a very embarrassing question. 

As far as we can determine, the United States of America is the 
only nation in the world which penalizes travel by its own citizens 
within its own borders. 

Gentlemen, I hope I have not given offense by the forthright state- 
ment of our views. I thank you very much for permitting me to 
appest before you. 

Mr. Foranp. We thank you for your contribution. 

Any questions? 

Mr. Mason. No, I have no questions, but I do have a statement. 

Your forthright views are excellent and they have made an im- 
pression. I like that kind of a statement. 

That is all. 

Mr. Foranp. Thank you. 

The next witness is Mr. Jacob Reck. 

Mr. Reck, for the purpose of the record, will you identify yourself 
and the capacity in which you appear? 


STATEMENT OF JACOB RECK, ON BEHALF OF THE ASSOCIATED 
MASTER BARBERS AND BEAUTICIANS OF AMERICA, THE NA- 
TIONAL HAIRDRESSERS & COSMETOLOGISTS ASSOCIATION, THE 
NATIONAL BEAUTY & BARBER MANUFACTURERS ASSOCIATION 


Mr. Recx. Mr. Chairman and members of the subcommittee, my 
name is Jacob Reck. The following national organizations in the 
beauty and barbershop industry have authorized me to advise Con- 
gress of the vigorous, unequivocal opposition of their members to a 
proposal which would shift the existing retailers’ excise tax on toilet 
preparations to the manufacturer level: These associations are: 

The National Hairdressers & Cosmetologists Association, the voice 
of proprietors of the more than 110,000 beauty salons throughout 
the Nation. 
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The Associated Master Barbers & Beauticians of America, speak- 
ing for proprietors of more than 120,000 barbershops. 

The National Beauty & Barber Manufacturers Association, repre- 
senting manufacturers of toilet preparations for sale to beauty salen 
or barbershops for resale or professional use therein. 

Beauty salon and barbershop owners appreciate the efforts of the 
Ways and Means Committee to remove hardships and discriminations 
in the excise-tax system. They are especially grateful to its members 
for approving legislation which, in 1951, repealed the tax on toilet 
preparations they use in rendering professional services. 

They oppose shifting the tax on toilet preparations to the manu- 
facturer level for the following reasons: 

i. A manufacturer’s tax will create inequitable competitive situa- 
tions at all levels of distribution of toilet preparations. These in- 
solvable situations are described in the statement submitted to this 
subcommittee last week by the Toilet Goods Association, and I see 
no need to repeat them here. 

Reference to these inequities will also be found in a study by the 
Treasury Department. Our industry wholeheartedly supports the 
arguments against shifting the tax on toilet preparations from the 
retail to the manufacturer level advanced on the aforementioned 
statement and study. 

2. Under existing law, toilet preparations sold to a beauty salon 
or barbershop for use in the operation thereof are exempted from 
excise taxation. Owners of beauty salons or barbershops feel that, if 
the tax on toilet preparations is shifted to the manufacturer, they 
will suffer from one or more of the following hardships: 

(a) A requirement to pay an excise tax on the tools of their trade 
because a manufacturer’s tax will extinguish the relief Congress 
granted in repealing the tax on toilet preparations for use in the 
operation of beauty and barber shops. 

(6) Should a manufacturer’s tax be imposed on toilet preparations, 
it would be difficult, if not impossible, to formulate a suitable, work- 
able, enforceable system of making exempt sales of toilet prepara- 
tions to a beauty or barbershop for use in the operation thereof. A 
system of tax-free sales, such as contemplated in section 4221 of H. R. 
12298 would prove far too cumbersome and result in considerable 
confusion among the 230,000 owners of beauty salons and barbershops. 

This is because these small establishments not only use tax-exempt 
toilet preparations in rendering services, but also resell taxable 
retail-package toilet preparations to the public. The amount of 
paperwork necessary to effect a tax-free sale to a beauty or barber 
shop would be enormous at each step in the distributive process— 
from manufacturer to wholesaler to salon or shop. 

It would involve the preparation and delivery of millions of tax 
exemption certificates annually. The smaller beauty or barber shop 
is not equipped to handle such details and will suffer a competitive 
disadvantage at the hands of a larger, better equipped competitor. 

(c) The resale of toilet preparations at retail of a beauty or barber 
shop is presently subject to the retailers’ excise tax, under existing 
law. The retailers’ tax does not reduce the amount of merchandise 
these establishments can purchase at wholesale because it does not 
apply and is not collected until the goods are sold to the consumer. 
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Thus, a retailers’ tax does not tie up the capital or clog the channels 
of credit of beauty or barber shops. A manufacturers’ tax would 
add to the cost of operations of these small establishments because 
they would be required to prepay or purchase the tax, pyramided by 
the wholesaler’s markup. Thus, the pyramided tax would form part 
of the cost of inventory, tie up working capital and, if borrowing is 
necessary, increase interest costs. 

(¢@) A pyramided manufacturer’s tax will not result in a reduction 
of the price to the consumer. The Government would realize less 
than half the revenue it obtains from a retailer’s tax. This is be- 
cause wholesalers and retailers apply sufficient markup to the tax 
to cover increased costs and normal profit. 

For these reasons, we urge you to reject the proposal to impose 
a tax on toilet preparations at the manufacturer level. 

Our industry urges Congress to repeal the tax imposed on sales 
of miniature samples of toilet preparations to beauty or barber shops, 
to be distributed gratis, for advertising purposes, to prospective 
customers. 

The reasons for this request are set forth in a statement submitted 
to this subcommittee in the fall of 1955. Small establishments cannot 
understand why this form of advertising should be taxed, especially 
since larger competitors, such as department-store beauty salons, are 
able to advertise their services, via newspapers, radio, and television, 
free of excise tax. Under the circumstances, they feel the Government 
should forego the measly $50,000 annual revenue received from this 
source. 

That is the end of my formal statement. I had a few observations 
that I want to get into the record, Mr. Chairman. I think I have 
taken 2 minutes, and I said I wanted 10. I rushed through it. 

In 1954 the Ways and Means Committee approved the reduction of 
the cosmetic tax from 20 percent to 10 percent. I want to point out 
the wisdom of that move and how it has benefited consumers, business, 
and industry. In the year ending June 30, 1953, the sales of taxable 
cosmetics amounted to $593 million. That was in the last year before 
the tax was reduced from 20 percent to 10 percent, $593 million. 

In the year which just ended, meaning June 30, 1956—and these 
are figures coming from the Treasury Department—the sales of tax- 
able cosmetics amounted to $837 million. In other words, when the 
tax was reduced from 20 percent to 10 percent, retail sales of taxable 
cosmetics jumped $250 million in 3 years, or about 42 percent. 

I merely mention that to bear out what Arthur Redd Motley has 
often said; nothing happens in the economic scheme until you sell 
something, and a high rate of excise tax just brings about a resistance 
to sale. 

I don’t want to develop this next. point. too much. I discussed it 
with the chairman this morning. For 10 years I have been coming 
down here talking against excise taxes, high-rate Federal excise taxes, 
because I have a firm conviction they are wrong. 

Four years ago I got some hope when I rez Tihat a group of experts, 
far more expert in this subject of taxation than myself, had arrived 
at the conclusion that the Federal Government ought to get out of the 
excise tax field and the State governments ought to get out of the 
income-tax field. It appeared to me that if ever there was going to 
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be relief from excise taxation at the Federal level, there was some 
hope there. 

However, I can well understand, with the requirements for Federal 
finances and 48 State governments, 37 of them I believe having income- 
tax laws, that is a question of playing cat and mouse. Some day 
somebody is going to come up like Beardsley Ruml did with this 
pay-as-you-go plan, which did a lot to solve the income-tax problem, 
with some method of getting us out of the Federal excise-tax field. 

I brainstormed an idea the other night, and I came up with this. 
I am sure it is too simple and I am sure it wil! find resistance because 
it seems to me that a tax law to be applicable has to be complicated 
and confusing to understand, and this is a little too simple. 

My idea would be this, and I understand the chairman says you can’t 
bind future Congresses, but it has been done in the past. The sub- 
committee would recommend that starting with the fiscal year next 
July 1, all excise taxes be reduced 1 percent point; in other words, the 
cosmetic tax starting July 1, 1957 be at 9 percent; the next year drop 
down to 8 percent; the next year to 7, 6, and so forth. 

It will take you 10 years to get out of the field. What does it mean 
in the amount of revenue? Excepting regulatory excise taxes on 
liquor—and I agree with Congressman Cooley ; tobacco I can’t under- 
stand because I smoke myself—excepting those, you get $5,570 million 
a vear from the excise taxes, excluding those other two. 

If you drop to 10 percent a year, you would be cutting down $500 
million. You might force some of the Government agencies to econ- 
omize a bit, but in any event, you would be reaching a point where 
you would get down to 2 or 3 percent and then out of the picture. 

In the meantime, the States would be seeing that you mean busi- 
ness and they might be doing something about getting out of the in- 
come-tax picture. It is just a brainstorm idea, but I throw it on the 
table for what it is worth. 

Mr. Foranp. We thank you for your contribution. Are there any 
questions ? 

There are no questions. We thank you. 

Mr. Recx. I thank you. 

Mr. Foranp. The next witness is Mr. Alvin J. Gottlieb. 

Come forward, please, sir, and identify yourself for the purpose 
of the record, and identify the gentleman who accompanies you. 


STATEMENT OF ALVIN J. GOTTLIEB, TREASURER, D. GOTTLIEB & 
CO., CHICAGO, ILL., ACCOMPANIED BY ALLEN DROPKIN, COUNSEL 


Mr. Gorrizes. Mr. Chairman and gentlemen, I am Alvin J. Gottlieb, 
treasurer, and speaking on behalf of D. Gottlieb & Co., Chicago, 
Til. 

The gentleman on my right is Mr. Allen Dropkin, my counsel, of 
the firm of Arvey, Hodes & Mantynband, also of Chicago. 

As requested by the chairman, I shall be as brief as possible. 

Since 1927, D. Gottlieb & Co., an [linois corporation, has been 
engaged in the manufacture and distribution of com-operated amuse- 
ment machines. Its principal product is what is commonly called 
amusement-type pinball machines, which are defined by sections 4461 
to 4463 of title 26 of the United States Code as amusement devices. 





650 EXCISE TAXES 


These amusement machines are equipped with flipper devices which 
inject a predominant element of skill in the play and award rights 
of free replay for attainment of high scores. Under no circumstances 
is the number of free games awarded to a player permanently recorded 
by the machine and it is not intended to have the free replays re- 
deemed in cash, merchandise, premiums, or other value by the owner 
of the premises on which the machine is located. The sole purpose 
of D. Gottlieb & Co.’s machines is for the amusement of the player. 

The recording mechanism referred to above is a device built into 
a machine which records the number of unused free replays so that 
they can be redeemed in cash or merchandise enabling the machine 
owner to have a permanent record of such awards. 

Therefore, when the collections in the machines are made, the ma- 
chine owner will only reimburse the owner of the premises on which 
the machine is located the actual amount paid to players. After 
such payment is made, the balance of funds in the machine is pro- 
portionately divided between the owner of the machine and the owner 
of the premises. 

D. Gottlieb & Co., fully cognizant of and in agreement with gen- 
eral public policy, and in full accord with the Internal Revenue’s 
position that such free replay redemption constitutes gaming, does 
not manufacture its amusement machines with such mechanical, auto- 
matic recording devices to facilitate the redemption of free replays 
in cash or amet Sige, 

As evidenced by the Government’s position in recent cases, the Inter- 
nal Revenue Department has classified machines with such perma- 
nent recording devices as gaming devices under section 4462 and, 
accordingly, had taxed them at the rate of $250 per machine. 

The $250 tax alone is not prohibitive, but the attendant newspaper 
neat! connected with applications for and issuance of such $250 
icenses has made the possession of such gaming devices by small- 
business owners unattractive. Such notoriety regarding these licenses 
restricts the operation of these devices because of the facility with 
which local law-enforcement agencies can enforce their own anti- 
gambling statutes. 

The proposed amendment, H. R. 12298, would introduce a third 
category of devices for revenue purposes, which category deals with 
devices from which merchandise of a value not to exceed $5 could be 
redeemed for unused free replays and taxes such devices at the rate 
of $25 per machine. 

Such machines contain the element of chance by virture of which 
the machine may deliver or entitle the person playing or operating 
it to receive merchandise and are essentially gaming devices. 

Although the $25 tax does not legalize such devices, it removes them 
from the $250 category, where they rightfully belong, and does not 
subject the location owner to public notoriety for possession of a 
gaming device. 

The enforcement of the proposed amendment would be virtually 
impossible by reason of the fact that a continuing check would have 
to be maintained to be certain that only merchandise of a value less 
than $5 is being awarded. This is a minor consideration in view of 
the tremendous loss in revenue to the Government by taking these 
machines out of the class in which, for all practical purposes, they 
belong. 
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Machines should be taxed according to the manner in which they 
are operated, rather than according to their physical characteristics. 
Whether the player receives $5 in merchandise, $5 in cash, or any 
other thing of value, he is essentially relying on an element of chance 
in order to obtain something of value. This view has also been pro- 
pounded by the United States Treasury Department in a letter to us 
dated June 12, 1956, a copy of which is attached to this statement. 

The proposed bill, by introducing a third category into the existing 
code, would create a confusing situation for local revenue enforce- 
men agents in that it is difficult to visually determine into what 
category each type of device would fall. A slight tendency for such 
confusion exists now with the present code. 

Recently we were advised by a southwestern distributor that the 
revenue agents were classifying all pinball machines, amusement or 
otherwise, as gaming devices and taxing them at the rate of $250 each. 
The aforementioned letter of opinion from the Chief of the Excise 
Tax Branch of the Treasury Department is an attempt to clarify the 
situation. 

Certainly the injection of a third category would increase the possi- 
bility of such confusion resulting in detriment to D. Gottlieb & Co. 
The key determining factor in the classification schedule in the pro- 
posed bill is the redemption of unused free replays in cash or mer- 
chandise and the value thereof. It is D. Gottheb & Co.’s contention 
that any such redemption constitutes gaming and the company has 
been for years opposed to such operations. 

In addition, the proposed amendment, while not affecting the classi- 
fication of D. Gottlieb & Co.’s products, would seriously curtail their 
available markets. Such curtailment would be occasioned by the 
attractiveness to the location owner of the proposed $25 gaming de- 
vices. This attractiveness arises from the increased earnings that in- 
herently flow from a gaming device, which are not attendant upon an 
amusement device. 

By offering something of value, whether it be cash or otherwise, 
based on the element of chance, the machine becomes extremely allur- 
ing to the player. D. Gottlieb & Co.’s amusement machines which 
have only the immediate and unrecorded right of free replay obviously 
cannot compete with a machine which redeemes such replays for value 
and, therefore, the proposed legislation would be highly detrimental to 
the company. 

These devices are essentially gaming ones and should not be classi- 
fied so as to put them in direct and open competition with purely 
amusement devices whose sole purpose is entertainment. 

Thank you, gentlemen, for the opportunity of appearing before 
your committee. 

Mr. Foranp. Do you make machines that just use the one ball? 

Mr. Gortutrs. No, sir; we do not. 

Mr. Foranp. Or do you make machines where additional coins may 
be inserted ? 

Mr. Gorrtres. No, sir; we do not. 

Mr. Foranp. You do not? 

Mr. Gorruires. No, sir. 

Mr. Foranp. Thank you very much. 

Any questions? If there are no questions, we thank you for your 
contribution. 
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Mr. Gorr.res. Thank you, sir. 

Mr. Foranp. The next witness is Mr. Poffel. Is Mr. Poffel here? 

Come forward, please, sir, and identify yourself for the record. Mr. 
Poffel, the chairman has been informed that you are substituting a 
new statement for the one you previously submitted ; is that correct. 


STATEMENT OF ROBERT E. POFFEL, BALTIMORE, MD. 


Mr. Porret. No, sir. It is the only one that I have. That is the 
original one that I turned in, other than the fact that I gave the girl 
some photographs. It is the same statement, other than on the back 
page there are a couple of photographs. 

Mr. Foranp. All right, you may proceed. 

Mr. Porren. My name is Robert E. Poffel. My business address is 
6803 Harford Road, Baltimore, Md. I am one of a small group of 
owners of claw machines, sometimes called diggers, or cranes. 

Under section 4461 of the Internal Revenue Code, coin-operated 
amusement or music machines are subject to a special tax of $10 and 
“so-called slot machines,” whose suecessful operation depends solely 
upon chance, are subject to a tax of $250. The Bureau of Internal 
Revenue holds our claw machines subject to the $250 slot-machine 
tax. 

Weare here to request that. claw machines be removed from the slot 
machine classification, since they are entirely different from slot 
machines as to character and method of operation, as well as with 
respect to the degree of financial return to the owner of the machines. 
We believe that our machines are properly classified as amusement 
devices and should be taxed accordingly. 

The claw machine works essentially on the same principle as a 
traveling excavating crane, as you can see from the photographs 
before you. It consists of a miniature claw suspended from a boom 
located at the rear center of a glass-enclosed case, in which are dis- 
played various articles of merchandise such as safety razors, flash- 
lights, household tools, et cetera. 

The lower end of the boom is hinged at, the foot of a derrick or 
mast so that the boom may be moved forward or backward and from 
side to side, thus placing the claw in position to grasp and pick up a 
selected item of merchandise from among the articles visible in the 
display case. The cost of playing is 5 cents. 

Success in operating the machine so as to obtain the desired article 
is largely dependent upon the player’s skill and judgment. 

The term “slot machine” is commonly used to mean the so-called 
one-armed bandit—a device of pure chance, insofar as the player is 
concerned, which is operated simply by inserting a coin ond pulling 
a lever. It uses the three-reel principle apparent from the photograph 
attached to this statement and is set to pay off at a predetermined 
percentage. 

We are not in that business, nor in any way connected with it. It 
is entirely out of our league. The several types of slot machines 
accept coins in denominations of 5 cents to $1 and involve a take for 
the owner of large profits which are in no wise comparable to. the 
small profits realized on claw machines. 

Two basic differences are thus immediately apparent between slot 
machines and claw machines. The latter offer merchandise which 
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averages in value almost 50 percent of the total yield of the machine 
to the owner, which operation of the slot machine involves no such 
initial ee, 

A staff of some 16 people is required to handle the business of 
operating 100 claw machines. Less than one-fourth as many people 
could easily service the same number of slot machines. The necessarily 
resulting disparity in the measure of profits from the two types of 
operation is obvious. 

Secondly, there is no element of skill whatsoever in playing a slot 
machine. In the case of the claw machine, however, the player’s 
success depends upon the degree of his skill in determining the correct 
angle of the boom for grasping a desired article and in manipulating 
and controlling it. If he does not position the claw strategically, he 
may improve its position during its descent by spinning a locator 
handle to the right or left. When the desired object is grasped by the 
claw, it is deposited in a chute from which it is obtained by the player. 

The skilled player may control the position of the boom and claw 
not only before the machine is set in operation, but during the entire 
time until the claw is closed. Claw machines are, therefore, similar 
to coin-operated and manually controlled shuffleboard games and 
bowling games which have been ruled by the Bureau to be games of 
skill. 

The fact that a player sometimes fails to grasp an article of mer- 
chandise is no more significant than the fact that a bowler may fail 
to strike the required number of pins to win a prize. In both cases 
he has had the pleasure of the game. 

We do not maintain that there is no element of chance involved in 
operating a claw machine. Chance is an element of the play just as it 
is in the shuflleboard and bowling games which are held to be games 
of skill. We do maintain that the element of skill predominates in 
use of the claw machines and that, therefore, on the basis of principles 
usually applied by the courts, the machines are not gaming devices. 

Even if it were conceded, however, that the element of chance pre- 
dominates, the claw machine should not be subjected to the $250 tax 
because it is not a “so-called slot machine,” within the meaning of that 
term as used in section 4462 (a) (2). 

It is well known that the term “slot machine,” when applied to 
games of chance, means “one-armed bandit,” in common usage. In 
fact, ~ Court of Appeals for the Seventh Circuit recently has said 
as much. 

In U. 8S. v. Korpan, decided September 28, 1956, No. 11669, that 
court held that pinball machines which entitled the winning player 
to receive cash, were not “so-called slot machines” within the meaning 
of section 4462 (a) (2). The court based its conclusion in part upon 
legislative history indicating that pinball machines were intended 
to be included under section 4462 (a) (1), applying to amusement 
devices. But claw machines are no more accurately described as 
“so-called slot machines” than are pinball machines. 

Reference is made to the Korpan case only because it reinforces 
our point that claw machines, pinball machines, and the like are not 
in the same class as one-armed bandits and should not be treated the 
same as one-armed bandits for purposes of taxation. 

H. R. 12298 would impose a tax of $25 a year upon a so-called pin- 
ball machine which entitles a person to receive a merchandise prize 
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of a retail value of less than $5, which is nonredeemable in cash. We 
believe that this represents a sound approach to this matter. We re- 
spectfully submit that our claw machines should be treated similarly. 

We would like to point out, however, that the establishment of a 
limit of $5 upon the value of the merchandise receivable would create 
administrative and enforcement problems because of difficulties in de- 
termining retail values, as, for example, where merchandise on hand 
for use in the machines increases or decreases in retail price after it has 
been purchased, because the manufacturer changes his price, or for 
some other reason. 

Moreover, retail prices may vary in different sections of the country. 
The cost of playing the machines is so law that it is evident that ex- 
pensive merchandise will not be used and that, therefore, a top limit 
1s unnecessary. 

We suggest, therefore, that section 4462 (a) (2) (A) of the bill be 
revised to read : 

(A) A so-called pinball or so-called claw machine operated by means of 
the insertion of a coin, token, or similar object which may deliver, or entitle the 
person playing or operating the machine to receive, merchandise which is non- 
redeemable in cash. 

Such a change would do no violence to the principle underlying the 
proposed provisions, and would properly distinguish between recog- 
nized gambling devices, and as “one-armed bandits,” and amusement 
devices, such as claw and pinball machines. 

The application of the slot-machine tax to our business is not justi- 
fied as an incident of a campaign of repression of gaming devices like 
one-armed bandits, because the claw machine is not a slot machine in 
that sense at. all; nor is it justified as a revenue measure because it is 
actually killing the source of taxes at which it is directed. 

The tax has increased in recent years from $50 to $250. As this has 
occurred, there has been a steady withdrawal of the claw machine from 
operation. ‘This, in turn, has resulted in loss of revenue not only from 
the special tax but from income taxes of owners of the machines, whose 
business has been curtailed or destroyed. 

We would deeply appreciate your sympathetic consideration of our 
problem. 

Mr. Foranp. Does that conclude your statement ? 

Mr. Porren. Yes, sir. 

Mr. Foranp. You understand, of course, that the photographs can- 
not be reproduced. We appreciate having them for the use of the 
committee, but they will not appear in the printed hearings. 

Mr. Porren. That is all right. I just wanted to make clear the 
difference between the two machines. It seems that the Bureau of 
Internal Revenue has called our machine a slot machine, and it is 
confusing as to just what is a slot machine. 

Mr. Foranp. You have made your point with the committee, and the 
committee having these, of course, can refer to them. 

We thank you for your contribution. 

The next witness is Mr. George Frates. Is Mr. Frates here? 

Mr. Lee Hill? 

_Mr. Keroeu. I would ask that Mr. Hill be passed over without losing 
his place on the list until after the luncheon recess. 

Mr. Foranp. He will have to go to the bottom of the calendar. That 
is the rule we made the other day. 
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The next witness is Mr. Burnham. Come forward, please. 
Mr. Burnham is not here. Mr. Barnett, at long last we reach you. 
For the purpose of the record, will you identify yourself, please ? 


STATEMENT OF ISAAC M. BARNETT, SILVER, SAPERSTEIN & 
BARNETT, GENERAL COUNSEL, POLAROID CORP. 


Mr. Barnetr. My name is Isaac M. Barnett. Iam a member of the 
firm of Silver, Saperstein & Barnett, of New York, N. Y., who is 
general counsel for Polaroid Corp., of Cambridge, Mass. 

At a hearing before this subcommittee last year, the recommendation 
was made that there be included in the manufacturers’ excise tax law 
a statutory definition of the term “manufacturer.” It was suggested 
that such definition should state that the person who physically pro- 
duces a taxable article shall be deemed to be the manufacturer thereof 
without regard to the ownership of the patents on the article manu- 
factured. 

It was properly pointed out that the adoption of such a statutory 
definition would have the advantage of defining “manufacturer” in 
the least controversial terms—physical processing—record of the hear- 
ings before this subcommittee in the 84th Congress, Ist session, at 
pages 242-244. 

I desire to urge the incorporation in the law of a definition of the 
term “manufacturer” which restricts its meaning to the person physi- 
cally producing the taxable article, without regard to patent owner- 
ship, and to suggest further that there also be included in the law a 
correlative definition of the term “sale” patterned along the follow- 
ing lines: 

The term “sale” means an agreement whereby the seller transfers the title 
or the sabstantial incidents of ownership in goods to the buyer for a consideration 
called the price (which may consist of money, services, or other goods) without 
regard to the ownership by the buyer of the patents on the goods which are the 
subject matter of the sale. 

The construction accorded to the existing statute by the Court of 
Appeals for the First Circuit in determining the incidence of the 
manufacturers’ excise tax on a camera known as the Polaroid High- 
lander camera will illustrate the need for these statutory definitions. 

Polaroid Corp. markets, among other products, the Polaroid High- 
lander camera, which differs from conventional cameras in that the 
processes of developing and printing take place within the camera 
itself, thus eliminating the necessity of processing by outside agencies. 
The camera produces a finished positive print within 60 seconds after 
the picture is snapped. 

The camera was invented by Polaroid’s president, Dr. Edwin H. 
Land. Polaroid owns product patents on the camera and certain of 
its component parts, but has no patent covering any process or opera- 
tion involved in the making of the camera. 

Polaroid does not produce the camera. It is made from beginning 
to end by an independent, unaffiliated corporation, Greist Manufac- 
turing Co., of New Haven, Conn., pursuant to an arm’s length sale 
contract under which Greist agreed to sell and deliver to Polaroid, at 
2 fixed price per delivered camera, a stated quantity of the cameras to 
be produced by Greist in accordance with approved specifications. 
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All manufacturing operations are performed by Greist or its sub- 
contractors. All materials and parts are purchased or produced by 
Greist. Greist has complete control of all manufacturing methods and 
production, subject only to Polaroid’s right to make tests to determine 
whether the cameras meet the specifications. 

Polaroid advances no money or credit. The cameras are delivered 
by Greist in a finished, packaged condition, Polaroid supplying noth- 
ing except literature to be inserted in the package. Title to all cameras 
remains in Greist until delivery. 

Notwithstanding these facts, the Internal Revenue Service took the 
position that Polaroid is the manufacturer by reason of its ownership 
of the product patents and that the excise tax should be based upon 
Polaroid’s selling price to the public rather than upon Greist’s selling 
price to Polaroid. 

Polaroid, accordingly, instituted an action in the United States 
District Court for the District of Massachusetts to recover the manu- 
facturers’ excise tax paid by it on one camera, as a test case, to deter- 
mine whether the incidence of such tax was on Polaroid or Greist, 
alleging that Greist and not Polaroid was the “manufacturer or pro- 
ducer” of the camera within the intendment of the taxing statute, 
section 3406 (a) (4) of the 1939 Internal Revenue Code. 

The district court dismissed the complaint, stating in its opmion 
that “the case at bar may be close,” but by reason of Polaroid’s own- 
ership of patents on the camera, Polaroid is the manufacturer within 
the meaning of the statute (138 F. Supp. 735 (1956) ). 

The Court of Appeals for the First Circuit affirmed the district 
court’s decision by a 2-to-1 vote (235 F. (2d) 276 (1956)). The ma- 
jority agreed with the district court that by reason of Polaroid’s 
ownership of the patents, Polaroid is the manufacturer within the 
meaning of the statute, stating as the basis for its determination that 
Polaroid’s patent ownership prevented Greist from selling the cameras 
to anyone other than Polaroid. 

The majority further held that the sale of the cameras by Greist 
to Polaroid does not represent a first sale of the product under the rule 
of Indian Motorcycle Co. v. United States (283 U.S. 570, 574 (1931) ), 
and that Polaroid’s subsequent sale of the camera was subject to the 
tax as the first sale under such rule. 

The stated basis for the majority’s determination that the sale by 
Greist to Polaroid does not constitute the first sale under the statute 
is that the right to use or resell the camera was vested in Polaroid prior 
to such sale by virtue of its patents and was not acquired “by virtue 
of any property rights conveyed to it by Greist.” 

Circuit Judge Woodbury, in dissenting, stated that Polaroid’s own- 
ership of the patents was of no relevance, that Greist was the manu- 
facturer and Polaroid a purchaser who sold the cameras at wholesale, 
and that to impose the tax on Polaroid is to base the tax not on the 
manufacturer’s sale price in accordance with the statute, but on the 
wholesaler’s sale price. 

Thus, the patent owner which is an arm’s length transaction simply 
purchases a taxable product made to its specifications from the com- 
pany doing all of the physical processing, has been held, under the 
existing statute, to be the manufacturer solely by reason of its owner- 
ship of the patents—a fact, it is submitted, relating only to the con- 
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ception and design of the product to be manufactured and not to its 
manufacture. 

The existing law, so construed, effects an unreasonable discrimina- 
tion against patent owners to their competitive disadvantage. 

In the case of an unpatented product, it is established that the sale 
by the manufacturer to a distributor ordering such product manu- 
factured pursuant to its specifications is the one subject to the manu- 
facturers’ excise tax, and not the subsequent salé by the distributor to 
the public, though the latter sale is made under the distributor’s trade 
name and though the public knows only the distributor as the source 
of origin of the product (Charles Marchand Co. v. Higgins, 124 F. 
(2d) 483 (2 Cir. 1942); 7. LZ. Williams v. Harrison, 110 F. (2d) 989 
(7 Cir. 1940) ; United States v. Gamble-Skogmo, Inc., 91 F. (2d) 372 
(3 Cir. 1937) ). 

The validity of this well settled principle was conceded by the court 
in the Polaroid test case. 

Thus, in the case of unpatented products, the tax is based on the 
manufacturer’s sale price in accordance with the statute, and not on 
the distributor’s higher sale price which necessarily includes the dis- 
tributor’s markup for merchandising, selling, overhead and profit. 

To tax a distributor, solely by reason of its ownership of product 
patents, on its sale price to the public is to subject it to a tax base to 
which distributors of competitive products are not subject. More- 
over, the difference between such tax and the tax computed upon the 
manufacturer’s sale price is sufficiently large to affect the distributor’s 
pricing policies, to require an increase in the price of the patented 
product to the consumer, and hence, to curtail the demand for the 
distributor’s product. 

The construction given by the court to the existing statute that if you 
are the patent owner you are, therefore, the manufacturer, will inevita- 
bly result in confusion and uncertainty with respect to the incidence of 
the tax. This confusion and uncertainty may be illustrated by the 
following pertinent hypothetical situations: 

1. Let us assume, as is the case with Polaroid, that the taxable 
product is covered by many patents, all of which do not expire 
simultaneously. 

Let us or that the patents on the product as a whole and the 

atents on the processes which the product performs are first to expire, 
oan only patents on specific elements of the product. 

Will the expiration of the patents—with no change in the con- 
tractual relationship between the patent owner and the maker— auto- 
matically shift the status of manufacturer from the patent owner 
to the maker? If so, when does this automatic shift take place? 

Is it upon the expiration of those patents which cover the entire 
product as a mechanism, or of those which cover the processes per- 
formed by the product, or of the last to expire patent, even though 
such. patent may cover only an insignificant and perhaps easily sub- 
stituted part? 

2. Let us assume that in an infringement suit, a district court holds 
the patents of the patent owner to be invalid. Will the decree auto- 
matically make the maker the manufacturer of the product for ex- 
cise-tax purposes?. And if on appeal the court of appeals should 
reverse and declare the patents valid, would the entry of judgment 

85776—57——43 
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take away from the maker the mantle of manufacturer and place 
it back on the patent owner ? 

3. Let us assume that the patent owner had no issued patents on 
the camera but that it had made applications therefor to the Patent 
Office. Is the maker to be regarded as the manufacturer until the 
patents issue? If such patents should issue 2 years after the filing of 
the applications, would there then be a shift so that with no other 
fact intervening, the patent owner would become the manufacturer’ 
And if it be asserted that the filing of the patent applications would 
make the patent owner the manufacturer, would the patent owner 
automatically cease to be such if the Patent Office denied the appli- 
cations ? 

4. Let us assume that the patent owner gets some allowed claims on 
its applications. It cannot sue anyone for infringement of such 
claims until the patent issues. During the period of patent pending 
with allowed claims in the application, the infringement of which the 
patent owner is powerless to restrain, who would be the manufacturer, 
the patent owner or the maker ? 

5. Let us assume that the patent owner files disclaimers of its patent 
protection or offers free licenses. Would it nevertheless be contended 
that the maker is not the manufacturer since the patent owner owns 
the patents? And if in such circumstances it would be conceded that 
the maker would be the manufacturer, is it reasonable that the patent 
owner by a unilateral act can convert a stranger company which, but 
for the patent owner’s unilateral act, would not be the manufacturer 
into the manufacturer? Can the meaning of an ordinary uncom- 
plicated English word be so twisted ? 

Merely to state these rhetorical questions reveals the fallacy in the 
syllogism that, if you are the patent owner, you are, therefore, the 
manufacturer. To make the meaning of the word “manufacturer” in 
an excise-tax law depend upon the presence or absence of a factor 
unrelated to the ordinary meaning of that word—one who makes— 
inevitably results in the absurdities and confusion illustrated in the 
above hypothetical situations. 

In the Ways and Means Committee report on the Revenue Act of 
1932 it was stated: 


It is essential that the persons who will be called upon to make returns and 
pay the tax to the Government must know, in advance of the sale, whether the 
sale is taxable and the amount of tax liability. Having ascertained the taxabil- 
ity of the sale and the basis upon which the amount of tax is to be computed, 
they must be able to rely upon the determination (H. R. Rept. No. 708, 72d Conz.. 
1st sess., 1939-1 (pt. 2), Internal Revenue Bulletin 457, 479). 

To include in the manufacturers’ excise tax law statutory definitions 
of the terms “manufacturer” and “sale” along the lines heretofore sug- 
gested would implement the congressional intent that certainty as to 
liability for, and the amount of, the manufacturers’ excise tax is a 
prime requisite. 

Such definitions would also eliminate a discrimination now existing 
between the distributors of patented and unpatented products and 
would obviate the inevitable confusion and uncertainty with respect to 
the incidence of the tax on patented products which are bound to arise 
under the existing statute, as it has been construed by the court. 

Mr. Foranp. Does that conclude your statement? 

Mr. Barnett. Yes, sir. 
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Mr. Foranp. We thank you for your contribution. 

Without objection, there will be included in the record at this point 
a letter received by the chairman from the National Rifle Association 
of America. 

(The letter referred to follows :) 


NATIONAL RIFLE ASSOCIATION OF AMERICA, 
Washington, D. C., December 3, 1956. 
Hon. Aime J. FORAND, 
Chairman, Excise Tares Subcommittee, 
House Office Building, Washington, D. C. 


DEAR Mr. Foranp: At the suggestion of Congressman Cecil King, I am filing 
with you and your subcommittee of the House Ways and Means Committee this 
brief, relative to a suggested amendment of the National Firearms Act which 
appears in chapter 53 of the Internal Revenue Code of 1954. 

This law, popularly referred to as the Machinegun Act, was enacted by the 
73d Congress in 1934 to provide a making and transfer tax of $200 on machine- 
guns and certain specified weapons which were national crime problems in 
the prohibition era. The weapons which are subject to control under this law 
ure defined in section 5848, paragraph 1, of the code. Any weapon defined as a 
firearm in this section is required to be registered with the Department of the 
Treasury and becomes subject to the tax provision of the act. 

Two items in the definition have resulted in certain hardships on law-abiding 
zun owners and particularly on gun collectors without, in the opinion of this 
association, adding materially to the effectiveness of the act. It is our purpose 
to suggest an amendment to this act which will remove the burden to which 
collectors and other gun owners are now exposed, without weakening the act 
as a crime-prevention force. 

Section 5848, paragraph 1, provides in part that a shotgun or a rifle having 
a barrelof less than 18 inches in length is a firearm except in the case of rifles 
of .22 caliber where the specified length is 16 inches. These are largely arbitrary 
measurements having the purpose of placing under strict Federal control the 
sawed-off shotguns and sawed-off rifles which at one time were popular gangster 
weapons. The difficulty arises from the fact that a number of popular sporting 
rifles have barrel lengths just slightly under 18 inches; hence, they must be 
classed as a firearms, subject to the taxation provisions of this law. If the speci- 
fied barrel length for shotguns and rifles could be changed from 18 inches to 
16 inches, as it now is for .22 caliber rifles, no sporting-type firearms would 
be involved, and the effectiveness of the act would not be lessened since a rifle 
or shotgun with a barrel 16 inches in length is hardly a concealable weapon in 
the sense that a sawed-off rifle or shotgun is concealable. 

The other area of difficulty, from the standpoint of collectors and gun 
owners, arises from the provision which defines as a “firearm,” in addition to 
u machinegun or sawed-off rifle, or shotgun, “any other weapon, except a pistol 
or revolver, from which a shot is discharged by an explosive, if such weapon is 
capable of being concealed on the person.” It is apparent from this language 
that Congress did not intend the taxing provision of this law to apply to pistols 
or revolvers. The law, however, does not define the term “pistol” or “revolver,” 
and it therefore becomes a matter of interpretation as to what is a pistol, 
excepted under the act, and what is “any other weapon,” controlled under the 
act. 

Highly valued items to gun collectors are the guns which mark stages in the 
development of fireams from their earliest beginning. In the process of ex- 
perimentation, trial and error, and plain Yankee inventiveness, which has led 
to the modern pistol and revolver, many strange firearms have had their brief 
moments on the scene. Some are clearly recognizable as a step in the develop- 
ment of a modern pistol; others are not. Many now fall in the “any other 
weapon” category under the National Firearms Act and are, therefore, subject 
to its prohibitive controls. 

Since pistols and revolvers make up the vast majority of weapons capable 
of being concealed on the person, and since for good and sufficient reasons the 
Congress felt that pistols and revolvers should not be included in the Machine- 
gun Act, we believe it would be desirable that the law not apply to the very small 
minority of concealable weapons which may be interpreted to be neither a pistol 
nor a revolver. We do not believe that the devices, concealable as they may be, 
which now fall in the “any other weapon” category are, or ever have been, a 
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national crime problem. We believe that any reference to “any other weapon” 
should be deleted from this act, and that the result will be that the interpretation 
and enforcement of the law will be facilitated, and its effectiveness as an anti- 
crime measure will not be impaired. 

Quoted below is the language of section 5848, paragraph 1, as it now appears 
in the law and again as we suggest that it be amended: 


PRESENT LAW 


Sec. 5848. Defintions. For purposes of this chapter— 

(1) Firearm.—The term “firearm” means a shotgun or rifle having a barrel 
of less than 18 inches in length, or any other weapon, except a pistol or revolver, 
from which a shot is discharged by an explosive if such weapon is capable of 
being concealed on the person, or a machinegun, and includes a muffler or 
silencer for any firearm whether or not such firearm is included within the 
foregoing definition, but does not include any rifle which is within the foregoing 
provisions solely by reason of the length of its barrel if the caliber of such rifle 
is .22 or smaller and if its barrel is 16 inches or more in length. 

(5) Any other weapon.—The term “any other weapon” means any weapon 
or device capable of being concealed on the person from which a shot can be 
discharged through the energy of an explosive, but such term shall not include 
pistols or revolvers or weapons designed, made or intended to be fired from the 
shoulder and not capable of being fired with fixed ammunition. 


SUGGESTED AMENDMENT 


(1) Firearm.—The term “firearm” means a shotgun or rifle having a barrel 
of less than 16 inches in length, or a machinegun, and includes a muffler or 


silencer for any firearm whether or not such firearm is included within the 
foregoing definition. 


(5) Delete. 
Sincerely, 


F. C. DantEL, Secretary. 
(The following letter was later submitted for the record :) 


UNITED STATES TREASURY DEPARTMENT, 
OFFICE oF COMMISSIONER OF INTERNAL REVEN 


UE, 
Washington, December 4, 1956. 
Mr. Mizton J. Kors, 


Consultant, Subcommittee on Hacise Tages of the Committee on Ways and 
Means, House of Representatives, Washington, D. C. 


Dear Mr. Kos: This will serve to furnish you the facts which you verbally 
requested in connection with amendments to section 5848, Internal Revenue Code 
of 1954, proposed on November 28, 1956, by the National Rifle Association of 
America. The amendments will considerably modify the scope of the National 
Firearms Act (ch. 53 of the Internal Revenue Code) by the process of changing 
the definition of the term “firearm” by deleting the phrase “* * *, or any other 
weapon, except a pistol or revolver, from which a shot is discharged by an 
explosive if such weapon is capable of being concealed on the person, * * *”, 
‘leaving only machineguns, silencers, and sawed-off rifles and shotguns (with 
barrels of less than 16 inches in length) subject to regulatory control. 

The basic definition of the term “firearm,” which has been amended but once 
since enactment in 1934, was the subject of much discussion during the open 
hearings in connection with Public Law 474, 73d Congress, 2d session (H. R. 
9471) and was a compromise between the Department of Justice, which advo- 
cated rigid Federal control over all weapons including even pistols and revolvers, 
and the National Rifle Association of America, which opposed the measure to 
the extent it would affect pistols and revolvers, as well as shotguns and rifles 
not readily concealable on the person. Because of the wide variety of weapons 
being produced, which it was impractical to accurately define, the Congress 
deemed it necessary to include in the definition the term “any other weapon” to 
cover such weapons, While the National Firearms Act has been amended several 
times, the Congress has not seen fit to alter the basic definition of firearms except 
to exclude certain .22 caliber rifles. 

The Internal Revenue Code of 1954 provided three additional definitions 
clarifying the meaning of the terms “rifle,” “shotgun,” and “any other weapon” in 
a manner which would exempt certain collector’s items from operation of the 
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law. These three definitions, section 5848 (3), (4), and (5), Internal Revenue 
Code, except for minor editorial changes, were formulated and recommended by 
the National Rifle Association of America. (The association now proposes to 
eliminate the definition of “any other weapon,” section 5848 (5).) 

Since July 1, 1953, 58 firearms cases submitted to the Department of Justice 
for prosecution involved weapons within the category “any other weapon.” 
Firearms found to be within the class “any other weapon” included the 
following: 

1. The so-called hand shotgun. Firearms in this category include those 
originally designed as such, as well as conventional shotguns and rifles 
which have been altered by removing a portion of the stock to form a “pistol 
grip,” as well as by shortening the barrel or barrels. These weapons would 
not meet the statutory definition of either a shotgun or rifle. (It has been 
the experience of the Internal Revenue Service that criminals frequently 
make such alterations of conventional guns in order that the resultant 
weapons may be more readily concealable.) 

2. Pistols or revolvers (other than those conventional types which are 
entitled to exemption), which have been altered to the extent the resultant 
weapons fail to meet the criteria prescribed by 26 Code of Federal Regula- 
tions 179.35 and 179.387. (Note: The National Rifle Association of America 
also played a contributing role in defining the terms “pistol” and “revolver” 
in the regulation.) 

3. So-called tear gas guns, which are ostensibly intended to expel a gas 
or mist but which are designed to chamber and fire fixed ammunition suitable 
for use in pistols, revolvers, shotguns, or rifles. These weapons are readily 
concealable, ranging in length from approximately 6 to 12 inches, and 
resemble fountain pens, billies, etc. The Department of Justice has, on 
several occasions, expressed concern over weapons in this category, as most 
local ordinances do not cover them. 

4. Guns which are camouflaged or disguised to give the outward appear- 
ance of other than a weapon, such as so-called cane guns, belt-buckle pistols, 
glove pistols, palm protector pistols, weapons fashioned from cigarette 
lighters, burglar alarms, etc., and weapons and devices designed on the 
“booby trap” principle, each of which are of a size and design to permit a 
shot to be fired therefrom and capable of being concealed on the person. 

The National Rifle Association of America has taken exception to recent rulings 
of the Service that certain weapons are covered in the definitive term “any other 
weapon.” The weapons in question include the “hip holster shotgun” and the 
“Chicago Palm Protector,” and it may be that the association’s position that the 
definition of the term “any other weapon” should be repealed is grounded on its 
opposition to these rulings. 

With respect to our procedure pertaining to the classification of firearms coming 
within the purview of the National Firearms Act, particularly those contro- 
versial items in the “any other weapon” category, this Service has consistently 
entertained all relevant data and views presented, by invitation and voluntarily, 
by interested parties. In addition, the technical opinion of experts is obtained 
in each instance and the final decision reflects the consensus thereof. In con- 
nection with the “hip holster shotgun” ruling mentioned in the preceding para- 
graph, it was brought to our attention that a domestic manufacturer was con- 
verting conventional revolvers to fire shot cartridges on a commercial basis by 
a process requiring extensive alterations thereto. It became apparent that 
adequate administration of the law demanded that we determine an equitable 
line of demarcation for permissible conversions and the manufacturer and other 
interested parties were afforded the opportunity to express their views on the 
subject. There followed a series of practical comparative tests, as well as bal- 
listic tests conducted by a research laboratory and witnessed by representatives 
of the National Rifle Association of American and this Division. Evaluation of 
the data obtained established that the converted weapons performed as efficiently 
and effectively as shotguns of comparative specifications subject to regulatory 
control. In addition, a survey was conducted to determine the consensus of 
State and local law-enforcement agencies which indicated that the alteration of 
the conventional revolvers to fire shot cartridges should be prohibited. In view 
of the foregoing, and since the converted revolvers failed to meet the criteria 
prescribed by regulations for weapons entitled to exception, we concluded that 
it is consistent with the law and the best public interest to require manufacturers 
to comply with the regulatory provisions of the National Firearms Act in order 
to lawfully engage in the production of shot revolvers. 
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In view of the broad scope of the proposed amendments, which would exempt 
practically every weapon capable of being concealed on the person, and their 
probable effect on law enforcement generally, it is thought you may desire te 
obtain the observations of the Department of Justice on the subject. 

Mr. Dwight E. Avis, Director of the Alcohol and Tobacco Tax Division, Internal 
Revenue Service, is out of the city this week, wherefore it is not possible at this 
time to forward you a specific recommendation as to the position of the Service 
on the proposed legislation. However, it is believed that Mr. Avis will be glad 


to furnish his views on the subject in greater detail at the convenience ‘of the 
committee. 


Very truly yours, 
Harrop A. Serr, 
Acting Director. Alcohol and Tobacco Tax Division. 
Mr. Foranp. The committee now stands adjourned until 2 o’clock. 


(Whereupon, at 12: 55 p. m. the subcommittee recessed, to reconvene 
at 2 p. m, the same day.) 


AFTERNOON SESSION 


Mr. Foranpb. The subcommittee will come to order. 
The first witness this afternoon is Mr. A. L. Ebersole, executive 
secretary-treasurer of the National Bowling Council. 


STATEMENT OF A. L. EBERSOLE, EXECUTIVE SECRETARY-TREAS- 
URER, NATIONAL BOWLING COUNCIL, AND EXECUTIVE SECRE- 
TARY, NATIONAL DUCK PIN BOWLING CONGRESS 


Mr. Esersote. Mr. Chairman and members of the committee, my 
name is A. L. Ebersole. I am from Sa aaa D.C. Iam execu- 
tive secretary-treasurer of the National Bowling Council, and execu- 
tive secretary of the National Duck Pin Bowling Congress. 

The National Bowling Council is composed of representatives of 
all the various bowling groups: The American Bowling Congress, the 
Woman’s International Bowling Congress, the National Duck Pin 
Bowling Congress, the allied Candle Pin & Rubberband Duckpin 
Associations, the Bowling Proprietors Association of America, the 
Billiard & Bowling Institute of America, and the independent manu- 
facturers and dealers. On behalf of and for these, representing some 
16 million bowlers, and 10,000 bowling establishments, we respectfully 
urge your committee to give earnest consideration to the matter of 
the removal of all manufacturers excise taxes on bowling pins, bow]- 
ing balls, billiard and pool tables, and billiard and pool balls and cues, 
as well as the removal of the $20 per unit annual excise (or occu- 
pancy) tax on bowling alleys and billiard and pool tables. 

The Revenue Act of 1943 provided for a $10 per annum per unit 
increase over the then existing tax of $10 per unit in excise (or occu- 
pancy) taxes on bowling alleys and billiard and pool tables, such 
increase to end on June 30 next following the first day of the first 
month which began 6 months or more after the termination of hostil- 
ities in World War II. Although, technically, this provision of the 
act would have gone into effect by virtue of the declaration of the 
President of the United States, on December 31, 1946, “that hostilities 
had ended,” the Congress, on January 3, 1947, immediately reinstated 
without a termination date, all existing excise taxes. 

Such promised reduction back to the $10 per unit tax has not only 
not been kept, but such increase from the $10 rate to the $20 rate, 
which was unopposed by our people when they were told it would 
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continue only for a temporary period, so as to help the Government 
finance defense preparations for the Korean conflict, has continued 
as & permanent tax, and this in the face of substantial cutbacks of 
other excise taxes imposed at the same time and under the same 
conditions. 

We wish to point out that the aforementioned taxes are levied 
wholly on one of the foremost recreational activities of our citizens. 
Participation in recreation has become recognized as an important 
necessary adjunct in the daily lives of our people, both adult and 
youth, being particularly so recognized by the military, the industrial 
plants of the Nation, and our schools and colleges. 

The necessity of physical participation in recreation and sport is the 
basis of the President’s fitness of American youth program. 

Bowling is the country’s foremost participant recreation activity, 
providing valuable and necessary physical recreation for millions of 
Americans, an important factor in all military installations, an all- 
important part of the recreation program of some 20,000 industrial 
plants of the country, and advocated by the American Association for 
Health, Physical Education and Recreation as one of the finest forms 
of activity in the physical education programs of our schools because 
of its carry-over value into adult life, and all through the life span 
of years. 

We submit that these taxes bear most heavily on those of our citi- 
zens least able to pay. Certainly it can be stated without fear of 
contradiction that all manufacturers excise taxes, and occupancy taxes 
are passed on to the consumer—the public—for the simple reason that 
such taxes are a necessary production and operating cost. 

Bowling, and billiards and pool, are the poor man’s recreation. 
The income chart submitted in 1951 by the Secretary of the Treasury 
shows that 83 percent of the taxpayers of the country earn less than 
$5,000 per year. Certainly nothing has occurred in the interim to 
justify the assumption that this situation has materially changed. 
A few years ago the Department of Commerce issued a report showing 
that 77 percent of the wage earners of the country were in the less 
than $3,000 per year salary bracket. In relative value of today’s 
salary levels and cost of living we are certain the same percentage 
still holds. A very careful survey by the bowling organizations shows 
that 85 percent of all bowling participants come from the lower income 
brackets and, as such, are least able to pay these taxes, which they 
have been doing since 1941. 

Now 14 years after the imposition of the 10-percent manufactures 
excise tax on bowling pins, bowling balls, billiard and pool tables, and 
billiard and pool balls and cues; 14 years after the imposition of a $10 
per annum per alley bed and billiard and pool table excise (or oc- 
cupancy) tax; and 12 years after this tax was increased to $20 per unit 
per annum, and the manufacturers excise taxes were increased to 15 
percent, we respectfully submit the reasons for these have been worn 
out in that they were primarily enacted as wartime taxes; that the 
amount of revenue accruing therefrom is not comparable to the burden 
placed on that portion of the country’s citizenry to whom participation 
in recreation is virtually a physical necessity and to whom we must 
look for a strong America physically; and we therefore urge, in the 
interest of these millions of working men and women and the growing 
youth of our Nation, that all manufacturers excise taxes be removed 
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from bowling balls and pins, billiard and pool tables, and billiard and 
pool balls and cues, and that the $20 per annum per unit excise (or 
occupancy )tax be removed from bowling alleys and billiard and pool 
tables. 

Mr. Foranp. Thank you for your appearance, Mr. Ebersole. 

Mr. Epersote. Thank you, Mr. Chairman. 

Mr. Foranp. The next witness on the calendar is Mr. John J. Powers. 

Will you come forward, please ? 


STATEMENT OF JOHN J. POWERS, CHAIRMAN, McCABE-POWERS 


AUTO BODY CO., ST. LOUIS, MO., ACCOMPANIED BY HERBERT 
O’CONOR, ATTORNEY 


Mr. Foranp. Will you identify yourself, sir, and the gentleman 
who is with you? 

Mr. Powers. My name is John J. Powers. The gentlemen with me 
is Mr. Herbert O’Conor, our counsel. I am chairman of McCabe- 
Powers Auto Body Company of St. Louis, Mo., a concern engaged in 
the manufacture of special truck bodies and mechanical equipment. 
Our company has been in continuous operation since 1869. 

The purpose of my appearance is to ask the members of this com- 
mittee to review a detail of title Il of the Highway Revenue Act 
which was recently passed by both Houses. This act provides an 
end result of 10-percent Federal excise tax on motor trucks, truck 
bodies, highway type trailers and similar equipment. One-half of 
the tax or 5 percent is applied to general revenue, and the other 5 per- 
cent is omatied to the highway trust fund for financing the new 
Federal aid highway program. 

The need for this legislation is certainly very well known and equally 
well accepted. 

Nevertheless, we believe it imperative to bring to your attention 
inequities existing in the taxing of certain types of truck bodies and 
trailers now included in the terms of the act, but which do not come 
into the category of usage of the highways, as do the great bulk of 
trucks, bodies, and trailers now properly encompassed. 

To be somewhat specific, we refer to service-type vehicles which 
can be primarily identified as those used in the field of communica- 
tions, electric light and power, rural electric cooperatives, water 
and gas distribution systems. 

They are used not only by the operating companies supplying these 
services to the public, but also by many smaller companies and indi- 
viduals locally employed to perform these same services and related 
operations. 

In addition to this group, there are many small businesses in the 
“service trades” group using identically the same equipment in the 
maintenance of commercial and household establishments. 

Actually, the truck bodies employed on these vehicles are simply 
“truck-mounted tools”, many of which have mechanical equipment 
attached for working in the field, provisions for carrying an inventory 
of materials necessary in the field, kits of hand tools, and emergency 
repair supplies. Similarly, the trailers which are used in this field 
service work are mobile “tool cribs” or “stock bins.” These units 
are brought to the working area and serve as a “storage locker” for 
the tools and equipment necessary for fieldwork. 
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The annual truck mileage of these vehicleS is very low, and the 
amount of travel on our Federal highways is the lowest of any group 
of vehicles that can be identified. Their work is confined to rela- 
tively small areas each day, and the majority of their work is con- 
ducted in the urban areas along the rights-of-way provided for 
communication, power,.and other distribution services, and on the 
work sites or on the property of the individual job location. 

These service bodies, or “truck-mounted tools” and “service 
trailers”, are not used for the movement of revenue bearing cargo, 
nor are. they used for the delivery of commodities or supplies offered 
for sale by the owners or operators of the vehicles. 

We believe consideration should be given to the exemption of one- 
half or the 5 percent of the excise tax reverting to the highway trust 
fund on truck bodies and trailers used in this type of service work, as 
we feel such an increase in tax is inconsistent with the intent of the 
bill to place the financial responsibility of the highway system on 
those for whom the proposed system was originally planned. 

We feel the truck chassis on which these bodies are mounted should 
not be exempt from this portion of the tax, but should continue to 
be taxed in the same category with all other truck chassis. 

The service type of vehicle, as described herein, is unique in that 
its individual category does not follow the usage and the popular 
interpretation of trucks and trailers. We firmly batinive it would not 
be dificult to provide the language for an appropriate exemption from 
this portion of the tax on service bodies and trailers. 

For your information and aid in identifying these types of truck 
bodies. and trailers, we have attached enclosures describing the types 
of bodies to which we refer. We feel you will readily identify them 
as the types of trucks you have observed in service operations in your 
own community. 

The 5 percent Federal excise tax which goes to the general revenue 
fund seems fair and equitable, while the additional 5 percent for the 
highway trust fund seems most inequitable, when applied to these 
types of service bodies and trailers. 

The industry producing this type of equipment is not large, but is 
of a highly specialized nature. It consists of many small manufac- 
turing concerns, not concentrated in any particular part of the country. 
Primarily, the efforts of these manufacturers are devoted to the design 
and production of these specialized types of equipment, and their 
products are not generally regarded as being in the field of “trnck 
and frailer equipment” as such, but in the field of tools and equipment 
necessary for the installation, maintenance, and emergency servicing 
of the complicated facilities used by industry and the private indi- 
vidual, 

These “truck-mounted service bodies and tools,” or “stock cribs,” 
as they are sometimes referred to, do not require replacement as fre- 
quently as the cargo-carrying type of truck bodies and trailers with 
which all of us are so familiar in the everyday use of our streets and 
highways. 

This fact, coupled with the increased Federal excise tax, has devel- 
oped a marked tendeney on the part of the owners of these vehicles 
to rehabilitate present equipment or to reinstall present truck body 
equipment on new chassis when such old chassis are no longer eco- 
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nomically reusable, in order to avoid purchases of truck body and 
service trailer equipment subject to tax. 

In contrast to increased revenues,, this tendency obviously would 
reflect in decreased revenues to the Federal Government, as reuse of 
the rehabilitated truck body or service trailer would provide no fur- 
ther Federal excise tax. 

It is estimated the annual taxable sales of this type of equipment, 
by the manufacturers producing it, aggregate approximately $17,- 
500,000 to $20 million annually, producing $875,000 to $1 million in 
excise taxes to general revenue at the rate of 5 percent. 

In summarization, we ask your consideration of the following: 

1. Exemption of the 5 percent portion of the tax going to the high- 
way trust fund from truck bodies and trailers used in the field of 
“service work” previously described. 

Retention of entire amount of tax on truck chassis on which these 
bodies and equipment are installed, as the truck chassis is employed 
to convey the body, tools, and equipment to the work areas or job 
sites. 

2. Establish detailed definitions of the types of bodies and trailers 
which we believe should be so exempt. These definitions could be 
established by representatives of the manufacturers of the types of 
equipment referred to and presented to the Internal Revenue Service 
for approval and simplification of administration. There is prece- 
dent for our reasoning in the fact that certain types of truck-mounted 
power machinery and power tools are already exempt from the base 
of the truck tax while the full tax applies on the truck chasis on which 
this equipment is mounted. 

These definitions would preclude the possibility of providing ex- 
emption for a body aaneee on a cassis requiring, or a trailer requir- 
ing, ICC or State PSC permits issued to revenue cargo carrying 
vehicles. They would further preclude the possibility of discrimi- 
nation against smaller business concerns not generally using the more 
ae and expensive types of equipment Masrtat frequently in the 
field. 

3. Retain the use of the present well-established procedure of 
Federal excise tax exemption certificate for simplification of field 
audits conducted by Internal Revenue Service. 

Provisions for audits of excise tax returns of body and trailer manu- 
facturers are now in effect, and this would coincide with, but not add 
to, this procedure. 

While this proposal is being prosented individually, I can assure 
you I am speaking for the industry of the manufacturers of truck 
bodies in this field, representatives of which are located all over the 
country. I hasten to point out that there is no intention on our part 
to overbear this committee with an unnecessarily large group of 
manufacturers. 

Thank you for your patience in hearing our proposal. 

Mr. Foranp. Does that conclude your statement? 

Mr. Powers. Yes, Mr. Chairman. 

There is, available to the committee, in addition to the enclosures 
I have submitted with the proposal that I just recited, additional 
cone of any of this information if you should want it. 

r. Foranp. We have these attached copies for our information. 


They will not go into the record, of course, but the testimony will go 
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into the record. You may be sure that the committee will study the 
exhibits that you furnished us. 

Are there any questions / 

Mr. Karsten. Mr. Chairman, while I do not have any questions, I 
would like to observe for the record that the McCabe-Powers Auto 
Body Co. is in my district. It is one of the old established companies 
in St. Louis. I would like to commend Mr. Powers on his fine pres- 
entation on this subject. 

Mr. Powers. Thank you. 

Mr. Kreocu. While commendations are being handed out, I would 
like the record, Mr. Chairman, to note the attendance here of the 
former distinguished Senator from Maryland in the person of Herbert 
R. O’Conor, whom we are always glad to see. 

Mr. O’Conor. Thank you. 

(The following letters were submitted for the record :) 


Morrison Street Propucts, INc., 
Buffalo, N. Y., December 12, 1956. 
Hon» DANIEL A. REeEp, 
Representative in Congress, Committee on Ways and Means, 
House Office Building, Washington, D. C. 


My Dear CONGRESSMAN: On December 5, Mr. John J. Powers, of the McCabe- 
Powers Auto Body Co., of St. Louis, Mo., presented for consideration to the 
Forand Subcommittee on Excise Taxes, an amendment concerning the Federal 
excise tax on “service-utility” type truck bodies and trailers. 

The proposal asks only for exemption of one-half of the present Federal excise 
tax on this equipment, or the 5 percent of the tax that reverts to the highway 
trust fund. It asks further that the present 10-percent ax on the truck chassis 
on which such body equipment is installed be retained. 

The types of service bodies and trailers referred to are neither designed nor 
purchased for carrying revenue-producing cargo. They can be used only for 
carrying tools, supplies and equipment for performing installation, repair and 
emergency service operations in the field. 

A copy of the testimony presented to the Forand subcommittee is attached, 
and contains details of the inequity we feel exists in the act as it is now 
written, 

Your attention to the testimony that has been presented will certainly be ap- 
preciated, as it is of the most considerable importance to us, and this rather 
small segment of the industry in which we participate. If it is possible, we 
should like to have this communication included in the record. 

Thanking you for your consideration, we remain, 

Yours very truly, 
MorRISON STEEL PrOpUcTs, INc., 
Sam Morrison, President. 


(Nore.—A letter identical to the above was also addressed to Hon. 
Eugene J. Keogh.) 


THe TRUCK ENGINEERING Co., 
Fort Wayne, Ind., December 10, 1956. 
Hon. AIME J. ForRANp, 
Chairman, Forand Subcommittee, Committee on Ways and Means, 
House Office Building, Washington, D. C. 


DEAR CONGRESSMAN: On December 5, Mr. John J. Powers, of the McCabe- 
Powers Auto Body Co., of St. Louis, Mo., presented for consideration to the 
Forand Subcommittee on Excise Taxes, an amendment concerning the Federal 
excise tax on “service-utility” type truck bodies and trailers. 

The proposal asks only for exemption of one-half of the present Federal 
excise tax on this equipment, or the 5 percent of the tax that reverts to the 
highway trust fund. It asks further that the present 10 percent tax on the truck 
chassis on which such body equipment is installed be retained. 

The types of service bodies and trailers referred to are neither designed 
nor purchased for carrying revenue producing cargo. They can be used only 
for carrying tools, supplies and equipment for performing installation, repair 
and-emergency service operations in the field. 
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A copy of the testimony presented to the Forand subcommittee is attached, 
and contains details of the inequity we feel exists in the act as it is now written. 

Your attention to the testimony that has been presented will certainly ‘be 
appreciated, as it is of the most considerable importance to us, and this rather 
small segment of the industry in which we participate. If it is possible, we 
should like to have this communication included in the record. 

Thanking you for your consideration, we remtain, 

C. A. CROTEAU. 


MIAMI, F1ia., December 10, 1956. 
Hon. A. S. HERLONG, Jr., 
Committee on Ways and Means, 
House Office Building, Washington, D. C. 

My DEAR ConGRESSMAN: On December 5, Mr. John J. Powers, of the McCabe- 
Powers Auto Body Co., of St. Louis, Mo., presented for consideration to the 
Forand Subcommittee on Excise Taxes, an amendment concerning the Federal 
excise tax on “service-utility” type truck bodies and trailers. 

The proposal asks only for exemption of one-half of the present Federal excise 
tax on this equipment, or the 5 percent of the tax that reverts to the highway 
trust fund. It asks further that the present 10 percent tax on the truck chassis 
on which such body equipment is installed be retained. 

The types of service bodies and trailers referred to are neither designed nor 
purchased for carrying revenue-producing cargo. They can be used only for 
carrying tools, supplies, and equipment for performing installation, repair, and 
emergency service operations in the field. 

A copy of the testimony presented to the Forand subcommittee is attached, 
and contains details of the inequity we feel exists in the act as it is now written. 

Your attention to the testimony that has been presented will certainly be 
appreciated, as it is of the most considerable importance to us, and this rather 
small segment of the industry in which we participate. If it is possible, we 
should like to have this communication included in the record. 

Thanking you for your consideration, we remain. 

Yours very truly, 
Tom Woop Truck EQUIPMENT Co., INC., 
Tom Woop, President. 


Mr. Foranp. The next witness is Mr. Caughey B. Culpepper. 

Come forward, sir, and give your name, address, and the capacity 
in which you appear for the purpose of the record. Please identify 
the gentleman a is with you. 


STATEMENT OF CAUGHEY B. CULPEPPER, SECRETARY AND GEN- 
ERAL MANAGER, ATLANTA FREIGHT BUREAU AND CHAIRMAN 
OF THE LEGISLATION COMMITTEE OF THE SOUTHERN TRAFFIC 
LEAGUE, ACCOMPANIED BY JOHN R. COOPER, CHAIRMAN, EXECU- 
TIVE COMMITTEE, ATLANTA FREIGHT BUREAU ae 


Mr. Cunpeprer. My name is Caughey B. Culpepper. I am secre- 
tary and general manager of the Atlatna Freight Bureau, and chair- 
man of the legislation committee of the Southern Traffic League. 
I am also president of the National Conference of Nonprofit Shipping 
Associations, Inc. 

The gentleman on my right is Mr. John R. Cooper, chairman of 
the executive committee of the Atlanta Freight Bureau. 

The Atlanta Freight Bureau is a nonprofit, cooperative traffic and 
transportation consulting organization chartered in 1902, which has 
been serving in an advisory capacity to the shipping and receiving 
public since its organization. It operates on a membership basis and 
now has 588 members, located primarily in the Southeast, but quite a 
number of whom are scattered all over the eastern portion of, the 
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United States. We are also the official trafiic representative of the 
city of Atlanta, Fulton County, Ga., and the Georgia State Highwav 
Department. ; 

The Southern Traffic League is an incorporated, cooperative group 
of the principal manufacturing and distributing companies located 
in the Southeast together with associations and groups of such con- 
cerns. This organization has a membership of 146. Vi 

The National Conference of Nonprofit Shipping Associations 1s a 
recently organized conference of nonprofit shipping groups, incor- 
porated under the laws of the State of Delaware, the main purpose 
of which is to protect and further the interests of bona fide nonprofit 
associations engaged in the consolidation and forwarding of less car- 
load and less truckload shipments of freight out of the principal man- 
ufacturing points to the main distributing centers in the United States. 

Inasmuch as the interests of the three organizations mentioned are 
identical insofar as the question here under consideration is concerned, 
my remarks should be considered as the views of the three groups men- 
tioned ; and the subcommittee is advised that I have authority to speak 
for all three organizations, although it is to be understood that any 
individual member of either of these organizations may entertain 
views partially or totally divergent from those expressed by me, in 
which case they naturally have the right to so advise this committee. 

There are many special and excise taxes that appear to be unfair 
and unwise. A number of them were inaugurated as nuisance taxes, 
while others were conceived as luxury taxes. The nuisance element 
has long since disappeared in a number of cases and some of the so- 


called luxuries have developed into present-day necessities. We could 
spend quite a while in this field. 

Will you let me illustrate this point by reference to the tax on play- 
ing cards? I am the son of a Methodist preacher and teach a Sunday 
school class in the Methodist Church now. I do not play poker, but 
I do play bridge. 

When I was a boy, it was thought among most church people that 


playing cards were an instrument of the devil and I suppose that it 
is the reason that Congress landed upon the ‘pastebeardet to hang a 
10-cent-per-pack tax. However, even when I was taught that it was 
wrong to play cards, it seemed totally unfair to me to penalize “spot” 
playing cards with a tax when other card games such as Rook, Flinch, 
Old Maid, et cetera, were not taxed. It still seems unfair to me: and 
I would think that a sense of justice would have long since removed 
this patently nuisance tax. 

However, I shall speak only to the so-called transportation taxes, 
for example, the 3 percent levy on freight transportation, the 10 per- 
cent levy on passenger travel, and the 414 percent levy on pipeline 
transportation. As previously pointed out, these taxes are listed in 
the Internal Revenue Code, 1954, sections 4261-4264, 4271-4273. and 
4281-4283. 

It is admitted by all who are familiar with the facts that the 
main purpose of these taxes when they were adopted was to dis- 
courage, during the hectic days of World War II, unnecessary travel 
and transportation of freight. Of course, there was the secondary 
idea in mind of raising temporary revenue, much needed in the war 
period. However, the amount of money raised by these three taxes 
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alone has been as great a surprise to the Treasury Department and the 
Nation generally as was the Democratic victory of President Tru- 
man in 1952. For instance, nobody would have dreamed that in 
1956 the Federal Government would collect nearly $702 million in 
taxes on for-hire transportation. 

Mr. Foranp. I do not think you mean in 1952. 

Mr. Cutreprer. I may have my years mixed up, but I remember 
the surprise was quite definite. 

Mr. Foranp. 1948. 

Mr. Cureprer. I beg your pardon. I stand corrected, yes, sir. 
Of course, that could be a typographical error if it wasn’t ‘for so 
patently 4 years apart. But anyhow, you remember the surprise, 
I am sure. 

However, that is what was collected in the following ratio: 


Passesnger traffic $215, 000, 000 
weeteie: Srafhe io. USGS es eS bie ee Se ce ; 450, 000, 000 
Pipeline traflic 36, 000, 000 

Bear in mind, also, that this staggering sum was realized in 1956, 
even though in 1954 the Congress ‘most generously reduced the pas- 
senger tax from 15 percent to 10 percent. 

This committee is not a court of law or a quasi-judicial body such 
as the Interstate Commerce Commission. We are, therefore, not re- 
stricted to a presentation of statistical data, subject. to cross-examina- 
tion. You gentlemen are the men that make the laws. You or your 
predecessors or your colleagues passed the tax laws here under dis- 
cussion. 

Therefore, the only approach that I know, which I sincerely hope 
is the proper one, is to try to convince you that there are sound rea- 
sons that these levies should be repealed. Not reduced—but repealed 
in toto. 

With this in mind, I would like to point out two very obvious items 
that should be proof conclusive that, based upon the original ad- 
mitted reasons for these taxes, they should now be written off. 

First, as has been pointed out to this committee in these hearings, 
there is now no possible reason for curtailing passenger travel or 
freight transportation. The airlines, the buses and the railroads are 
all carrying load factors far below their potential. You have even 
been furnished authoritative percentages that prove that all of these 
transportation agencies could carry more passengers and handle more 
freight. Thus, there is certainly no reason to discourage the move- 
ment of people or commodities. 

Second, the then-prevailing reason for temporary revenue has long 
since vanished. I know that only recently has the budget been bal- 
anced. However, our national governmental income has soared and 
soared ; and, while the $702 million collected in transportation taxes 
is substantial and crippling from the standpoint of transportation, 
itself, it is a small item compared to the national budget; and, if the 
income is needed, it could and should be obtained from a more logic al 
source and upon a fairer basis. 

Some of you gentlemen are on other committees that have had 
more direct dealings with transportation and the legislative problems 
affecting transportation. However, all of you are bound athe aware 
of the recent fantastic increases and proposed increases in transporta- 
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tion charges. The inordinate requests of the eastern railroads to 
double their first-class passenger fare and the almost annual pleas 
of all rail carriers to jump their freight rates by some percentage that 
apparently is periodically pulled from a hat have made the cost of 
transportation one of the largest single expense items in production, 
distribution and consumption. The national economy can stand 
only just so much. 

It may well be asked what is the true relation of taxes to transporta- 
tion charges, or how would the repeal of these taxes prevent rail 
rate increases. The answer should certainly be obvious. Suppose the 
Interstate Commerce Commission should grant to the railroads all or 
a portion of the presently proposed increase in freight rates. If these 
taxes could be removed, the immediate effect upon the transportation 
bill would be reduced by the amount which this 3 percent pro- 
duces. In other words, should the Commission grant a 3-percent 
emergency increase in freight rate charges and these taxes could be 
repealed, the shipping public would only be saddled with a net of 
+ percent. 

I would like to digress here to admit that the question has been 
raised as to whether or not the common carriers would let the public 
keep the 3 percent on freight or 10 percent on passengers. It has 
actually been suggested that should the taxes be repealed the railroads 
and the trucks would immediately seek to obtain for their own use 
by rate increase the money which the public would hope to get. In 
response to this idea, I can only say that the shipping public could 
a and pray. 

here is one broader and more compellng thought that I would 
like to leave with you. It involves integrity. honesty and the keeping 
of a man’s word—either precise or implied. 

I am convinced that the men who make up the Congress of the 
United States are far above the average in intelligence, education, 
integrity, and statesmanship. For this reason, I submit to you the 
thought that the public has a right to expect the Government and its 
lawmakers to keep a promise. A promise can be implied as well as 
made in so many words. If I come to you and borrow $25 until “I 
get a job with Sears, Roebuck & Co.” next week and fail to get the 
job with Sears, Roebuck & Co. but get a job with F. W. Woolworth 
Co., I still owe you the $25. 

These taxes were levied as a deterrent to travel and transportation. 
Some of you or your colleagues voted for the bill or bills believing 
that wasso. Your constituents either asked you to vote for it or per- 
mitted you to vote for it without criticism because they believed that 
when the emergency was over the tax would be removed. 

Gentlemen, one of my favorite quotations comes from an English 
statesman. I admit I do not recall whether it was Ramsey McDonald 
or David Lloyd-George, who said : 

Men of good intent and high purpose can always speak frankly one with 
another. 

My personal intent is good and my personal purpose is high. Beyond 
that, the three organizations for which I speak have an enviable repu- 
tation as being dependable and worthy of confidence. We also believe 
each and every one of you to be men of good intent and high purpose. 
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I, therefore, have no hesitancy in stating to you that I think the 
honor and integrity of the Congress of the United States demands 
that these taxes be repealed in accordance with the implied promise 
connected with their passage as a war measure years ago. 

,, Thank you for your attention, your courtesy, and the privilege of 
speaking to you. — 

Mr. Weare. Thank you very much for your contribution. 

Are there any questions? 

Mr. Kroeu. Mr, Chairman? 

Mr. Foranp. Mr. Keogh. 

Mr. Krocu. Mr. Culpepper, on page 4 of your prepared presenta- 
tion, in the last full paragraph on that page, you finish by saying 
“and if the income is needed, it could and should be obtained from a 
more logical source and upon a fairer basis.” I ask you if you have 
given any consideration to what that source or basis might be. 

Mr. Cuurerrer. Yes, sir; Ihave. Of course, I am not a tax expert. 
In fact, I am not a tax expert of any kind. But I think that on 
some of the actual luxury taxes, I have no objection to them, if the 
Government needs money, raising money from taxing luxuries, and 
I think the luxury taxes could probably be raised to take care of it. I 
think when a person has plenty of money to buy luxuries, that they 
should be willing to. bear the expense of enjoying them. But this, 
Mr. Congressman, is not a luxury. It is a necessity. You can’t ship 
anything, you can’t get anywhere, you can’t do anything, you can’t do 
business, without moving commodities and people. This is a necessity. 
It certainly oughtn’t to be penalized. 

I think the luxury taxes could provide the same amount of money, 
if you will just let me express it that way. 

Mr. Keocu. Thank you. 

Mr.. Hertone. May I ask a question in that connection, Mr. Chair- 
man ? 

Mr. Foranp. Mr. Herlong. 

Mr. Herione. Some of these luxury taxes you are talking about 
employ quite a few people and some of these industries are distressed 
in their own operation. A man who has a job in some industry that 
provides or produces a so-called luxury, his paycheck is just as im- 
portant to him on Saturday night as the man who works for a steam- 
ship company, a railroad, or something like that. 

Mr. Cureprer. I understand that, Mr. Congressman. But this is 
a theory and belief of mine, and I think it is coming to be more and 
more of a belief, that you can’t expect the Government to take care of 
people indefinitely just because they happen to live. They have to 
provide for themselves. There are a lot of businesses that expect the 
Government to take care of them. If I wanted to go down there and 
open up a sporting goods store and there were plenty of sporting 
goods stores in Atlanta, I have no right to expect the Government to 
guarantee that my sporting goods store is going to prosper or the 
people that are going to work for me are going to be able to be paid. 
Just because somebody works for some concern, they have no right to 
expect the Government to guarantee them a living. 

Mr. Hertons. Where are you going to draw the line, Mr. Culpepper, 
between where the Government is going to take care of people and 
where it is not going to take care of them? Please understand, I am 
on your side, I am for repealing the tax, but we have to get the best 
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arguments that we can. We want to get arguments that do not have 
holes in them. 

Mr..CuLrerrer. I understand. Of course, there is always going to 
be a question as to whether or not an item isa luxury ornot. I under- 
stand.that. But there are certain things that are luxuries. I mean, 
nobody,can doubt it. I do not mean that you have to put the whole 
tax-burden on cosmetics. I don’t mean that. Of course, women think 
cosmetics,are necessities. You can’t put the whole tax burden there. 
But they can be made to pay their share, and not penalize something 
that has to be done. This has got to be done. 

Mr. Hertone. We just had an appeal this morning from the to- 
bacco farmers saying that the tax on tobacco was too high, and they 
are in a terrifically distressed industry. When you get down to the 
point of where you draw the line, then you really get into trouble. 

Mr. Cuuprprer. I would not for a minute try to belittle the testi- 
mony of my fellow witnesses, you understand. But I smoke, and I 
enjoy.good cigars. But I want to tell you right now, my cigars are a 
luxury. I could certainly do without them. 

Mr. Hertona. Thank you very much. 

Mr. Mason. Mr. Chairman ? 

Mr. Foranp. Mr. Mason. 

Mr. Mason. You know, this luxury business is quite a complicated 
business. An automobile, 30 and 40 years ago, was a luxury. 

Mr. Cutperrer. That is right. 

Mr. Mason. No one needed to have one, but some people wanted to 
have one and could afford it. But the automobile today is a necessity, 
without any question. People have to have it to go to work 20 or 30 
miles away from their home in the suburbs. So what were luxuries 30 
or 40 years ago have now become, a great many of them, necessities, 
but we still tax them, even if they are necessities. 

Mr. Cutrerrer. And I think that is wrong, sir. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Cutpeprer. I would like to add this, that in this transportation 
business, what you are doing is piling tax upon tax. You tax the stuff 
to the first factory and then you tax the semifinished product to the 
next factory, and you just pile tax on tax. 

Mr. Mason. If I had my way, there never would have been a tax 
upon transportation. 

Mr. Cuurerrer. If you let me express one final opinion about taxes, 
I think a sales tax with the necessities of living exempted, such as 
food and drugs, is the fairest tax in the world, and if you could ever 
find some way to make a sales tax applicable to raise all the tax money 
in this country, it would be the fairest and soundest and sanest system 
of taxation. 

Mr. Foranp. This is America. You have a right to your own ideas 
and your own opinions. But that is one point where I would disagree 
with you. 

May I call your attention, Mr. Culpepper, to something that has 
just been brought to my attention. On page 2 of your paper, in the 
last paragraph, you say something about “the reason that Congress 
landed upon the pasteboards to hang a 10 cents per pack tax.” That 
should be 13 cents. 

Mr, Curprpper. I remember going into a store in Atlanta one 
time and buying a pack of cards from the 10-cent store and paid 17 
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cents, and they ‘old me—that it is right, it was 13. They told me 
that the store got 4 cents from that pack of playing cards. 

Mr. Foranp. Do you want your testimony corrected in that regard? 

Mr. Cu.rerrer. Yes,I do. I appreciate that very much. 

Mr. Her.one. There is one thing that the gentleman has brought 
out in his testimony, Mr. Chairman, that has not been brought out 
before, and that is the impact of this application for a rate increase 
by the railroads, and whether the shipper is going to get any benefit 
from it. 

I, Mr. Culpepper, like you, hope that the shipper will get benefit 
from it, but we cannot guarantee that they will, of course. 

Mr. CuLrerrer. No, we cannot. 

Mr. Foranp. We thank you. 

Mr. Cutreprer. Thank you very much. You have been most kind 
and I do appreciate it. 

Mr. Foranv. The next witness is Mr. Henry W. Brandt. 

Come forward, please, sir, and identify yourself for the record and 
the capacity in which you appear. 


STATEMENT OF HENRY W. BRANDT, MANAGER, CHAMBER OF 
COMMERCE OF KANKAKEE, ILL. 


Mr. Branptr. My name is Henry W. Brandt. I am manager of the 
Chamber of Commerce of Kankakee, Il. I have a short statement I 
would like to read to you at this time. 

Mr. Foranp. You may proceed. 

Mr. Branpt. Mr. Chairman, and members of this committee, this 
past week, through direct correspondence from the attached list of 
members of the Chamber of Commerce of Kankakee, Il., your com- 
mittee has become acquainted with their objections to the continua- 
tion of the 3 percent excise transportation tax. 

I am here to speak in their behalf, and wish to express deep appre- 
ciation for the opportunity to appear before this committee. 

Many members of our chamber of commerce, which now has a total 
membership of 1681, are small-business men located throughout Kan- 
kakee County in Illinois and offer employment opportunities to several 
thousand of our local citizens. Along with the members who have 
written you, I have received protests by phone from coal, grain, and 
lumber dealers who have limited stenographic help and who depend 
upon my office to represent them here today. They have stressed the 
unfairness of this 3 percent transportation tax, which originally was 
a wartime measure. This tax has placed them at a great disadvantage 
when they compete with larger organizations who provide their own 
transportation and thus avoid this tax. 

We feel that this tax, as it is now applied, actually becomes a pyra- 
mid of taxation when it is assessed against the transportation costs 
of all raw materials, all energy purchased and then again on the 
finished product. This tax becomes disastrous from a competitive 
standpoint because small manufacturers cannot afford duplicate plant 
facilities in the various marketing areas for their products. 

With the added increased cost of both railroad and truck trans- 
portation this tax has become a serious concern to all of us interested 
in maintaining a cost of living bearable by the great number of 
employed citizens. 
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The 104 industries in our county, averaging 89 employees, are for 
the most part small in size and every bit of added fixed cost makes 
it more and more impossible to compete with their larger competitors. 

The economy of our great country should provide a place in the 
sun for these many small and important business concerns in Kan- 
kakee County. They, like those in other typical American towns, are 
giving employment to our local citizens and providing them a means 
of income so they will not become a burden on our Government. 

In my opinion removal of this tax at this time will give the indus- 
tries and employees in all small communities somethhing that will 
make them’ realize that ‘they, too, are recognized as an important 
segment in the progress and welfare of this dynamic country. 

In conclusion, I wish to thank you for the opportunity to appear 
before you and to request your favorable consideration to the testi- 
mony now placed before you. 

Mr. Foranp. Do you want this appendix made a part of your 
record ? 

Mr. Branpr. I believe so, sir, ves. 

Mr. Foranp. Without objection, that will be done. 

(Information referred to follows :) 


List OF MEMBERS OF THE CHAMBER OF COMMERCE, KANKAKEE, ILL., WHO HAVE 
SenT PROTESTS TO THE Excise Tax SUBCOMMITTEE OF THE House WAYS AND 
Means CoMMITTEE REGARDING THEIR OBJECTIONS ON THE 3 PERCENT EXcISsr 
TRANSPORTATION Tax 


Amberg File & Index Co., 1625 Duane, Kankakee 
American-Marietta Co., 901 North Greenwood Avenue, Kankakee 
Azzarelli Material Co., Route No. 17 West, Kankakee 
Thomas Baird & Sons, 245 North Dearborn Avenue, Kankakee 
Bear Brand Hosiery Co., 401 South West Avenue, Kankakee 
Borden’s Soy Processing Co., Box 508, Kankakee 

sreckenridge Grain Co., 187 South Schuyler Avenue, Kankakee 
Commercial Uniform Factory, 803 South 4th Avenue, Kankakee 
Florence Stove Co., 2207 West Station Street, Kankakee 

Gould National Batteries, Inc., West Station Street, Kankakee 
Kankakee Daily Journal, 180 South Dearborn Avenue, Kankakee 
Kankakee Wood Products; Route No. 1, South, Kankakee 
Kroehlier Mfg. Co., Bradley 

Lehizgh*Stone Co., 189 East Court Street, Kankakee 

L& § Bait Co., 148 South Vasseur Avenue, Bradley 

Manco Mfg. Co., Bradley 

J. W. Mortell Co., 550 North Hobbie Avenue, Kankakee 

Payne & Stotler Grain Co., 187 South Schuyler Avenue, Kankakee 
Simoniz Co., Box 301, Kankakee 
Triangle Construction Co., 480 North Evergreen Avenue, Kankakee 


Mr. Foranp. Mr. Mason? 

Mr. Mason. Mr. Brandt comes from Kankakee, which is just out- 
side of my district, and in Leslie Arends’ district. Mr. Brandt im- 
posed upon us for about 3 minutes. I imposed upon the Kankakee 
Chamber of Commerce for nearly an hour 6 months or 8 months ago, 


giving them a tax speech, and they listened very, very courteously. 
That is all, Mr. Chairman. 


Mr. Branpr. Thank you. | 

Mr. Foranp. Ave there any other questions? 

Mr. Hertonc. I would lke to compliment the gentleman on a 
splendid statement. He has said a great deal in a few words. 
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I was advised by your able representative, Congressman Les Arends, 
that you would be here today, and I am happy to know that you have 
been able to say so much in such a short time. 

Mr. Branpr. Thank you. 

Mr. Foranp. Thank you very much for your contribution, sir. 

The next witness is Mr. Sigurd Tranmal, 

For the purpose of the record, will you identify yourself and the 
gentleman with you? 


STATEMENT OF SIGURD TRANMAL, REPRESENTATIVE OF THE TAX 
COMMITTEE OF THE RADIO-ELECTRONICS-TELEVISION MANU- 
FACTURERS’ ASSOCIATION, ACCOMPANIED BY WILLIAM L. 
REYNOLDS, ASSISTANT GENERAL COUNSEL, AND F. CLEVELAND 
HEDRICK, JR., SPECIAL COUNSEL 


Mr. TranmMaL. My name is Sigurd Tranmal. I am assistant to the 
vice president and controller of the rae division of 
the General Dynamics Corp. I am appearing here as a representa- 
tive of the tax committee of the Radio-Electronics-Television Manu- 
facturers’ Association, commonly referred to as RETMA, which con- 
sists of approximately 280 manufacturers of radio and television sets 
and other electronic products. 

I should like to identify for the record on my left Mr. William L. 
Reynolds, assistant general counsel of RETMA, and on my right Mr. 
F. Cleveland Hedrick, special counsel to the tax committee. 

We appreciate the opportunity to appear before you once again to 
discuss excise-tax rates and call your attention to some of the prob- 
lems of our industry arising from the manufacturers’ excise tax on 
radio and television sets imposed under section 4141 of the Internal 
Revenue Code of 1954. 

Our position with respect to the manufacturer’s excise tax may be 
summarized as follows: 

1. The manufacturers’ excise tax imposed on products of the radio- 
television industry should be equalized with that on most other articles 
for the home by reducing the rate from 10 to 5 percent. This would 
be consistent with the tax relief Congress gave other household prod- 
ucts in 1954. The tax should be eliminated from all-channel television 
sets and thus provide the most. effective action Congress could take 
to insure nationwide competitive television. At the same time, we 
oppose extension of the tax to articles not presently taxed, namely, 
record players, and wire and tape recorders. We also believe Con- 
gress should continue its historic policy of not taxing new products 
before they become established which applied to our industry would 
mean complete removal of the tax from color television. See attach- 
ment A. 

2. There must be increased publication of manufacturers excise-tax 
rulings and establishment of an appellate procedure for excise-tax 
determinations. 

3. We believe H. R. 12298 makes a substantial contribution to the 
alleviation of some excise-tax problems but have several specific sug- 
gestions as to how it should be changed. 
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POINT I. EXCISE-TAX RATES ON RADIO TELEVISION PRODUCTS 


(A) Reduction of tax rate on all products 


Radio products have been subject to a 10-percent excise tax since 
1941 and television has been taxed at the 10-percent rate since Novem- 
ber 1, 1950. For many years, other household products were taxed 
at the same rate, but in 1954 Congress passed the Excise Tax Reduc- 
tion Act and cut the excise taxes for a great number of them by 50 
percent. It, however, gave no tax relief to the radio-television indus- 
try. By that cut Congress reduced the tax from 10 percent to 5 per- 
cent on more than 25 household articles such as clothes driers, dish- 
washers, electric blankets, garbage-disposal units, refrigerators, and 
many other such products, but left the rate at 10 percent on radio- 
television products, 

We believe that products such as radios, television sets, and phono- 
graphs which furnish so much family entertainment, information, 
and education in the home are as deserving of tax relief as the products 
that received it in 1954. 

The great potential for education by means of radio and television 
is just beginning to be realized. Today there are more than 20 
educational television stations on the air and another 20 have con- 
struction permits. In addition, commercial radio and _ television 
stations carry many educational programs each day. Television is 
the “poor man’s window on the world.” It is the least expensive form 
of entertainment and education for his family. Families of moderate 
means rely on television and radio because they do not have money 
for other more expensive forms of entertainment. One of the best 
ways to benefit families of lower income is to reduce the 10 percent 
tax on radio, television sets, and phonographs. It would help those 
thousands of families buy the set they want. People in the low- 
income groups are more dependent than well-to-do individuals on 
radio, television, and phonographs for entertainment, information, 
and education. 

The present 10-percent excise-tax rate penalizes radios, television 
sets and phonographs in competition with other home products. 
Congress can remedy this unfair situation by reducing the excise tax 
on our products from 10.to 5 percent. Then radios, television sets, 
and phonographs with 44 percent of the factory sales of taxed home 
products, will pay 44 percent of the excise tax on those products, not 
the present unfair 60 percent. 

As a further comment on the subject of excise-tax rates on our 
products, we not only believe that the rate should be reduced on all 
products now taxed, but that it should not be extended to radio- 
television products not previously taxed. The subcommittee report 
justified this extension on the grounds that it would end competitive 
discriminations. Our experience with the excise-tax laws leads us 
to the opposite conclusion. What imposition of this tax would really 
mean is that the radio-television industry would pay additional excise 
taxes and that the discrimination against the industry in favor of 
other household products would be increased. 

Much the same can be said with respect to the proposed tax on 
wire and tape recorders. The report said they compete with dic- 
tating machines which are taxed and, therefore, the recorders should 
be taxed:.; If.some recorders do compete with dictating machines, 





678 EXCISE TAXES 


there is no need for new legislation. A recorder which is capable of 
performing as a dictating machine can be taxed under existing section 
4191 of the Internal Revenue Code. 

The report also said that wire and tape recorders are in direct com- 
petition with phonographs. If they are, it is because of their sound- 
reproducing ability, nottheir recording qualities; therefore, tltose 
that can record only should not be taxed. 


(B) Elimination of tax from all-channel television sets 


This committee has received testimony from a variety of sources, 
including the chairman of the Senate Committee on Interstate and 
Foreign Commerce, outlining in graphic detail the television-alloca- 
tions problem now facing this country. The problem is real. Re- 
moval of the 10-percent manufacturers’ excise tax from all-channel 
sets so they would be on a par pricewise with VHF, very high 
frequency, receivers would, we believe, cause most manufacturers to 
shift to all-channel set production and give all purchasers of new 
sets access to UHF, ultrahigh frequency, programs. It would be a 
long step toward the preservation of competitive television. 

All communities must have a heavy saturation of all-channel tele- 
vision sets if the full potential of this form of communication is to be 
realized. But this will never occur as long as all-channel sets cost 
more than VHF sets. They do today because they operate on 82 
channels while VHF sets operate on only 12 channels. The price 
differential would be wiped out, however, if there were no excise tax 
on the all-channel sets. 

This proposal was made by RETMA on May 19, 1954, before the 
hearings being held at that time by a subcommittee of the Senate Inter- 


state and ate, Commerce Committee. It was endorsed imme- 


diately by then Chairman Hyde on behalf of the Federal Communica- 
tions Commission. Since that time, the proposal has been supported 
by many spokesmen in industry and Government. The subcommittee, 
we understand, requested the Senate Finance Committee, following 
the RETMA testimony of May 1954, to remove the excise tax from all- 
channel sets. Senator Johnson introduced a proposed amendment on 
the subject to be made part of the Internal Revenue Code of 1954. 
The Senate Interstate and Foreign. Commerce Committee approved it. 
The Senate Finance Committee concurred in principle, but, on advice 
of the Treasury, altered the tax proposal to a less desirable $7 credit on 
each all-channel receiver. The legislation, however, died in the ad- 
journment rush. Last March 16, RETMA again urged removal of 
the tax from all-channel sets before the Senate Interstate and Foreign 
Commerce Committee. 

No one contends that the removal of the excise tax would be x 
panacea for all the illsof UHF. Everyone must admit, however, that 
it would go a long way toward stopping the deadly downward drift of 
UHF which is occurring. It is unfortunate that Congress did not 
adopt our recommendation 21% years ago. If it had done so, it is our 
supposition that virtually the entire manufacture of television receiv- 
ing sets would have been shifted promptly to all-channel sets. In 
round numbers that would have meant the entire 214 years’ sales of 
20 million sets would have been capable of receiving UHF. Instead, 
only 3.2 million all-channel sets have been sold during the period. 
The impetus that an additional 17 million UHF sets in the hands of the 
public would give to UHF broadcasting today is incalculable. 
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While it is unfortunate that much time has been lost, it is still not 
too late and we renew our recommendation as being the only realistic 
method of inducing consumers to buy all-channe! receivers and thereby 
preserve competitive television. 


POINT II. GENERAL TECHNICAL AND ADMINISTRATIVE PROBLEMS 


There are still two major problems in the administration of manu 
facturers’ excise taxes. We have discussed them often in the past in 
testimony before various congressional committees but they are still 
with us and we believe they are deserving of further attention. These 
problems are the need for published rulings and the need for some 
form of appellate procedure for the review of excise-tax rulings and 
proposed assessments in a manner similar to review of income tax 
deficiencies by the United States Tax Court. 


Regulations and rulings 


In our last testimony last year we called attention to the great need 
for revision of the regulations and the increased publication of rul- 
ings. Although nothing has been done about regulations there has 
been an effort on the part of the Internal Revenue Service to publish 
more rulings. We want to congratulate your subcommittee for bring- 
ing about this favorable development. 

However, much more can be done in the area of publication of rul- 
ings and we urge your subcommittee to request the Service to either 
publish or make available for public inspection the substance of all 
significant rulings. 


Appeal Board 


When I testified before this subcommittee on October 12, 1955, I 
stressed the need for an appellate procedure to review excise-tax rul- 
ings and assessments prior to payment of the tax. There is such a 
procedure for income tax but not excise taxes. At present, if a tax- 
payer disagrees with an excise-tax ruling, he can obtain review only by 
first paying the tax. After payment he can file a claim for refund 
and after 6 months or prior disallowance, he can file suit for the tax in 
district court or the Court of Claims. Having paid a tax which he 
claims was erroneously or illegally collected, he faces the additional 
task of proving that the burden of the tax imposed on him was borne 
by him. This proof of the burden requirement is so difficult to meet 
that it deters taxpayers from seeking court interpretations. Many 
small companies cannot afford to take advantage of this time consum- 
ing and expensive procedure. 

We realize the subcommittee acknowledged this problem in its re- 
port and recommended establishment of an Appeal Board within the 
Internal Revenue Service. The recommendation made no mention, 
however, of whether payment of tax should be a prerequisite for 
review. For reasons I have already given, we do not believe it should 
be. We also note that another year has passed and no appeal pro- 
cedure has been established. 

We also wish to underscore a collateral benefit from establishment 
of an Appeal Board. We assume that the findings of fact and deci- 
sions would be published and thereby disseminated to all taxpayers. 
This would inform taxpayers of their tax liabilities under the mannu- 
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facturers’ excise taxes as administered by the Internal Revenue Service 
and minimize the competitive discriminations that can be truly 
destructive, that is, differing tax liabilities on identical products. 


POINT Il. PROVISIONS OF H. R. 12298 


My comments on H. R. 12298 will be confined to those provisions 
which are of direct interest to manufacturers of radio-TV and related 
products. The provisions are sections 115, 116, 119, 121, 133, and 163. 

Section 115 would confine the tax on radio and television compo- 
nents to those that are suitable for use on or in connection with enter- 
tainment type sets. As noted earlier, it would also extend the tax to 
industry products that are not presently taxed. 

Section 115 makes a sound contribution to the Internal Revenue 
Code insofar as the intent is to abolish the present contradictory 
treatment given to components as contrasted to end equipment such as 
receiving sets. Public Law 367, 84th Congress, restricted the tax to 
articles of the entertainment type but has been inerpreted as not apply- 
ing to components. We, of course, support section 115’s intended 
clarification. 

The language of section 4141 as amended in H. R. 12298, however, 
leaves room for question whether tax is imposed on any radio and 
television component. By the last sentence of the section the taxable 
components are limited to those of the entertainment type. The en- 
tertainment characteristic of all the other articles so limied—receiving 
sets, phonographs, etc.—derives from the audible or visual stimuli 
produced thereby. The various radio and television components do 
not by themselves entertain or produce anything which entertains. 
While section 4142 as amended makes clear that the taxable compo- 
nents are only those suitable for the entertainment type end article, it 
may be argued that the definition section cannot impose a tax on 
articles which are no taxed by the imposition section. 

We agree with the obvious intent of the amendments for this pur- 
pose, but suggest that this uncertainty be solved by restating section 
4141. 

We recommend that record players, if they are to be taxed at all, 
be taxed as radio and television components enumerated in section 4142 
rather than taxed as end equipment in section 4141. Record players, 
as recognized by the Internal Revenue Service in Rev. Rul. 224, C. B. 
1953-2, 428, in and of themselves cannot reproduce sound and are 
therefore components which must be added to or altered before they 
can become sound reproducting units. They are often used in further 
manufacture and should have the benefit of section 4220 the same as 
any other radio and television component. In those instances where 
the record players are not sold for further manufacture, they would 
still be subject to the tax even though enumerated in section 4142, 
rather than section 4141. Taxing record players as components, which 
they are, rather than as end equipment, which they are not, would be 
consistent with the distinction between the two categories that Con- 
gress has maintained in the past. 

We have a further recommendation with respect to record players. 
We recommend that the language of H. R. 12298 be amended to make 
it unmistakably clear that the record players on which the tax would 
be imposed are those for the playing of phonograph records. This can 
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be done by naming them in section 4141 or in section 4142 as previously 
recommended as “phonograph record players.” 

The proposed tax on tape and wire recorders involves problems of 
interpretation. For example, would the tax apply to playback ma- 
chines even though they do not record? Ifthe intent is to tax machines 
which perform Salctioee similar to phonographs, we suggest that the 
emphasis should be on the playback function and that the taxable item 
should be enumerated as “tape and wire players and recorder-players.” 

Enactment of Public Law 367 made it necessary to determine 
whether certain small categories of articles were “articles of the enter- 
tainment type.” RETMA organized a group to deal with this precise 
problem and a comprehensive definition was devised and submitted to 
the Internal Revenue Service for consideration on November 22, 1955. 
We also have had two conferences with service officials on the a 
and wrote to the Commissioner on May 1, 1956, urging early action, but 
as yet no ruling or regulation has been issued. The proposed defini- 
tion and letter to the Commissioner are attached. We believe the tax- 
payers’ burden of compliance would be alleviated to some extent if an 
official definition of entertainment equipment were available for guid- 
ance. We again offer our aid in working out any problems the 
Service may have found in our proposed definition. 

Section 116—Constructive sale price for manufacturers’ excise taxes 

The RETMA testimony presented by me in 1955 supported the com- 
ments made by several witnesses in those hearings concerning the prob- 
lem of equalizing the excise tax base when manufacturers within an 
industry seli similar articles at different prices solely by reason of 
differences in distribution methods employed. In the radio-TV in- 
dustry, the normal pattern is for manufacturers to distribute their 
products to wholesale distributors who in turn sell to independent re- 
tailers for resale to the ultimate consumers. The wholesale distrib- 
utors may be independently owned, or they may be branches of a 
distributing subsidiary of the manufacturer, or they may be branches 
of the manufacturing corporation itself. In the last situation, of 
course, the internal sale is disregarded for tax purposes, and the tax 
now attaches to the price at which the branch sells the articles to 
retailers. Because the manufacturing corporation incurs higher dis- 
tribution costs in this situation, his prices to retailers are necessarily 
higher than those charged wholesale distributors. Consequently, his 
excise taxes are higher. 

The proposal of the subcommittee, as set forth in section 116 of 
H. R. 12298, would effectively equalize the tax base for manufacturers 
in our industry and represents a practical solution to a problem which 
has faced us for years. Although we recognize that it would not 
remove all of the inequities which arise from difference in distribu- 
tion patterns and corporate organizations, it would represent a major 
step in this direction through its removal of the tax differential on 
sales to wholesale distributors and sales to retailers and would be 
relatively easy to administer. Our association endorses this proposal 
and wishes to compliment your committee on its handling of this 


difficult problem. 


Section 119—Leases of trucks and truck trailers 
The Internal Revenue Code of 1954, section 4217, originally in- 
cluded a simple statement that the lease of an article is a taxable sale 
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of that article. Under this provision, manufacturers who lease their 
own taxable articles were discriminated against relative to businesses 
which purchased taxable articles and leased them. To illustrate, a 
rental payment usually covers many things other that cost of the tax- 
able articles, per se, such as the cost of installation, maintenance, risk 
of loss, damage, insurance and other incidents of ownership. Thus, 
rent payments soon accumulate into amounts which exceed the orig- 
inal cost of the equipment if sold for cash. Congress corrected the 
inequity for trailers and semitrailers in August 1955 by providing a 
ceiling or maximum excise tax which limited the tax base of leased 
equipment to its value if sold for cash. Now, section 119 of H. R. 
12298 would extend these same benefits to cover not only trailers but 
trucks also. We believe the section should be amended to cover all 
manufacturers. 

Section 121—Uniform system of exemptions, registration, ete. 

We are in favor of the uniform system of exemptions and registra- 
tions provided in section 121, but we object to the burden imposed 
by the proposed amendment to subparagraph (d) of section 4221 of 
the code. This burden requires the manufacturer to obtain facts 
regarding the export or further use of the articles previously sold by 
him and if he is not able to discharge the burden successfully within 
6 months, he loses the tax exemption. We recommend that the manu- 
facturer be permitted to rely on the registration number furnished 
him by the purchaser on his purchase document at the time of the 
sale. Then the burden of following up on the facts as to whether 
the article is actually exported or sold to an exempt agency is on the 
purchaser. This is where the burden belongs because it is the pur- 
chaser who has access to the facts. 


Section 163—Credits and refunds of certain taxes 


(a) Restrictions on refunds and credits.—We have noted that the 
subcommittee took no action on one recommendation which we con- 
sider a very important one and which several other witnesses com- 
mented on at the hearings last fall. This concerns the part of section 
6416 of the code which requires that a manufacturer, in order to ob- 
tain refund of an overpayment of tax, must prove to the satisfaction 
of Internal Revenue or the courts that he has not passed the tax on 
to the ultimate consumer. As you can well imagine, it is almost 
impossible to prove that the manufacturer’s selling price does not 
cover a particular element of his costs, even though he may be sell- 
ing an article at a substantial loss. The refund section of the code 
should give recognition to the fact that the manufacturer’s excise tax 
is not a collected tax, and that when a manufacturer overpays his 
exicse taxes it is he who has suffered in relation to his competitors. 
In a competitive economy such as ours, the consumer need pay no more 
than the competitive price for an article, irrespective of its assumed 
tax status by a particular manufacturer. Therefore, it is difficult to 
understand why the Government takes the position that a manufac- 
turer will unjustly benefit if a refund is made to him of a manufactur- 
ers’ excise tax which he has overpaid. Our association again urges 
that this unrealistic restriction on refunds be deleted from the code. 

(6) Credits for tax-paid articles used for further manufacture, and 
so forth.—Section 163 of H. R. 12298 continues the provision which is 
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now in the code that an overpayment of tax in connection with the 
direct sale of an article to another manufacturer for use in further 
manufacture is recoverable only by the purchasing manufacturer. 
Many purchasing manufacturers, particularly those manufacturing 
nontaxable articles who file no excise-tax returns, prefer to obtain 
credit for the tax from the selling manufacturer. In order to simplify 
the procedure of obtaining refunds in such situations, we recommend 
that section 163 be amended to provide that the refund be obtainable 
either by the selling manufacturer of the article as is the case with 
other overpayments of tax or by the purchasing manufacturer. It 
has been suggested that this optional treatment might create oppor- 
tunities for unscrupulous taxpayers to obtain double credit, but any 
taxpayer who attempted to obtain double credit would be guilty of 
fraud. We think the penalties for fraud are a sufficient deterrent. 


CONCLUSION 


We have commented on only those sections of H. R. 12298 which 
have direct application to our industry. If the changes we have 
suggested are incorporated in the bill, we believe the result will be 
most satisfactory to the radio-television industry. 

Thank you for this opportunity to appear before you. 

(The attachments referred to follow :) 


ATTACHMENT A 


REFERENCES TO PREVIOUS TESTIMONY ON THE SUBJECT OF EXEMPTION OF COLOR 
TELEVISION FROM EXCISE TAX 


1. Testimony of Glen McDaniel, president, RETMA, page 2314, hearings before 
the Ways and Means Committee, United States House of Representatives, 
83d Congress, on general revision of the Internal Revenue Code (topic 40), 
part IV, July and August 1953. 

2. Testimony of Glen McDaniel, president, RETMA, page 50, hearings before 
the Senate Finance Committee, United States Senate, 88d Congress, on Excise 
Tax Reduction Act of 1954, H. R. 8224, March 1954. 

3. Testimony of Glen McDaniel, president, RETMA, page 1185, hearings before 
the Senate Finance Committee, United States Senate, 83d Congress, on Internal 
Revenue Code of 1954, part III, April 1954. 

4. Testimony of Glen MeDaniel, president, RETMA, page 218, hearings before 
the Subcommittee on Communications of the Committee on Interstate and For- 
eign Commerce, United States Senate, 83d Congress on the status of UHF 
television and S. 3095, a bill to regulate multiple-ownership of television stations, 
May 1954. 


ATTACHMENT B 


RETMA RECOMMENDATION FOR DEFINITION OF ARTICLES OF THE ENTERTAINMENT 
TYPE UNDER SECTION 4141 OF THE INTERNAL REVENUE CODE AS AMENDED 


This definition was submitted informally to Internal Revenue Service officials 
on April 10, 1956. Those portions of the definition which differ from the sub- 
mission of November 22, 1955, are printed in italic. 

(A) “Radio receiving sets,” “Automobile receiving sets,” “television receiving 
sets,” and “automobile television receiving sets” are articles of the entertain- 
ment type when the circuitry is such that they are designed for reception of 
radio transmissions on the standard commercial amplitude modulation (AM) 
or frequency modulation (FM) broadcast frequencies or for reception of tele- 
vision transmissions on the standard commercial ultra high frequency (UHF) 
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or very high frequency (VHF) channels: Provided, however, That they shall 
be deemed not articles of the entertainment type when: 
(1) They contain all of the following items which are incorporated in 
the circuitry for a functional purpose: 

(a) A band change mechanism permitting reception on two or more 
shortwave bands; and 

(0) A variable beat frequency oscillator or other equipment designed 
to receive code transmissions on continuous wave (CW) operated by 
means of a front panel control; and 

(c) A fine tuning or band spread or vernier tuning mechanism that 
is calibrated with a subdividing logging scale; and 

(@) Provisions for earphones; or 

(2) They contain either of the following items which are incorporated 
in the circuitry for a functional purpose: 

(a) A meter incorporating a moving coil or armature indicating 
relative field strength of the signal received; or 

(b) A primary conversion oscillator the frequency of which is con- 
trolled by a quartz crystal oscillator; or 

(3) They are designed and manufactured primarily for sale to perform 
safety and/or special radio and/or television services falling within one 
or more of the following general classes: 

(a) Safety services, including, but not limited to, marine, aviation 
navigation, police, fire, forestry, conservation, State guard, highway, 
automobile emergency, special emergency. 

(b) Industrial and commercial services, including, but not limited 
to, power, petroleum, forest products, special industrial, low-power, 
industrial, relay press, motion picture, agriculture, radiolocation— 
land, commercial distribution systems. 

(c) Transportation services, including, but not limited to, marine 
aviation, navigation, railroad, motor carrier (formerly urban transit 
and intercity bus), taxicab, highway truck. 

(d@) Amateur, disaster, citizens, and research services, including, 
but not limited to, amateur radio, disaster communications, citizens 
radio, scientific, educational, or religious applications or uses. 

(e) Government services, including, but not limited to, Federal, 
State or municipal governments or political subdivisions thereof, for 
military defense, for civilian defense, for commercial or marine instal- 
lations. 

(B) “Phonographs” are articles of the entertainment type when: (1) They 
are designed primarily for sale to and use generally by the public (as distin- 
guished from commercial business enterprises) to reproduce sound from phono- 
graph records. 

(C0) “Combinations of receiving sets and phonographs” are of the entertain- 
ment type when they meet the terms of paragraph (@) and paragraph (6) above. 


ATTACHMENT C 


May 1, 1956. 


Subject: Interpretation of “articles of the entertainment type” contained in 
section 4141 of the Internal Revenue Code of 1954, as amended. 


COMMISSIONER OF REVENUE, 
Washington, D. C. 


Dear Sir: On behalf of the radio and television industry, I wish to call your 
attention to the urgent need for an Internal Revenue Service determination 
by standard definition or otherwise, as to the meaning of “articles of the enter- 
tainment type” contained in section 4141 of the Internal Revenue Code of 1954, 
as amended. This is a pressing problem both to industry and the Service. 
Proper administration of the manufacturers excise tax as applied to radio and 
television sets, phonographs, and combinations of receiving sets and phono- 
graphs requires that it be given early consideration. 

Public Law 367, approved August 11, 1955, provides that the excise tax 
authorized by section 4141 of the code applies only to radio, television, and 
phonograph sets of the entertainment type as distinguished from commercial- 
type equipments. The statute, however, does not define “entertainment” 
equipment. 
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It was clearly apparent, after enactment of Public Law 367, that industry 
and the Service would be benefited if some standard definition or guide could 
be established for determining what equipments are taxable under the above- 
designated section. This association, therefore, established a committee of tax 
specialists for the purpose of attempting to devise such a definition. Following 
a series of meetings of that committee, arrangements were made to meet with 
appropriate Internal Revenue Service officials on November 22, 1955, at which 
time a suggested definition was submitted for consideration. The RETMA 
committee, following the discussion with Service representatives, continued its 
efforts to perfect and improve the suggested definition. An ad hoe engineering 
group was formed to provide further information on the technical aspects of 
the problem and the resulting revised de‘inition was informally submitted to 
Internal Revenue Service officials on April 12, 1956. 

In view of the time, expense and effort contributed by industry to a solution 
of this problem, we believe that the Internal Revenue Service should act upon 
the suggestions which have been made at the earliest possible date. We will 
furnish such further technical and engineering assistance as you wish and any 
other aid that will be of use in solving this problem. 

We respectfully request that, prior to promuigation, industry representatives 
be given opportunity to study and then discuss with Internal Revenue Service 
officials any definition proposed by the Service. 

Respectfully submitted. 

James D. SecREST 
Executive Vice President. 


Mr. Foranp. We thank you for your contribution, sir. 
Mr. Hertone. You are asking for a decrease in rates on all sets 


from 10 to 5 percent, and taking the tax off of all-channel receivers, 
is that correct ? 


Mr. Tranmat. That is right, sir. 


Mr. Hertone. The reason we have been asked to take the tax off of 
all-channel receivers is to put them in a competitive position with the 
VHF sets. If we reduce the tax on VHF sets, would that not still 
leave the competitive advantage there for those sets as against the 
all-channel receivers without any tax? 

Mr. Tranmat. The discrimination would still be there, I would 
say. 

Mir. Hertone. If we took the tax off of all television, there would 
still be that competitive advantage and we would not have the problem 
solved as to how we are going to get people to transfer over to all- 
channel receivers. 

Mr. Tranmat. That is right. 

Mr. Hertone. And then do something for the UHF stations, That 
is what we are trying to work toward, 

Mr. Tranmat. I believe that is a correct statement, sir. 

Mr. Hertone. Taking the tax off is not going to solve that problem. 

Mr. Foranp. We thank you, gentlemen. 

(The following statement was submitted for the record :) 


STATEMENT BY B. P. VANDERWICKEN, VICE PRESIDENT FOR FINANCE AND TREASURER 
or Mororo“ca Inc., witH Respect To THE CoNnstTRUCTIVE SALE PRICE FOR 
MANUFACTURERS’ Excise TAXES 


The present law provides that the manufacturers’ excise tax is based on the 
price for which the article is sold. In our industry the normal method of 
distribution for radio and television sets is from the manufacturer to a whole- 
saler who in turn sells them to a retail dealer. If the manufacturer performs 
the functions of a wholesaler and sells direct to a retail dealer, the price is 
higher than on a sale from manufacturer to wholesaler, and the manufacturers’ 
excise tax is likewise higher. There is no logical reason for this different tax on 


the same article merely because it is distributed by the manufacturer in a 
different way. 
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Section 116 of H. R. 12298 (84th Cong. 2d sess.) effectively solves this problem 
by providing with appropriate safeguards that the tax may be computed on the 
highest price at which the article is sold by the manufacturer to wholesale 
distributors when the manufacturer sells the article to a retailer. We recognize 
that section 116 would not remove all the inequities which arise from differences 
in distribution patterns and corporate organizations. Nevertheless we think 
section 116 is a major step in solving these problems. It would be easy to 
administer, and it would benefit all manufacturers who sell both to wholesalers 
and retail dealers whether they be large or small manufacturers. We therefore 
urge your subcommittee to adopt section 116. 

Mr. Foranp. The next witness is Mr. Thomas Mulheron. 

Please come forward, and identify yourself for the purpose of the 
record. 


STATEMENT OF THOMAS C. MULHERON, PRESIDENT, BRIDGE HAND 
OF THE MONTH CLUB, INC., BAYSIDE, N. Y. 


Mr. Muuueron. Mr. Chairman, and members of the subcommittee, 
my name is Thomas C. Mulheron, president of the Bridge Hand of 
the Month Club of Bayside, N. Y. I would like your permission to. 
read a very brief statement as an addendum to the brief submitted. 

Mr. Foranp. You may proceed. 

Mr. Mutueron. Each of you should have in your possession a copy 
of our brief with a sample card attached. You will note that the top 
and bottom edges are perforated and slotted in such manner that only 
20 games or hands of bridge can be played with each deck. These 
games or hands are designated on the backs of the cards by A~—1 to 
A-0, providing 10 games, and at the other end of the cards by B-1 
to B-0, also providing 10 games. Through these perforations, the 
cards are rendered useless for other purposes. They are designed 
for instructional use only. For example, placing the stylus in the 
bottom row hold of a particular hand, permits 13 cards to drop out. 
Placing the stylus in the hole directly above permits 13 more cards to 
fall. Placing the stylus in the top hole permits dropping 13 more 
cards, the remaining 13 making the fourth hand. After the hand is 
bid and scored, the particular game is referred to in the accompanying 
booklet, written by Charles H. Goren, to determine what mistakes in 
bid, play or lead, if any, were made. 

Since we are manufacturing the game, instructional in its nature, 
since the cards cannot be used for other purposes, and particularly 
since the provisions of the law were written prior to our conception 
of the game, we ask that these provisions be changed so that we may 
be exempt from the tax. 

That is all, sir. 

Mr. Foranp. That concludes your statement ? 

Do you want your brief to appear in the record with your statement ? 

Mr. Mutueron. Yes, sir. 

Mr. Foranp. Without objection that will be done. 

(Statement referred to follows :) 


BRIEF IN RE PETITION Bripge HAND OF THE MONTH CLUsp, INC. 


Your petitioner, the Bridge Hand of the Month Club, Inc., respectfully prays 
for relief from the provisions of section 4451 of the Internal Revenue Code 
which provides for a tax on playing cards and reads as follows: “There shall 
be imposed a tax of 183 cents per pack upon every pack of playing cards con- 
taining not more than 54 cards, manufactured or imported and sold or assembled 
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for consumption or sale, by a manufacturer. This tax shall be in addition to 
any import duties imposed on such articles of foreign manufacture.” 

The Tax Department, while recognizing that there are distinctions between the 
product of the petitioner and the playing cards Congress had in mind when 
the above section was written into the laws of the land, has felt constrained to 
interpret the above-noted provision to apply to petitioner’s product, which are 
sets of instructional cards. 

Your petitioner, which is a small corporation, has found this to be a very 
definite commercial handicap since the imposed tax makes up 12% percent of 
the cost of the instructional cards. The handicap is all the more onerous to a 
small corporation such as your petitioner, since the tax must be paid before the 
goods are moved, and particularly sinee it should not be applied against appli- 
eant’s goods, which are not playing cards within the meaning of the term us 
normally understood. 

The Bridge Hand of the Month Club, Inc., your petitioner, is presently mannu- 
facturing sets of cards which are specifically designed as aids for the instruction 
of persons wishing to learn or improve their game of bridge. Since these cards 
necessarily relate to the well-known card game to be taught they bear some 
indicia on their faces that resemble the indicia to be found on normal playing 
ecards. As for example, the clubs, diamonds, hearts, and spades as well as 
identifying numbers and characters. 

These instructional cards, however, differ from normal playing cards in that 
they contain additional information which makes it both impossible and im- 
practical to use them as playing cards within the meaning of the term as com- 
monly understood. In addition to the markings found on playing cards these 
instructional cards are provided with perforations and serrated edges. These 
perforations and serrations are the means by which the cards may be separated 
from one another and grouped together in accordance with predetermined pat- 
terns. When once so separated, each pattern is used to instruct the pupil in 
either the rudiments or the finer points of the game of bridge. 

Besides marking the cards in a distinctive manner so that they would 
be valueless for use in a game of skill or chance, these perforations and serra- 
tions further make it impossible for the cards to be shuffled. Any attempt to 
shuffle the cards would necessarily lead to their rapid destruction since the per- 
forations and serrations of the edges of the cards would tend to catch each other 
and soon cause irreparable damage in the form of tears. 

These instructional cards differ in another respect from playing cards. Play- 
ing cards are printed on card stock which consists of two layers of paper with 
a black ink filler there between to prevent the value of cards from showing 
through to the other side. This is an essential feature of a playing card if it is 
to be used in a test of skill. The instructional cards, however, are manufactured 
from ordinary card stock which is translucent. These cards would not there- 
fore lend themselves to use as normal playing cards even if their perforated and 
serrated edges did not already disqualify them. 

It may be of further interest to note that although tournament bridge players 
of note regard these instructional cards as an intriguing teaching medium, they 
in no sense regard them as playing cards. 

In view of the above facts, which clearly show that the instructional cards 
are radically different from the well-known playing cards in appearance as well 
as from a functional viewpoint, and in view of the fact that the imposition of the 
tax would work a definite hardship on the Bridge Hand of the Month Club, Ince., 
which is a small struggling corporation, we respectively pray that relief be 
granted to the petitioner from the provisions of section 4451 of the Internal 
Revenue Code. 


Mr. Esernarter. May I ask if this activity was not in effect when 
the law was passed ? 

Mr. Mvutueron. No, sir; our conception of the game was in 1953. 
and the first sale of the cards was in January 1956. 

Mr. Esernarter. Then the Treasury Department, by ruling, ruled 
that the cards were subject to tax ? 

Mr. Mutueron. They ruled that we were subject to the tax because 
we were using indicia common to a deck of playing cards, the defini- 
tion of playing cards being defined as cards of values of spades, hearts. 
diamonds, and clubs, with denominations of ace, king, queen, jack, and 
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the value of the pips. Since we were using that indicia, we were 
subject to the tax. 

Mr. Esernarrer. It is typical of the Internal Revenue Service to 
grab every cent they can. 

Mr. Mutneron. I don’t blame them for that. 

Mr. Esernarrer. Thank you, sir. 

Mr. Mcuueron. Thank you. 

Mr. Foranp. If there are no further questions, we thank you. 

Mr. Mutueron. Thank you. 

Mr. Foranp. The next witness is Mr. Vernon Turner. 

Please come forward and identify yourself for the record. 


STATEMENT OF VERNON L. TURNER, ASSOCIATED WITH G. P. 
COCHRAN, TRAFFIC AND TRANSPORTATION CONSULTANTS, 
BIRMINGHAM, ALA. 


Mr. Turner. My name is Vernon L. Turner. I am a resident of 
Homewood, Jefferson County, Ala. I am associated with G. P. Coch- 
ran, traffic and transportation consultants, with general offices at 5352 
First Avenue North, Birmingham, Ala., and with branch offices in 
Boston, Mass., and Knoxville and Nashville, Tenn. We act either as 
traffic managers or transportation consultants for a number of indi- 
viduals, partnerships, corporations, and associations, among which is 
the Cryovac Co., a division of W. R. Grace & Co. 

I have been authorized and directed by that company to appear 
before your committee in support of the repeal of the excise tax of 
3 percent on the transportation of property and 10 percent on the 
transportation of persons. 

The rest of my testimony which is before you follows very largely 
that of Mr. Culpepper, whose statement I wish very much to endorse. 

In support of its request that these two taxes be repealed, the 
Cryovac &o, respectfully offers the following: 

1. The Cryovac Co. has its general offices in Cambridge, Mass., and 
maintains plant and regional offices at Cedar Rapids, Iowa, Lockport, 
N. Y., Simpsonville, S. C., and Toronto, Canada. It is engaged in 
the manufacture of plastic film, which it sells as such, or from which 
it manufactures bags or pouches, for use by food processors. Cryovac 
manufactures also the machines by which the air is drawn from these 
bags or pouches and by which also they are sealed or shrunk. Both 
the food containers and the machines are marketed on a nationwide 
basis. 

2. To an extent equalling or exceeding 95 percent, Cryovac utilizes 
the services of common or contract carriers by rail or highway in the 
assembly of its raw materials and the distribution of its products. 
The articles shipped from Cryovac plants or warehouses are rela- 
tively light in weight, and, usually, in quantities constituting less 
than carloads or truckloads. The result is an inflated rate per hun- 
dred pounds, the unit of weight used in the determination of the 
transportation charges on its products, and the transportation tax, 
therefore, is somewhat greater than it would be were conditions in 
the industry it serves such as would permit shipments in carload or 
truckload quantities. This is a feature which has been carefully 
studied by Cryovac management, but, in this respect, there does not 
seem to be any great hope of material improvement in the near future. 
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3. Since ultimately all transportation costs, and the tax thereon, 
must be reflected in the price at which an article of commerce is sold, 
and as all commercial activities have been subjected to heavy increases 
in costs, Cryovac respectfully submits the opinion that the repeal of 
the transportation tax would be beneficial to the economy of the United 
States generally. 

4. There is a collateral disadvantage in the transportation tax. 
The carriers are obligated to assess and collect it, account for it, and 
remit it to the Revenue Bureau, and, as this handling of the tax is 
subject to audit by the Bureau, they must compile and retain detailed 
records on it. To the carriers, the clerical, accounting, and man- 
agerial time and effort devoted to the handling of the tax is an added, 
and nonconstructive item, in already inflated operating costs. 

The following is included solely as an example: 

As reported by the Bureau of Transport Economics and Statistics 
of the Interstate Commerce Commission, the gross revenues of 892 
intercity motor carriers of property for the 3 months ended June 30, 
1956, were $883,010,439, against $822,722,863 for the same period in 
1955. Despite a gain of $60,287,576, or 7.33 percent, in gross reve- 
nues, the fet operating income of these carriers, for these 3 months 
in 1956, was $824,898, or 1.89 percent, less than for the same 3 months 
in 1955, and, further, the operating ratios of these motor carriers, 
that is, the ratio of operating expense to operating income, is ap- 
proaching the danger point. For these particular carriers it was 
95.2 percent in the second quarter of 1956 against 94.7 percent during 
the same period in 1955. Similar comparisons are to be found in the 
reports for the rail carriers. 

Specifically, the tax on the transportation of persons or property 
that ultimately must be borne by the products of the Cryovae Co. 
amounts to around $25,000 a year, of which about $10,000 accrues 
on freight and the balance on the passenger fares of Cryovac personne] 
traveling on Cryovac business. 

Upon inquiring into the history of these taxes, we find that the 
tax on the transportation of property was levied originally as a 
war-revenue measure, with the provision that it would be eliminated 
after the termination of the period of emergency created by the out- 
break of World War IT, and that the tax on the transportation of 
persons was an expedient designed more to discourage unnecessary 
travel by means of overcrowded public-transportation facilities than 
as a revenue measure, and that neither was intended as a permanent 
addition to the tax structure. 

Further, there has been a considerable rise in transportation 
charges since these taxes were first imposed, and additional increases 
are now in prospect. In 1945, for example, the average charge for 
the transporation by rail of a short ton of manufactures and miscel- 
laneous commodities not included in more specific groups as $9.96. 
In 1955 that average had risen to $16.12, an increase of nearly 62 
percent, with, of course, a corresponding increase in the amount of 
the tax. There has been a similar increase in passenger rates, parti°u- 
larly where pullman facilities are used. For the future, there sre 
pending before the Interstate Commerce Commission railroad peti- 
tions for authority to make immediately an increase generally of 
7 percent and, later, one of 15 percent, the increase to be cumulative. 
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In the circumstances, we view the transportation taxes as added 
burdens to both industry and the carriers, and believe the economy 
generally would be benefited by their repeal. To an extent impossible 
even to estimate, the tax on the transportation of persons is a deter- 
rent to the use of the facilities of carriers of persons. Presumably, 
the removal of the tax would foster some increased use of those 
facilities and since the passenger transportation services of the rail- 
roads have been operated at a heavy loss for some years now, we 
should overlook nothing that might improve their position in this 
respect. 

We hope you will recommend the repeal of the excise taxes on the 
transportation of persons or property. 

I would like to state also, Mr. Chairman, that I have delivered to 
the office of the clerk, letters from the Atlas Plywood Corp., Warren 
Bros. Co. of Nashville, and the Washington Manufacturing Co., of 
Nashville, Tenn., who have expressed themselves in letters to this 
committee, and I have been directed also by Clemens Paper Co., a 
division of Chatfield Woods Co., of Nashville, Tenn., and the Blevens 
Popcorn Co., of Nashville, saying that they also respectfully urge this 
committee to endorse the repeal of the transportation taxes. 

Mr. Foranp. We thank you very much, sir. 

Mr. Turner. Thank you. 

Mr. Foranp. The next witness is Mr. George Frates. 

Please come forward, sir. Identify yourself for the record, please. 


STATEMENT OF GEORGE H. FRATES, WASHINGTON, REPRESENTA- 
TIVE, NATIONAL ASSOCIATION OF RETAIL DRUGGISTS 


Mr. Foranp. Mr. Frates, you have a pretty long statement. Can 
you brief that for us a little, please? 

Mr. Frares. Yes, if that is your wish, sir. 

Mr. Foranp. We would appreciate it. Your whole statement will 
appear, but we can save some time. 

Mr. Frartes. During the 1956 convention of the National Associa- 
tion of Retail Druggists, held in Cincinnati, Ohio, September 6-21, 
the following resolution was adopted: 

Be it resolved, That the NARD urge that the present laws pertaining to the 
levy and assessment of the retail excise tax on cosmetics, as far as the operators 
of pharmacies are concerned, be amended to provide for the levy and assessment 
of such tax upon the manufacturer rather than the retailer. 

Mr. Mason. That really is the substance of your whole article, is 
it not? 

Mr. Frares. Yes, Mr. Mason. We think that the tax should be 
repealed in its entirety, first because we feel if you released the 
economy you would recapture the profits you are now losing in in- 
creased income taxes, 

The small retail pharmacists nationwide, and we represent 36,000 
of them, the small corner drugstore, has to collect this tax gratuitously 
for the Government. We don’t have certified public accountants who 
keep these records, and as a result we are being arbitrarily assessed 
regularly. 

Mr. Mason. May I ask, Mr. Chairman, if he was present this morn- 
ing when Jacob Reck testified for the Beauty & Barber Association ? 

Mr. Frares. No, I was not, Mr. Mason. 
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Mr. Mason. His testimony was to the effect that we must not change 
from this retailer tax to a manufacturer’s tax because it would penalize 
the beauticians and so forth. 

Mr. Frates. I am very well acquainted with Mr. Reck, and I think 
I know about what he said without reading his testimony. 

We want to know since when do beauty and barber representatives 
become the mouthpiece for the retail pharmacists. 

Mr. Mason. That is all, Mr. Chairman. Thank you. 

Mr. Frares. Here is what President Eisenhower said in his message 
to Congress of the United States, May 20, 1953: 

The wide variety of existing excise rates make little economic sense and leads 
to improper discrimination between industries and among customers. 

The huge cost of processing these small independent accounts is 
more costly to Government than the amount of revenue derived. 
Another thing is the Government does not issue a master list of 
taxable items. How in the world, then, can the small retailer know 
what is taxable? 

May I call your attention to the fact that if a woman asks the 
pharmacist for a bottle of peroxide, and she also inquires whether it 
could be used as a bleach, and he tells her yes, it is taxable at the rate 
of 10 percent. If you go into a pharmacy and buy some foot powder, 
and you want to use it as a medicant, it is not taxable. But should 

you ask the pharmacist whether it could be used as an sebpetoeiiaat, 
it becomes taxable. The inconsistencies and incongruities in this tax 
program are startling. 

It is just putting the small, independent retailer in jeopardy con- 
stantly. The Internal Revenue Service is fair in that respect. They 
will just tell you to read the law. If you are in doubt as to whether 
a product is taxable or not, submit it to them for review, together 
with all the copy, the advertising material and labeling, and they 
will give you an opinion. But a taxable product can change its 
category overnight by the method of advertising issued by the manu- 
facturer. That precipitates the problem right down to the level 
of the independent retail pharmacist. How is he to know when a 
product changes its sales tax category ? 

You must remember, gentlemen, we are marginal distributors. We 
have to argue with the public, because this sales tax is not hidden, like 
many other of your excise taxes. Consequently, there is a continual 
argument with the public. 

You also recall, perhaps, that 4 or 5 years ago we appeared before 
this committee and asked that the tax be taken off baby oils and baby 
powders. The returning veterans inquired as to why there was a tax 
on baby powders, baby oils and the like of that, 20 percent tax at 
that time. It wasn’t long before the Congress eliminated the tax on 
those two items. 

Mr. Exernarter. I can give you the answer to that. 

Mr. Frates. What is it, Mr. Eberharter? 

Mr. Exernarrer. The answer to that was we needed the money 
to carry out a successful war. That is the only answer that is proper. 
We needed the revenue. 

Mr. Frates. Yes, we make mention of that here. We give you a 
brief history of the tax, when you put it on, how far back it went, 
and then we come up with the same thinking that perhaps other 
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industry members had who appeared before your committee. It was 
an emergency act. You assessed the tax to conserve manpower, crit- 
ical materials, and to raise revenue. We went along with that. That 
was all right. But if you need this emergency sales tax now, and you 
won’t eliminate it, at least put it back on the manufacturer’s level, 
like you do tobacco, liquor, matches, and 110 other items. | 

Mr. Reck and some of the people who have appeared before you 
and said that it would be an imposition upon the manufacturer, then 
go into a long song and dance about who is the manufacturer, and 
tell you that Government had some cases adjudicated against it in 
years gone by, should be told who the manufacturer is. The manu- 
facturer is the fellow who puts his name, his label, on the product. 
Tax him at that source. 

A blank check issued by one of you gentlemen has no intrinsic 
value, but the minute you fill it out and put your signature on it, it 
is negotiable and worth something. IRS can collect the taxes at 
the manufacturers level on the enumerated categories listed in our 
statement, and they certainly can work out a formula to tax toiletries 
at the source. Then it would come to us on the invoice and we would 
know what was taxable and what was not. 

Secondly, the foolish and altogether stupid argument that the re- 
tailer would compound or pyramid the taxes and so forth would not 
be worthy of consideration, were it not so serious. What retailer is 
going to compound a profit on a sales tax? He would price himself 
out of the market so fast it wouldn’t be funny, Are sales taxes 
pyramided on liquor, tobacco, matches? Certainly not. 

As a third alternative, I believe Mr. Simpson’s bill makes mention 
of it, namely, that if you are not going to eliminate the tax in its 
entirety, if you refuse to put it at the manufacturing level, then 
please, seriously consider expanding the economy by not taxing toilet- 
ries, unless the retail price 1s $5 or over. That would give the lower 
bracket income people an opportunity to pees in the standard of 
living that we are now accustomed to, and surely good grooming and 
sanitation are not to be ruled out by fear of competition or loss of 
revenue. 

We want to read a letter received from one of our small independent 
retailers just recently. It is typical of many. [Reading:] 

I wish to inform you that the Federal Government has just finished their 
report on excise taxes which they say we owe for the years of 1953, 1954, and 
1955, and the first 6 months of 1956, in the amount of $1,897.26. When they 
asked for records to make a check, they asked for the data only on 1955 deal- 
ings, but they have made an estimate for the years of 1953 and 1954, and the 
first 6 months of 1956 on the 1955 basis. For several reasons I feel this is an 
unfair estimate, specially for the years 1953 and 1954 when I certainly did not 
do the business I did in 1955. 

Of course, when the Federal agents go in and check a pharmacist, 
or any other retailer, they tell him that if he feels he has been un- 
justly dealt with, he has recourse to the courts. We know that, but 
what small independent retailer has the funds to carry on a court case 
regardless of whether he thinks he is justified or not? 

We would like to have you read form 720 that our people have to 
fill out. It is required that if you collect more than $100 each month, 
you have to go to a Federal Reserve bank, or a bank listed by IRS, and 
fill out a duplicate form, and put that money on deposit, then at the 
end of the quarter you withdraw that, add to it for the third month 
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of the quarter, and turn it over to the Government. All this is time- 
consuming for the small, the little druggist around the corner. 

It has been said, many times for the record, that “the power to tax 
contains the power to destroy.” That is particularly applicable, | 
think, to the small independent who is fighting for his very existence 
now. 

With your permission, Mr. Chairman, and members of the commit- 
tee, we would like to ask that you include in the record a statement by 
the Kansas State Pharmaceutical Association, which gives a vivid 
description of what has happened in that State. 

Mr. Foranp. Is that attached to your statement ? 

Mr. Frares. Yes, sir. 

Mr. Foranp. Without objection, that will be made a part of the 
record. 

Are there any questions? 

If there are no questions, we thank you very much for your 
presentation. 

(Mr. Frates prepared statement follows :) 


STaTEMENT OF Georce H. Frates, WasHineron RepresENTATIVE OF 
THE NATIONAL AssocrATION OF Rerai, Druaeists 


Mr. Chairman and members of the Subcommittee on Excise Tax 
Technical and Administrative Problems of the Committee on Ways 
and Means. House of Representatives, my name is George H. Frates. 
I am the Washington representative of the National Association of 
Retail Druggists, an organization composed of 36,000 small, independ- 
ent owners of retail pharmacies practicing their profession in every 
State of the Union and the District of Columbia. These thousands of 
retailers own and operate the NARD. Our local office is at 1163 Na- 
tional Press Building. Our headquarters office is located at 205 West 
Wacker Drive, Chicago, I]. Dr. John W. Dargavel is general man- 
ager and executive secretary of the NARD. Each of the 48-State 
pharmaceutical associations and the District of Columbia Pharma- 
ceutical Association is a member of the NARD. 

In 1939 Congress imposed a 10 percent tax on manufacturers’ prices 
for toilet preparations. 

In 1940 the tax was increased to 11 percent of the manufacturers’ 
price. : 

In 1941 a sudden switch occurred and the retail trade was saddled 
with collecting 10 percent of the retail price of toiletries—gratui- 
tously—while the manufacturers were relieved of this burden. 

In 1943 the sales tax was upped to 20 percent of the retail price. 

When the Congress imposed a 10 percent sales tax on toiletries, it 
did so with three objectives in mind: (1) To create emergency reve- 
nue; (2) to conserve manpower; and (3) to restrict the use of critical 
materials. The latter two objectives are no longer necessary. Their 
mission has been accom fiuled. 

Regulations 51 which relate to the retailers’ excise taxes were ap- 
proved September 29, 1941. The regulations deal with excise taxes 
imposed by chapters 19 and 9A of the Internal Revenue Code on sales 
by the retailer of four categories: (1) Jewelry; (2) furs; (3) toilet 
preparations; and (4) luggage. Particularly are the retail pharma- 
cists of the Nation concerned with the “sales tax” on toilet prepara- 
tions. We use the term “sales tax” advisedly because in reality that 
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is exactly what it is. No State imposes such a high sales tax percent- 
agewise (10 percent as does the Federal Government. These taxes 
are payable by the retailer who is “allowed” to collect a similar 
amount from the customer to reimburse himself at no cost to the 
Government. 

On April 1, 1954, the 20-percent sales tax on the 4 categories pre- 
viously mentioned was reduced to 10 percent. 

During the 1956 convention of the National Association of Retail 
Druggists, held in Cincinnati, Ohio, September 16-21, the following 
resolution was adopted: 


Be it resolved, That the NARD urge that the present laws pertaining to the 
levy and assessment of the retail excise tax, so far as the operators of phar- 
macies are concerned, be amended to provide for a levy and assessment of such 
tax upon the manufacturer rather than the retailer. 


Originally, Congress indicated in its deliberations that the excise 
taxes menld, be repealed as conditions warranted. Nine years have 
elapsed since the President, by Executive order, declared that hostili- 
ties were officially ended (June 1, 1947). We believe that Congress 
should repeal the tax on toiletries. It is virtually impossible for any 
small retailer to handle the collection of such taxes in a satisfactory 
manner. A constant state of confusion exists. Inequities and dis- 
criminations are bound to prevail. In this respect, here is what 
President Eisenhower said in his message to the Congress of the 
United States, May 20, 1953: 


* * * The wide variety of existing excise rates makes little economic sense 
and leads to improper discrimination between industries and among consumers. 

The huge cost of processing by Government, of many thousands of 
small retailers’ returns are so limited in revenue that they do not equal 
the cost of printing, addressing, mailing, and auditing. An elimina- 
tion of the 10-percent sales tax on toiletries, would, in our opinion, 
immediately increase the sales volume of these products industrywide. 
At present the toiletries tax is not hidden; therefore, it creates a 
buyer’s resistance. Government would recoup most of the revenue 
lost by recapturing it through income tax. 

Aside from the imposition placed upon the small, independent re- 
tailer, Government’s arbitrary assessments levied on hundreds of 
small, independent retail pharmacists nationwide for alleged nonpay- 
ment of excise taxes on toiletries has reached an alarming position, 
so much so that it has caused the concern of many prominent Members 
in the Congress. “The power to tax contains the power to destroy.” 
Small retail pharmacists sell the bulk of taxable cosmetics. 

The Internal Revenue Service does not issue a master list of tax- 
able items. Consequently, the retail sales collector is in constant 
confusion. Reference to the law itself and many of the rulings 
appertaining thereto are not clear enough for the average layman 
to understand. The code is inconsistent in many respects and am- 
biguous in others. For example: Sen-Sen is taxable, while chewing 
gum, and Life Savers are not. Foot powders can be declared taxable 
or not, according to a recommendation as to how they are to be used. 
For instance: A foot lotion, powder or cream is not taxable if it is 
used as a medicament but it is taxable if it is recommended as an 
antiperspirant; common hydrogen of peroxide is taxable if the sales 
person should say, in answer to an inquiry, that it could be used for 
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bleaching the hair; shaving lotions and creams for use in softening 
the beard prep paratory to shav ing are not taxable. However, shaving 
lotions and creams which are recommended for use after shi aving as 
skin conditioner or other toilet purposes are held to be toilet prepara- 
tions within the meaning of section 2402 of the code and are, there- 
fore, subject to the tax. 

The manufacturer is not required to inform the retailer whether 
his merchandise is taxable or not. This being the case, how in the 
world is the average retailer to know what is and what is not tax- 
able? IRS contends that each commodity must be judged as a 
separate entity and each article must be dec ided specifically, with the 
exception of a group classification set forth in the law. 

We offer as an exhibit our own excise-tax list on toiletries, leather 
goods, luggage, etc. It was prepared in cooperation with the Internal 

Revenue Service here in W ashington and is issued yearly for the 
guidance of our membership. 

Small retailers have been arbitrarily assessed by IRS because they 
could not prove to the satisfaction of revenue agents that percentages 
of their toiletries merchandise were lost: (1) by reason of theft, 
shopworn, or damaged; (2) sold for a price lower than regular sales 
prices; (3) returned to retailer’s supplier; or (4) presented as gifts. 

There are in the neighborhood of 52,000 drugstores in the Nation. 
The National Association of Retail Druggists represents the small, 
independent retailer as contrasted to the chain drugstores. Our seg- 
ment of industry is concerned about the exact recordkeeping, statis- 
tical data required, inspections involved and the amount of time 
consumed which should be used in the professional aspects of phar- 
macy. The responsibility of the collecting of the tax in our field 
rests squarely upon the retail druggist. In the absence of an official 
list of taxable items, he must depend upon trade journal releases, 
wholesalers’ opinions, or word-of-mouth information from traveling 
drug salesmen. Small retailers do not possess the advantage of 
large concerns; they do not have certified public accountants to do 
the extra work imposed by Government. Federal auditing and in- 
spection of small accounts goes something like this: Government 
field agents enter a retail drugstore. They call for the druggist’s 
records and review them—including the amount of sales tax collected, 
purchases made and present inventory. If the agents are not satis- 
fied that a full and complete accounting has been rendered, they 
arbitrarily assess a deficiency penalty. In some instances, invoices 
dating back as far as 4 years are requested for inspection. Here is 
just one example showing how revenue agents operate. It was re- 
ceived from one of our members who owns a small neighborhood 
pharmacy. It is typical of many others. 

* * * T wish to inform you that the Federal Government has just finished 
their report on excise tax which they say we owe for the years 1953, 1954, 1955 
and the first 6 months of 1956, in the amount of $1,897.26. When they asked 
for records to make a check, they asked for data only on 1955 dealings, but 
they have made an estimate for the years 1953, 1954 and the first 6 months of 
1956 on the 1955 basis. 


For several reasons I feel this is an unfair estimate, especially for the years 
1953 and 1954 when I certainly did not do the business I did in 1955. 


We are told that when a druggist feels he has been unjustly dealt 
with, Federal agents tell him he has recourse to the courts. But there 
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are few independent druggists in the Nation who have the finances or 
time for these costly court procedures. 

It would serve no useful purpose to point out that taxes are dis- 
tressingly high. We are all cognizant of that. It is in the distribu- 
tion of the tax burden that the retail druggists find a fertile field for 
complaint. If we are merely asked to assume our fair share of the 
tax burden, which is perhaps unavoidably high, we cannot in good 
conscience complain. If, however, we are subjected to discriminatory 
taxes which place a definite burden upon our business operations, we 
do not only have the right but the duty to demand an Siennation of 
that discrimination. That's exactly our position today and has been 
since the inception of the Federal sales taxes. 

We submit for the record a copy of form 720, issued by the Treasury 
Department for the quarterly reporting of Federal excise taxes. It 
will be noted that a return must be filed for each quarter whether or 
not liability is incurred. All] Federal sales taxes on toiletries are due 
and urea without assessment or notice. If a retailer is liable in 
any month (except the third month of a quarter) for more than $100 
of the taxes listed in form 720, he is required to deposit such taxes in 
an authorized local bank or a Federal Reserve bank on or before the 
last day of the next month. Deposits for the third month of any 
quarter and deposits of $100 or less for the first and second months of 
any quarter are permissible. The bank then gives the retailer a 
validated receipt, so he can attach it to and file it with his quarterly 
return. 

If the Congress in its wisdom will not eliminate the tax on toiletries, 
then we ask that the tax be transferred to the manufacturer. 

The luxury argument in support of the high taxes on toilet articles 
is obviously untenable. Electric food choppers, ice-cream freezers, 
fishing equipment, door chimes, motion-picture praipetors for the 
home, electric dishwashers and dryers are just a few items taxed at 
the manufacturer’s level at the rate of 10 percent. Convert these 
prices into retail and the tax on these items would approximate 5 
percent at retail. 

We are convinced from experience that a collection of the tax at 
the manufacturer’s level would bring in more income for Govern- 
ment than by operating under the present system. It just isn’t fair 
to ask the retailers of this country to act as tax collectors because of 
the expense to them. Right now the Government is losing revenue 
by not being able to collect all the toiletries tax from rack jobbers, 
grocery stores, 01] stations, beauty parlors, barbershops, farmer-market 
operations, and house-to-house canvassers. 

The National Association of Retail Druggists anticipates opposi- 
tion to our plea to transfer the tax to the manufacturer from the 
Treasury Department, the Toilet Goods Association, and the National 
Beauty & Barber Manufacturers Association. The Treasury Depart- 
ment, however, does admit that there are problems in the collection of 
the retailers’ excises. Treasury will no doubt inform this committee 
that various technicalities involving the definition of a manufacturer 
inake it difficult to determine who is or who is not the manufacturer at 
given levels. Every product that comes on the market has a definite, 
certain trade name. Regardless of who does the actual mechanical 
manufacturing, the manufacturer to all intents and purposes is the one 
who affixes the label to the product bearing his trade name. The 
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intrinsic value of the paper used in printing a blank check is of little 
or no value but when it is made out for a specific amount and your 
signature is affixed, it immediately becomes negotiable and valuable. 

To the credit of the Treasury Department, that agency has an 
open mind—having informed the NARD that “Testimony at these 
hearings might provide information leading to a different conclusion 
at this point “than we now hold.” 

The Treasury Department’s opposition to transfer of the tax to the 
manufacturer’s level because of difficulties in collecting the tax in 
former vears, should not constitute a valid argument because “we have 
never heard it argued successfully that a man shouldn’t object to being 
unfairly treated until he can supply a substitute victim whose suffer 
ings will be more justified.” 

Arguments advanced by the Toilet Goods Association in which they 
state that “the burden of collecting and reporting a retail tax is less 
onerous to retailers than an excise ti iX imposed on the manufacturer's 
level,” would mount the heights of levity were it not so serious. Since 
when did the toiletry manufacturers become the mouthpiece for re 
tailers? Again, the spokesman for the toiletries industry said before 
this committee: “Where the tax is included in the retailer's cost, such 
retailer must apply a markup in sales on the tax-enlarged cost, result- 
ing in py pore of the final price to the consumer.” That state- 
ment represents unadulterated nonsense. The retailer does not deter- 
mine his markup on the cost of the merchandise plus sales tax. If he 
did, he would price himself out of the market in a hurry. 

Collecting taxes for government is certainly a most thankless job. 
We are interested only in transferring to the manufacturer’s level the 
category listing toiletries because we feel that our problem is separate 
und distinct and should be so considered. 

If, in the judgment of Congress, the toiletries tax is to remain, then 
the retail druggist should be relieved of the burden of collecting the 
tax. Placing the tax at the manufacturer’s level would not be nearly 
so costly to the Government to administer, to wit: Policing approxi- 
mately 400,000 retail accounts against about 400 m: wnufacturi ing com- 
putations. It would have the effect of rele: asing Government field 
agents whose attention could be directed to other Federal revenue 
matters. The retail druggists are not asking the manufacturer to 
absorb the tax. Rather, they are recommending that he pay it di 
rectly to the Government and then bill it through distributive chan- 
nels where ultimately it will appear on the druggis t’s invoice as a 
hidden Federal tax tobe passed on to the customer. 

The Government collects taxes’ on liquor, tobacco, matches, =e 
approximately 110° other items. Why not collect the tax on cosmetic 
at the source? The Treasury Department has worked out a preserip- 
tion for collecting the tax at the manufacturer’s level in the above 
categories. It would seem most certain that with their know-how 
the Department would not experience much difficulty in blueprinting 

an equitable method of tax collection at the source for toiletries. 

We are opposed to the sales tax on toiletries in its entirety because 
it is regressive. It falls hardest on the lower income brackets and it 
blocks the economy. 

In summation, the National Association of Retail Druggists asks the 
Congress to: 

Eliminate the excise tax on toiletries; or 
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2. Place the tax at the manufacturer’s level; or 

3. Eliminates the tax at retail on articles selling at $5 or less. This 
would permit lower income bracket families to enjoy better grooming 
by Americans accustomed to our high standards of cleanliness. Toi- 
letries are considered by the public as out-and-out necessities. Gov- 
ernment recognized this during World War IT. 


Exctsrt TAx ON TOILETRIES AND COSMETICS, LEATHER, JEWELRY ITEMS, AND LUGEAGE 


Revised April 1, 1956, Compiled by the National Association of Retail Druggists, 
and Informally Discussed With Representatives of the Internal Revenue 
Service in Washington, D. C. 


The excise tax attaches to the retail sale of any preparation intended to be 
used or applied for toilet purposes and in connection with the bath or care 
of the body or applied to apparel as a perfume or to the body as a toilet article. 
Moreover, the excise tax must be collected at the time that the title to a taxable 
article passes from the retailer to the purchaser. The fact that a particular 
product may also have to be held out to have a medicinal or remedial or curative 
value fails to exempt it from the excise tax if it is advertised or represented to 
be an adjunct to the toilet or for cosmetic purposes. For example, foot powders. 

The retailer is accountable for the levy on taxable items he sells at a discount 
to employees and others. The amount of the excise tax in such cases is based 
on the discount price. 

Exempt from the excise tax are lotions, oils, powders, and other products 
intended and stipulated on the package to be for the care of infants only. 

Now and then a druggist may be uncertain as to the taxability of a particular 
product. The rule to follow is to collect the excise tax and forthwith write 
for information to the National Association of Retail Druggists, 205 West Wacker 
Drive, Chicago, Ill. It is important to include with the request for information 
a package that the product comes in and also descriptive literature. 

Here is an example that shows how to figure the excise tax on a combination 


package which contains both taxable and exempt items: Shave lotion (taxable), 


75 cents. Shave cream (exempt), 50 cents. The amount charged in separate 
sales, $1.25. Price on combination package, $1. The price of 75 cents on the 
shave lotion (taxable) is three-fifths of $1.25. Three-fifths of $1 is 60 cents (the 
amount subject to the excise tax). Hence you collect 6 cents on the combination 
package to cover the excise tax. 

A retailer who makes any statement, written or oral, in an advertisement 
or otherwise, intended or calculated to lead any person to believe that the price 
of a taxable article excludes the excise tax, violates the Internal Revenue Code 
and he is subject to $1,000 fine for each offense. 


COSMETICS AND TOILETRIES 
(Collect 10 percent excise tax) 


After shave: Bubble baths 
Astringents Crystals 
Creams Water softener 
Lotions Bay rum 
Powders Beauty creams, mask preparations, etc. 
Almond meal and paste Bleach creams (including freckle re- 
Antiperspirants mover) 
Anointing oils Bleach lotions (including freckle re- 
Aromatic Cachous (Sen-Sen? and sim- mover ) 
ilar pellets) Body powder (see powders) 
Astringents (after shave, antiperspi- Bouquet liquids 
ants) Brilliantines 
Bandolines Bubble baths 
Bath items: Cleansing creams and lotions (includ- 
Bath oil ing those for removing stains from 
Bath milk the skin) 
Bath powder Cocoa butter (if advertised for toilet 


Bath salts purposes) 
Bath tablets Cold creams 
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COSMETICS AND TOILETRIES—continued 


(Collect 10 percent excise tax)—Continued 


Colognes 
Compacts? 
Compact refills 
Cosmetic stocking preparations 
Covermark beard toner 
Covermark cleansing cream 
Covermark complexion cream 
Covermark face powder 
Covermark rouge 
Covermark spot sticks 
Cuticle softeners and removers (see 
manicure preparations) 
Cuticura power 
Deodorants and deodorant pads 
Depilatories (except abrasive articles) 
Dusting powders (see powders) 
Eyelash and brow items: 
Creams (for use after hairs have 
been plucked) 
Eyelash and brow dyes 
Eyebrow pencils 
Mascara 
Eye shadow 
Eyewashes and drops (only if repre- 
sented to beautify the eyes) 
Face items: 
Almond meal and paste 
Beauty masks 
Face creams 
Face lotions 
Face packs 
Face powders 
Facial oils 
Foundation makeup film 
Freckle removers 
Grease paints * 
Lipsticks and refills 
Pancake makeup 
Pore cleansers (other than soap) 
Rouges 
Foot ointments, lotions, and creams (if 
for toilet use) 
Floral essences 
Fullers earth (if advertised for toilet 
purposes ) 
Glycerine and rose water 
Hand cream and lotion 
Hair preparations (see separate list) 
Hand lotions 
Korvo 
Lash and brow dyes (see eyelash and 
brow items) 
Lavender water 
Leg makeup 
Lip Ade 
Lip ices and salves (if colored, scented 
or recommended for toilet use) 
Lip pomade 
Lipstick and refills 
Liquid lip color 
Liquid face powder 


Manicure preparations: 
Cuticle remover, softener 
Hand cream and lotion 
Manicure kit (not including non- 
taxable contents) 
Nail bleach 
Nail enamel 
Nail lacquer 
Nail polish 
liquid) 
Nail polish remover 
Nail whitener 
Stain remover 
Zine oxide (for whitening hands) 
Mascara (see eyelash and eyebrow 
items) 
Massage cream 
Mexsana skin cream 
Mittens (containing toilet powder) 
Mosquito repellants (if advertised as 
sunburn lotion) 
Mustache wax 
Noxzema (Noxzema shaving cream not 
taxable) 
Olive oil (colored or perfumed or ad- 
vertised for toilet purposes) 
Orange flower water 
Orris root 
Pancake makeup 
Perfumes 
Perfume essence, extracts 
Perfume novelties (containing per- 
fume) 
Peroxide (if recommended for toilet 
purposes regardless of strength) 
Permanent waving creams or lotions 
(see hair preparations) 
Petroleum jelly (if scent or color 
added ) 
Plucking creams (for use after pluck- 
ing hair) 
Polish removers (nail polish—see man- 
icure preparations) 
Pomades for the hair 
Pore cleaners other than soap 
Protective cream (having toilet claims 
or advertised as skin softeners or 
antiperspirants) 
Powders: 
After-shave powder 
Bath powder 
Body powder 
Dusting powder 
Henna powder 
Liquid face powder 
Mittens (containing powder) 
Powder base 
Sachet powder 
Talcum powder 
Reducing salts for toilet use 
Rock salt bath crystals 


(paste, powder, or 
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COSMETICS AND TOILETRIES—continued 
(Collect 10 percent excise tax)—-Continued 


Rose water and glycerine Toilet creams 
Rose water Toilet lanolin 
Sachet powders Toilet and makeup kits (including con- 
Sachets tents, if any) 
Scalp lotions Toilet powders 
Sen-Sen Toilet waters 
Shaving kits (not including nontaxable Vanishing creams 
contents) Vaseline hair tonic 
Skin freshener Vaseline perfumed white petroleum 
Skin lotion, balm, creams, bleaches, oil, jelly 
tonics Vaseline pomade 
Skin whiteners Vaseline quinine pomade 
Stain removers (body) Water softener (perfumed) 
Sunburn preventatives Witch hazel 
Suntan oil Wave set, finger wave (see hair prep- 
Talcum powder (see powders) arations) 
Texture creams Zine oxide (when advertised for toilet 
Tissue cream use) 
Toilet ammonia 


+All deorodants in tablet form which function inside the body are exempt from the 
excise tax. Examples are chlorophyll deodorants such as “Stoppers” and ‘“Nullo.” 
“Chasers” and “Tips” are also exempt. “Sen Sen” is taxable. 

2 All compacts which contain rouge or powder, or both, are taxable. Unfilled compacts 
are exempt unless made or plated to a thickness of one one-hundred-thousandth of an inch 
or more with gold, silver, or platinum or other precious metal or imitations thereof or 
ornamented with gems or imitations thereof. 

* Grease paint is not subject to the Federal excise tax provided the items are not adver- 
tised or sold for use for toilet purposes. However, cold creams, face powders, rouges, 
lipsticks, and eyebrow pencils and other products which may be used not only for the- 
atrical makeup but also for toilet purposes are taxable. Exempted from tax are such 
articles as clown white, black wax, blackface minstrel makeup, nose putty, and spirit gum. 


Taxable hair products 


Bay Rum Hair straighteners 
Bandoline, Brilliantine Hair tints 

Beau Krem] hair dressing Hair tonic 

Bleaches Henna powder 

Finger wave lotions Perfumed petroleum jelly 
Hair bleach, dye, rinse Permanent wave solution, cream, lotion 
Hair dressing, pomade, oil Petroleum hair tonic 
Hair lacquer Scalp lotion 

Hair lotion Scalp ointment 

Hair oils Vaseline hair tonic 

Hair restoratives Wave set, finger wave 


The products listed hereunder are taxable because they are designated or rec- 
ommended on labels or in advertising matter for toilet purposes other than 
cleansing : 


Amami henna shampoo Raymonde’ preseoftening shampoo 
Blondex shampoo Scalp-Glo shampoo 
“569” hair lightener shampoo Raymonde’ presoftening shampoo 
Golden Glint shampoo and rinse Tintz color-shampoo soap (in all the 
Helene Curtis cold wave shampoo various shades) 

neutralizer Crowning Glory 
Henna shampoo Endura 
Henna shampoo powder Henna leaves powdered 
Amami henna shampoo Shampoo tints 


Permanent wave kits 


Permanent wave kits which contain nontaxable articles—curlers, soap sham- 
poos, caps, etc., in kits—may be excluded in the computation of the excise tax if 
retailer’s records show comparative values of taxable and nontaxable articles in 
kit, based upon separate retail prices or cost, if they are not actually sold 
separately. 
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NONTAXABLE PRODUCTS 


Cosmetics and toiletries 


Ammen’s medicated powder 
Antiseptics * 

Cleansing tissues 

Clearasil ointment 
Covermark regular 
Covermark waterproof 
Covermark thinning lotion 
Dentifrices 

Dewitt foot powder 

Dial deodorant soap 
Eyegene eye drops 

Foot preparations * 

Heat powders * 

Lip brushes 

Mexsana medicated powder 
Mosquito repellents 

Mouth or tooth washes 


* Unless advertised for toilet purposes. 


Murine eye drops 

Musical powder box (plain) 
Olive oil (plain) 

Powder puffs 

Protective hand cream * 
Rubbing alcohol 

Sanitary napkins 

shaving creams and soaps ° 
Shaving soap in powder form ° 
Shaving soaps 

Smelling salts 

Soaps 

Soap powder 

Toilet soaps 

Toothbrushes 

Tooth pastes and powders 


‘Shaving lotions and creams for use in softening the beard preparatory to shaving are 


not taxable. 


However, shaving lotions and creams which are recommended for use after 


shaving as skin conditioners or for other toilet purposes are taxable. 


Trademarked shampoos 


Admiracion Oil Shampoo Treatment 

Admiracion Foamy Shampoo 

All-Purpose White Kreem Shampoo 

Almay Tar Shampoo 

Almay Sulphonated Oil Shampoo 
(perfumed, unscented, and with tar) 

Amami Camonile for Blondes 
(Shampoo) 

Amami for Gray Hair (Shampoo) 

Amami Plain (Shampoo) 

Apex Vegetable Oil Shampoo 

Adena Soapless Oil Shampoo 

Barcelona Castile Shampoo 

Breck Hair Lotion 1-A 

Breck Hajr Lotion 1-B 

Breck No: 1 Hair Cream 

Breck No. 2 Hair Cream 

Breck Lather Oil Shampoo 

Breck Lacerne Shampoo 

sreck Ointment 

Breck Shampoo Regular 

Camomile Shampoo 

Canthrox Shampoo 

Castile Shampoo 

Castile Soap Shampoo 

Conti Castile Shampoo 

Cocoanut Oil Shampoo 

Co-op Soapless Shampoo 

Daggett & Ramsdell Perfect Shampoo 

Dandruff Remover Shampoo 

Dara Soapless Shampoo 

Detergent Lathering Shampoo 

Double Danderine 

Drene Shampoo 

Drene With Hair Conditioning Action 
(Shampoo) 

Drazma Shampoo 

Dr. Ellis Vegetable Oil Shampoo 

Edna Wallace Hopper’s Fruity Shampoo 


Empress Lathering Oil Shampoo 

Fitch’s Dandruff Remover Shampoo 

Fitch’s New Process Oil Shampoo 

Fitch’s Saponified Cocoanut Oil Shain- 
poo 

“42” Eucalyptus Oil Shampoo 

Four Penny Shampoo 

Gleam Cocoanut Oil Shampoo 

Glo-Ver Beauty Soap Shampoo 

H. Q. Z. Liquid Shampoo 

Halo Shampoo 

H-lene Curtis Creme Shampoo 

Helene Curtis Duchess Soapless Oil 
(Shampoo) 

Helene Curtis Duchess Lathering Oil 
(Shampoo) 

Helene Curtis Full-O-Foam (Shampoo) 

Helene Curtis Tru-Art Lather Shampoo 

Helene Curtis Tru-Art Medicated 
Shampoo 

Helene Curtis Milky Shampoo 

Herbex G. O. S. Shampoo 

Herbex Oil Shampoo 

Hi-Hat Pine Tar Shampoo 

Jo-Cur Vegetable Oil Shampoo 

Kreml (Shampoo) 

Kubak Shampoo 

L. B. Foaming Shampoo 

Laco Shampoo 

LaJac Cocoanut Oil Shampoo 

LaJac Pine Tar Shampoo 

Larieuse Shampoo 

Lathering Oil Shampoo 

Latherless Shampoo (pine aroma) 

Lemon Shampoo 

Lentheric Shampoo 

Lucky Tiger Magic Shampoo 

Lucky Tiger Oil Shampoo 

Lucky Tiger Beauty Oil Shampoo 
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Lustre Cream Shampoo 
Mahdeen Shampoo 
Marchand Castile Shampo 
Mar-O-Oil Shampoo 

Mar-O-Oil Super Foamy Shampoo 
Mulsified Cocoanut Oil Shampoo 
Naminoo Oil Shampoo 

Natural Cocoanut Oil Shampoo 
Nurishine Soap Shampoo 

Old House Shampoo 

Old House Castile Shampoo 

Old House Pine Tar Shampoo 
Olive Oil Shampoo 

Opal Cocoanut Oil Shampoo 
Packer’s Shampoo With Pine Tar, 
Packer’s Shampoo With Olive Oil 
Palmolive Shampoo 

Prell Shampoo 


Trademarked shampoos—Continued 
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Pinaud Liquid Shampoo 
Rap-I-Dol Conditioning Shampoo 
Rayve Shampoo 

Shampene (Shampoo) 

Sheen-Tone Cream Shampoo 

Siroil Shampoo Soap 

Soap Shampoo 

Soy Bean Oil Shampoo 

Sulphur Cream Shampoo 

Tar Shampoo 

Tender Age Shampoo and Skin Cleanser 
Van Ess Shampoo 

White Rain 

Wildroot Cocoanut Oil Shampoo 
Wildroot Taroleum 

Woodbury Cocoanut Oil Castile Sham- 


poo 
Zeno Fluff Shampoo 


Changes in advertising to the effect that a shampoo may be used for toilet 
purposes other than cleansing the hair and scalp will make the product subject 


to the tax of 10 percent on and after the date of such changes, 


LuGGAGE, Bags, BILLFOLDsS 


(Collect 10 percent excise tax) 


Apron and rolling toilet kits 

Army discharge cases (if similar to pass 
eases, billfolds, ete.) 

Bank messenger wallets 

Bathing suit bags 

Beach bags or kits 

Billfolds (regardless of material they 
are made of) 
Bowling ball bags (with removable disk 
permitting use as overnight bag) 
Bowling bags (space for ball and for 
shoes or other wearing apparel) 

Briefcases of leather or imitation 
leather 

Brief bags of any material (for carrying 
both papers and clothing) 

Brush cases 

Camping bags 

Cap cases (for military headgear) 

Cardeases (for calling cards, identifica- 
tion cards, etc.) 

Carryall bags 

Carrying kits 

Collar cases 

Comb cases 

Cosmetic bags and kits 

Diaper bags 

Display cases and bags for salesmen’s 
use 

Ditty bags 

Dressing cases 

Dufflebags 

Furlough bags 

Gladstone bags 

Handbags 

Hat boxes for use by travelers 

Haversacks 

Key cases or containers 


Knapsacks 

Knitting bags having hinged frames or 
other types of secure closure such as 
drawstrings, zippers, etc., and which 
are similar to and suitable for use as 
handbags are taxable, regardless of 
whether they have built-in purse or 
purse compartments 

Laundry mailing cases, equipped for 
carrying wearing apparel by hand 

Locker trunks 

Makeup boxes 

Manicure and pedicure cases * 

Memorandum pad cases ‘ 

Messenger satchels 

Mirror cases 

Money satchels 

Musette bags 

Nail file cases 

Necktie cases, for use by travelers 

Nursery bags (diaper bags) 

Overnight bags 

Pass cases 

Photograph cases or covers * 

Poecketbooks 

Pocket secretary cases‘ 

Postmanteaus 

Purses 

Ring binders, capable of closure on all 
sides, of leather or imitation leather 

Rollup toilet kits 

Salesman’s trunks and cases 

Sample or display cases and bags 

Satchels 

Servicemen’s toilet kits and cases 

Shoe bags (including mittens and pull- 
man slipper bags) 

Suitcases 
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LueeaceE, Bags, BILLFoLps—Continued 


(Collect 10 percent excise tax )—Continued 


Summer handbags 


Valises 


Toilet kits and cases (including apron Wallets 


kits) 
Traveling bags 
Trunks 


Wardrobe cases 


Zipper ring notebooks made of leather 
or simulated leather 


Utility bags 


* Refer to conditional exemptions. 
‘If suitable for use as pass cases, billfolds, wardrobe cases, purses, or wallets. 


Zipper ring notebooks, ring binders, portfolios, envelopes, etc., made of 
leather or simulated leather which are capable of being closed on all four 
sides are classified as briefcases and are subject to the 10-percent retailers’ 
excise tax. There is no exemption from the tax because such articles are sold 
to students for educational purposes. 


JEWELRY, CLOCKS, WATCHES 
(Collect 10-percent excise tax) 


All articles commonly or commercially known as jewelry are taxable at 10 
percent of retail price. 
Beads (if strung) 
Bracelets 
Brooches 
Chains 
Collar clasps 
Collar grips 
Collar pins 
Cuff buttons 
Cuff links 


Imitation precious stones 
Imitation semiprecious stones 
Necklaces 

Pearls 

Pins 

Precious stones 

Rings 

Scarf pins 

Semiprecious stones 
Earrings Tie clasps 

Imitation pearls Tie pins 

A charm bracelet which contains a complete set of playing cards is subject 
to tax as an article of jewelry but the cards, which measure five-eighths by 
seven-eighths of an inch in size, are exempt under the Federal tax on playing 
cards. 

Ladies’ pipes ornamented with rhinestones are exempt. 

Items below are taxable at 10 percent, with exceptions noted, no matter of 
what material they are made: 
Alarm clocks 
Binoculars 
Clocks, other than alarm clocks 
Clock cases 
Clock movements 
Fieldglasses 


Lorgnettes 
Marine glasses 
Opera glasses 
Watches 
Watchcases 
Watch movements 


Conditional exemptions 


Items listed below are taxable as jewelry, etc., only if they are made of, 
or ornamented, mounted, or fitted with precious metals or imitations thereof, 
or ornamented, mounted, or fitted with gems or imitations thereof. 


Canes 

Cigarette cases 

Cigar and cigarette holders 

Cigar and cigarette lighters 

Combs 

Compacts (see cosmetics and toiletries 
section) 


Fountain pens * 

Manicure and pedicure instruments 
Mechanical pencils (see notes) 
Pipes 

Walking sticks 

Wristbands 

Wrist straps 


® Desk fountain pens: Tax applies if pen has precious metal or imitations thereof 


other 
than the point and lever. 
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Items below are taxable only if made of, or ornamented, mounted, or fitted 
with precious metals or imitations thereof, such as gold, silver, platinum, gold 
plate, silver plate alloys, platinum plate, alloys of gold, silver, or platinum : 


Ashtrays Frames for photographs (see luggage, 
Atomizers (empty) bags, billfolds section) 
Book ends Perfume atomizers (empty) 
China Perfume bottles (empty) 
Desk sets ° Pottery 
Razors * 


® Desk sets: Tax may apply to the whole set, or te the pen er pencil as stated above, 
or to the base if it is made of or fitted with precious metal or imitations thereof. 


10 Razors: Most safety and electric razors are exempt from the excise tax of 10 percent, 


jold, gold plated, silver, or sterling flatware, hollowware, and silver plated 
hollowware are taxable. Silver plated flatware is exempt. 

Fountain pens, pipes, mechanical pencils are exempt from 10 percent tax if the 
only parts made from precious metal or imitations thereof are essential parts, 
not used for ornamental purposes only. Such essential parts of a fountain pen 
are the pen point, lever, clip, and the plain narrow band or bands placed on the 
cap to prevent the cap from splitting or expanding. Such essential parts of a 
pipe are the plain narrow bands, placed on the shank of the pipe to prevent the 
shank from splitting. Such essential parts of a mechanical pencil are the tapered 
point holding the lead, the clip, and the plain narrow bands placed on the barrel 
or cap to prevent it from splitting or expanding. 

The tax will attach if the bands on a fountain pen, mechanical pencil, or pipe 
are of precious metals or imitations thereof and have a combined width of more 
than three-eighths of an inch, or if fountain pen, mechanical pencil, or pipe has 
any parts other than essential parts enumerated above which are made of, or 
ornamented, mounted, or fitted with precious metal or imitations thereof. 

Nontaxable contents such as combs, manicure implements, etc., which are not 
ornamented, mounted, fitted with precious metals or imitations thereof, may 
be excluded in computation of excise tax if retailer’s records show comparative 
values of articles subject to the 10 percent levy and contents, based upon separate 
retail prices or cost if not actually sold separately. 

Aluminum, brass, bronze, chrome, or copper ornamentation or material does 
not make article taxable, but articles commonly or commercially known as 
jewelry are taxable regardless of the materials of which they are made. 


INSTRUCTIONS 


All dandruff preparations are nontaxable if they are used or intended for use 
as a remedy for, or as an application for relief from, dandruff (including the in- 
cidental elimination of dandruff scales, or flakes), provided the labels, leaflets, or 
otehr advertising relating thereto are so limited as to exclude any reference to 
the use of preparations or products for toilet purposes (such as to improve one’s 


personal appearance). Use of words such as “hair oil,” “hair dressing,’ “hair 
restorative,” and “pomade” in the brand name of a product intended for use 
as a remedy for or application for relief from dandruff will make such product 
subject to the excise tax. 

Nail polish remover pads which normally consist of cotton or other fabric 
saturated with nail polish remover solution are held to be combinations of 
taxable (nail polish remover solution) and nontaxable (cotton or fabrie pads) 
articles, and the tax on toilet preparations is applicable to that portion of the 
retail selling price of such combination which is attributable to the taxable 
article. 


Keep an accurate reeord of taxable items returned for credit, gift merchandise, 
pilferage, and shopworn items. 

Failure to keep accurate records makes you vulnerable to arbitrary assess- 
ments. Failure to pay Government accounts due is a serious offense. Remember: 
your purchases, plus your sales, plus your inventory must balance. 

The NARD asked the Internal Revenue Service for suggestions by which our 
members can properly account for retailers’ excise-tax liability with a simple 


method of recordkeeping. The official statement from the Internal Revenue 
Service follows hereunder: 
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EXCISE TAXES 


OFFICIAL STATEMENT REGARDING EXCISE-TAX COLLECTIONS 
FROM THE INTERNAL REVENUE SERVICE 


“Following is one of the methods the Bureau has approved fer accounting for 
the retailers’ excise tax. The retailer must take an inventory of all taxable 
articles on hand at the time such method is adopted, based upon the regular 
retail sales price. All additional taxable articles purchased during this first 
month shall be valued at the regular retail sales prices and added to the in- 
ventory, and the sum of these amounts may be regarded as the proper basis 
for accounting for such first month’s tax liability. Then for each succeeding 
month all the taxable purchases therein, based upon the regular retail sale 
price, may be used as the basis for the tax liability for such month. 

“In other words, the net result of this method is that the dealer will be pre- 
paying tax when taxable articles are purchased rather than at the time of 
the sale thereof, but it requires the least possible amount of records, such as 
the first inventory and all purchase invoices, for purposes of checking by internal- 
revenue officers. 

“It is to be understood that such inventory and purchase-invoice records are 
to be retained by the retailer for a period of 4 years’as required by the law 
and regulations. 

“It is also to be understood that proper adjustments in the tax prepaid are 
to be made by either a refund or credit to the retailer if it later develops that 
any of the articles on which such tax has been prepaid are (1) returned to the 
retailers’ supplier; (2) lost by reason of theft, damage, or otherwise; (3) sold 
for a price lower than that on which the tax was prepaid; (4) any other cir- 
cumstance which would result in an overpayment of the tax due; provided, of 
course, the retailer has proper records to sustain any such adjustment. 

“Tt is the opinion of this office that the above is the best method for the re- 
tailer to determine his correct tax liability. 

“Another method which has been found feasible is to list each taxable sale 
when made, on a daily tally sheet or other memorandum, showing the sale 
price of the article and the tax due thereon. Such lists may then be used for 
reporting the tax for the months in which such sales are made. 

“In cases where this method is used, the collectors of internal revenue, throuch 
their field officers, will require the retail dealer to conduct a test for a period 
of 2 weeks, possibly once a year, to determine whether there is any underpay- 
ment of tax due to failure or oversight in properly recording taxable sales on 
the daily tally sheets or memorandums. 

“At the beginning of such test period the retailer will be required to take an 
inventory of all taxable articles in stock, based on their regular sales prices 
To this inventory will be added all taxable purchases received during such test 
period. based on their regular retail sales prices. Then at the end of the test 
period the retailer will take another inventory of the taxable articles remaining 
in stock at that time, based on their regular retail sales prices. During this test 
period the retailer will keep a separate tally sheet or memorandum for adjust- 
ment purposes, listing all taxable articles (1) lost by reason of theft, damage, or 
otherwise: (2) sold for a price lower than regular sales prices; or (3) returned 
to retailer’s supplier. 

“In determining the net taxable sales made during the test period, the closing 
inventory should be deducted from the sum total of the opening inventory, plus 
the taxable purchases, and then deduct the recorded adjustments listed in (1), 
(2), and (3) mentioned in the preceding paragraph. 

“The tax for the test period as indicated by such net taxable sales will then 
he compared with the tax actually recorded on the daily tally sheets or memo- 
randums to determine whether there is any underpayment of tax due to omis- 
sions, ete. Where such test check indicates an underpayment of tax, it is ex 
pected that an agreement will be reached as to the percentage of tax under 
payment in determining the deficiency in tax for the period in audit.” 


Tue ReETAIters’ Excise Tax 
THE PROBLEM 


The Internal Revenue Code of 1954 and of previous years provides, and has 
provided, for the collection, by retailers, of certain “luxury taxes” on items sold 
by the retailers. Formerly the tax was at the rate of 20 percent of the price a‘ 
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which the item was sold, and at current writing the tax is at the rate of 10 percent. 

The retailers’ excise tax is required by the following enactments (1954 Internal 
Revenue Code). All section numbers are reference to the Prentice Hall edition 
of the Internal Revenue Code of 1954 since the official Internal Revenue Code is 
not immediately available. 


JEWELRY AND RELATED ITEMS 


SEC. 4001. IMPOSITION OF TAX. 


There is hereby imposed upon the following articles sold at retail a tax equiva- 
lent to 10 percent of the price for which so sold: 


All articles commonly or commercially known as jewelry, whether real 
or imitation. 

Pearls, precious and semi-precious stones, and imitations thereof. 

Articles made of, or ornamented, mounted, or fitted with precious metals 
or imitations thereof. 

Watches. 

Clocks. 

Cases and movements for watches and clocks. 

Gold, gold-plated, silver, or sterling flatware or hollow ware and silver- 
plated hollow ware. 

Opera glasses. 

Lorgnettes. 

Marine glasses. 

Field glasses. 

Binoculars. 


SEC. 4002. DEFINITION OF SALE INCLUDES AUCTIONS. 


For the purpose of section 4001, the term “articles sold at retail” includes 
an article sold at retail by an auctioneer or other agent in the course of his 
business on behalf of (1) a person who is not engaged in the business of selling 
like articles, or (2) the legal representative of the estate of a decedent who was 
not engaged in the business of selling like articles. In the case of articles so 
sold, the auctioneer or other agent shall be considered the “person who sells at 


retail”, 
SEC. 4003. EXEMPTIONS. 


(a) Specrric ArticLes.—The tax imposed by section 4001 shall not apply to 
any article used for religious purposes, to surgical instruments, to watches 
designed especially for use by the blind, to frames or mountings for spectacles 
or eye-glasses, to a fountain pen, mechanical pencil, or smokers’ pipe if the 
only parts of the pen, the pencil, or the pipe which consist of precious metals 
are essential parts not used for ornamental purposes, or to buttons, insignia, 
cap devices, chin straps, and other devices prescribed for use in connection with 
the uniforms of the armed forces of the United States. 


FURS 


SHC. 4011. IMPOSITION OF TAX. 


There is hereby imposed upon the following articles sold at retail a tax equiva- 
lent to 10 percent of the price for which so sold: Articles made of fur on the 
hide or pelt, and articles of which such fur is the component material of chief 
value, but only if such value is more than three times the value of the next most 
valuable component material. 


TOILET PREPARATIONS 
SEC. 4021. IMPOSITION OF TAX. 


There is hereby imposed upon the.following articles sold at retail a tax equiva- 
Jent to 10 percent of the price for which so sold— 


Perfume. Pomades. 
Essences. Hair dressings. 
Extracts. Hair restoratives. 
Toilet waters. Hair dyes. 
Cosmetics. Aromatic cachons. 
Petroleum jellies. Toilet powders. 
Hair oils. 
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Any other similar substance, article, or preparation, by whatsoever name 
known or distinguished; any of the above which are used or applied or 
intended to be used or applied for toilet purposes. 


SEC. 4022. EXEMPTIONS 


(a) Irems ror Basres.—The tax imposed by section 4021 shall not apply to 
lotion, oil, powder, or other article intended to be used or applied only in the 
eare of babies. 

(b) Barser SHops AND Beauty Par.tors.—For the purposes of section 4021, 
the sale of any article described in such section to any person operating a barber 
shop, beauty parlor, or similar establishment for use in the operation thereof, 
or for resale, shall not be considered as a sale at retail. The resale of such 
article at retail by such person shall be subject to the provisions of section 4021. 

(c) MINIATURE SAMPLES.—For the purposes of section 4021, the sale of minia- 
ture samples of any article described in such section for demonstration use only 
to a house-to-house salesman by the manufacturer or distributor, shall not be 
considered as a Sale at retail. The resale of such sample at retail by such house- 
to-house salesman shall be subject to the provisions of section 4021. 


LUGGAGE, HANDBAGS, ETC. 


SEC. 4031. IMPOSITION OF TAX. 


There is hereby imposed upon the following articles sold at retail (including 
in each case fittings or accessories therefor sold on or in connection with the sale 
thereof) a tax equivalent to 10 percent of the price for which so sold— 


Trunks. Salesman’s sample and display 
Valises. cases. 
Traveling bags. Purses. 
Suitcases. Handbags. 
Satchels. Pocketbooks. 
Overnight bags. Wallets. 
Hat boxes for use by travelers. Billfolds. 
Beach bags. Card, pass, and key cases. 
Bathing suit bags. Toilet cases. 
Brief cases made of leather or 
imitation leather. 


Other cases, bags, and kits (without regard to size, shape, construction, or 
material from which made) for use in carrying toilet articles or articles of 
wearing apparel. 


SPECIAL PROVISIONS APPLICABLE TO RETAILERS TAX 


SEC. 4051. DEFINITION OF PRICE. 


In determining, for the purposes of this chapter, the price for which an article 
is sold, there shall be included any charge for coverings and containers of what- 
ever nature, and any charge incident to placing the article in condition packed 
ready for shipment, but there shall be excluded the amount of tax imposed 
by this chapter, whether or not stated as a separate charge. A transportation, 
delivery, insurance, installation, or other charge (not required by the fore- 
going seutence to be included) shall be excluded from the price only if the amount 
thereof is established to the satisfaction of the Secretary or his delegate, in 
accordance with the regulations. There shall also be excluded, if stated as 
a separate charge, the amount of any retail sales tax imposed by any State or 
Territory or political subdivision of the foregoing, or the District of Columbia, 
whether the liability for such tax is imposed on the vendor or the vendee. 


SEC. 4052. LEASE CONSIDERED SALE. 


For the purposes of this chapter, the lease of an article shall be considered 
the sale of such article. 


SEC. 4053. COMPUTATION OF TAX IN INSTALLMENT SALES, ETC. 


In the case of— 

(1) a lease, 

(2) a contract for the sale of an article wherein it is provided that the 
price shall be paid by installments and title to the article sold does not pass 
until a future date notwithstanding partial payment by installments, 
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(3) a conditional sale, or 
(4) a chattel mortgage arrangement wherein it is provided the sales price 
shall be paid in installments, 

there shall be paid upon each payment with respect to the article that portion 
of the total tax which is proportionate to the portion of the total amount to be 
paid represented by such payment. 

The above-quoted sections of the Internal Revenue Code therefor require 
shopkeepers, merchants, and druggists to collect from retail purchases an addi- 
tional percentage (10 percent at present), retain the same and remit such tax 
to the various collectors of internal revenue at regular intervals. The law seems 
so inoffensive and simple; the application of the law. however, presents in- 
numerable problems, both as to the operations of the retailers and as to the 
enforcement thereof by the local internal revenue agents and deputy collectors. 


ADMINISTRATION OF THE RETAILERS’ EXCISE TAX 


(a) The merchant. 


The law states that the retailer shall collect 10 percent of the sale price and 
remit same to the Internal Revenue. This would, indeed, be simple if the 
entire stock of the merchant consisted of taxable items or if the store were a 
small, slow-moving, one-man operation. However, this is not the case. 

In almost every instance the merchant, who is vequired to collect and remit 
the tax, handles hundreds of nontaxable items, and the taxable items constitute 
a very small part of his steck and inventory. This is particularly true in the 
case of the druggist and pharmacist: this is also true in the case of grocery 
stores, supermarkets, bardware stores, and general merchantile stores. For 
nearly all of these merchants the “luxury” taxed items constitute, to a great 
extent, a mere service to the community in which they are located and the 
actual profit from the sale of these items, over and above expenses of the 
store’s operations, would in all likelihood, be relatively small. However, as 
to each of them, the public expects them to carry these items for their con- 
venience and if they are not so carried the public frequently is vocally indignant. 

The druggist or pharmacist, in serving his public, therefore feels that he wus¢ 
carry these items and, like the average American citizen, he tries the best he can 
to collect the tax as he understands it and honestly to remit and turn over to 
the Internal Revenue his collections. 

In order to do his duty as a patriotic and loyal American citizen he attempts 
to instruct his clerks and employees, many of whom are high school and college 
students working part time in order to receive their educations, concerning 
the intricacies of the retailers’ excise tax. He inquires of the local representa- 
tives of the Internal Revenue Service about the items upon which he must 
collect the tax. The information he receives is very inadequate since he is 
informed by the Internal Revenue Service that the local office has no list of 
such items. He is told that he must use his own judgment and, in effect, he is 
told to “do the best you can.” With this meager information he attempts to 
explain to his employees that they must collect a 10 percent tax on “toilet 
preparations” and that they must collect a 10 percent tax on “any other similar 
substance, articles, or preparation by whatsoever name known or distinguished” 
and upon any of the named items “which are used or applied or intended to be 
used or applied for toilet preparation.” We are certain that such instructions 
make a lot of sense to an 18-year-old youngster working his or her way through 
junior college. 

The same situation prevails when the druggist attempts to instruct his em- 
ployees concerning the collection of the tax on luggage and handbags and bill- 
folds and other named items. We are certain that it is very clear to the em- 
ployees as to exactly what they must do when the druggist instructs them that 
they must collect 10 percent tax on “other cases, bags, and kits (without regard 
to size, shape, construction, or material from which made) for use in carrying 
toilet articles or articles of wearing apparel.” 

If, however, the druggist also handles jewelry he must instruct his employees 
concerning the collection of the tax on jewelry and he must warn them not 
to collect the tax on a “fountain pen, mechanical pencil, or smoker’s pipe-if the 
only parts of the pen, pencil, or the pipe which consist of precious metals are 
essential parts not used for ornamental purposes.” 

With these instructions, which are so clear to us and to the druggist and the 
pharmacist, the employees are prepared to do their loyal duty to their employer 
and to the Internal Revenue Service and, undoubtedly, they dutifully collect 
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the tax. It is obvious, therefore, that there is no reason why this tax cannot 
be collected accurately since it is a clear and understandable tax and since 
the employees undoubtedly have nothing other to do than to meet their customers, 
ascertain their wants, watch out for pilfering, arrange their stocks and attempt 
to keep both their employer and the general public in a reasonably happy mood 
in addition to worrying and thinking about their individual problems, all of 
this being done under the normal pressures of modern business life. 

In addition to the straight 10 percent which the employer and the employees 
must collect, the Internal Revenue, in an effort to be fair, has provided for 
different taxes on certain items such as hair care kits or home permanent kits. 
A tax is collected on the sale of these items, but it is not on the basis of 10 
percent of the sales price. There has developed and is developing a lengthy 
list of items on which the tax is computed not at the rate of 10 percent but on 
some sort of a formula which has been arrived at by conferences between the 
manufacturer and the Internal Revenue Service in Washington. By way of 
comment the local internal revenue offices are unable to advise the druggist 
or pharmacist concerning these items and again the merchant must “do the 
best he can.” 

As the tax is collected on each item the problem of accounting arises. In 
some instances, where the merchant has invested in the fairly inexpensive cash 
register costing only $400 or $500, he finds that no provision has been made to 
ring up his sales price, State sales tax and Federal excise tax on the cash 
register. Upon inquiry he finds he can purchase such a machine for around 
$2,000. However, since he has no such a machine, he attempts to provide two 
boxes beside each cash register, one for the State sales tax, and the other for 
the Federal excise tax. At the end of the day, around 11 p. m., or midnight, it is 
simple to arrive at the amount of tax due to both the State and the Federal 
Governments; that is, it is simple if he and his employees have remembered in 
each instance to put the actual sales price in the cash register, the excise tax 
in the excise tax box and the sales tax in the sales-tax box without getting 
confused while attempting to wait on and satisfy several impatient customers 
at the same time. 

Assuming, however, he and his employees are perfect throughout the year, 
he still has the problem of proving that he has dutifully collected and remitted 
his tax to the revenue agent who is “ordered” to check his records and to deter- 
mine whether or not the merchant has truly collected and remitted. And 
the merchant had better be ready to “prove himself” or stand ready to suffer 
severe penalties, including fraud charges and the penitentiary, not to mention 
civil assessments, penalties and interest. 

The small merchant possibly would be in a better position to prove his honesty 
if he employed certified public accountants to make monthly audits of his stock 
and to attempt to balance the stock purchases, the inventory on his shelves and 
the sales made during the month with the amount of taxes that he has in his 
excise tax box. This obviously would require a time-consuming inventory 
count and audit, and the accountant’s services, in most instances, are worth. 
and they are paid, from $7.50 to $10.00 per hour. There is no way to estimate 
the amount of time which would be required in an average drugstore or pharmacy 
to arrive at an accurate accounting of the excise tax. The merchant, obviously, 
would pay more for accounting services than the tax he would be required to 
pay. He would, however, be in a better position to protect himself from fraud 
charges and civil liabilities and penalties. 

The more fortunate drugstore operator who has invested approximately 
$2,000 in his cash register can, at least, show the revenue agent his tapes from 
his cash register and can show that tax was collected, and he can even show that 
he remitted to the Internal Revenue the total amount of tax which the tape 
indicates he owes. Even this merchant, however, cannot show that his employees 
have collected and “rung up” the tax due on each item sold through his store. 
To do this he too must show a balance of taxable stock purchased, taxable 
stock sold, and taxable stock still on his shelves. If he fails to do so, he too 
faces the possibility of criminal charges and civil penalties and tax liabilities 
and it is entirely possible that his clerks and employees, in order to be right 
have charged the purchasing public a 10 percent excise tax on every item in 
their particular department, irrespective of whether or not a tax was due on 
many of the items. 

It should be obvious, from a practical standpoint, that this tax is awkward 
and expensive for the retailer who is required to collect it or face the penalties 
for his failure to do so. The retailer is almost entirely at the mercy of his 









710 EXCISE TAXES 


employees since he, not they, is the responsible party and must suffer the 
consequences of their activities. 

At the same time the druggist or pharmacist is well aware that many grocery 
stores, barbershops, beauty parlors, and sundry mercantile stores do not collect 
the tax; many of these are honestly unaware of the fact that they are required 
to do so by Federal law. The druggist and pharmacist, however, are aware of 
this law and always have been aware of it and have attempted to cooperate with 
the provisions which apply to them to the best of their ability and knowledge, 
since all druggists and pharmacists have been advised of their responsibility 
by the various State and national pharmaceutical associations. The others, who 
are not druggists or pharmacists, in many instances do not belong to any such 
organizations which provide them with this type of information. ’ 

To this scrivener it is indeed amazing that the American pharmacist | and 
druggist can keep his shop or store open from 6:30 or 7:30 a. m. until il 
p. m. or midnight, be on his feet all day long accurately making up his prescrip- 
tions, some of which mean the difference between life and death to his customers, 
oversee his employees, wait on his drug-item customers, advise and consult with 
medical practitioners concerning dosages of drugs for patients, order his stocks, 
interview salespeople and wholesalers, keep up his payrolls, withold his with- 
holding tax and his FICA, accurately report and pay his unemployment insurance 
contributions, accurately report and pay his State sales tax, pay his mortgages, 
pay his State income tax, pay his Federal income tax, including his quarterly 
estimates, and remember at the same time to collect his luxury tax on this item 
and not to collect it on another, although both are similar in nature, and 
accurately report and pay in accordance with the provisions of the Internal 
Revenue Code, all while he is attempting to be a good local citizen and to pay 
all of his local taxes and at the same time attempt to lead what might appear to 
be a normal life for an American man or woman. Yes, it is amazing, but that is 
what he must do or suffer criminal charges and/or civil penalties and fines. 


(b) The internal revenue agent 


For the internal revenue agent it would appear, on the first reading of the 
law, that it would be simple to ascertain the tax which the merchant should 
have collected and should have remitted to the collector of internal revenue. 
However, in the performance of his duties the honest and sincere agent inevitably 
encounters situations which he cannot resolve either in favor of the Government 
or in favor of the merchant without considerable misgivings. If he arrives at 
the tax due from the expensive cash register tape, he still will not be satisfied 
in his own mind that a tax was collected on each and every sale. Undoubtedly 
without checking further he could well have a feeling or suspicion that all of 
the tax was not rung up, if collected, or a feeling or suspicion that the tax was 
neither collected nor rung up. The only way he can possibly arrive at a con- 
clusion which would meet the demands of his own honesty and of his duty to 
the Government would be for him to make a complete audit of the period in 
question, usually that of 1 year. 

If he decides to make the audit, or if he is instructed to do so, he presents 
himself to the druggist and requests the list of taxable items of merchandise 
which has been purchased from cosmetic houses, jewelry houses, and other whole 
salers or jobbers. He is handed an enormous stack of tickets and invoices and 
the agent then retires to attempt to determine how many taxable items were 
purchased by the merchant during the year in question. 

No sooner does the agent start going through the invoices than he finds that 
he does not know what items should be taxed or the amount of tax which should 
be collected on each and every item since the invoices only show the cost to the 
druggist and not the sales price. The agent does not have a list of the taxable 
items so, rather shamefacedly, he must ask the druggist which of the items 
are taxable. He then must attempt to determine the sales price which the 
druggist received on the sale of each and every item. Then the agent must 
attempt to arrive at how much taxable stock the druggist had no his shelves 
at the beginning of the period and how much taxable stock he had on his shelves 
at the end of the period. Then the agent must attempt to guess what the sales of 
the druggist were during the period in question, after deducting breakage, 
pilferage, and unsalable merchandise which was returned to the wholesaler or 
jobber together with other unsalable items that were merely thrown into the 
trash heap or given to the Salvation Army. 

This scrivener has been informed that in one particular instance one revenue 
agent quit because of the impossibility of the job and another agent was dis- 
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charged for his failure or inability to do the job which he felt should be done. 
Still another agent wound up a report and audit on one druggist, with apologies, 
since he was approaching his retirement age and dared not fail to make some 
sort of a report. 

A typical example of an audit in the handwriting of an agent is photostated 
and attached hereto. This computation is a masterpiece of guesswork and gross 
inaccuracies but the merchant involved, nonetheless, was required to and did 
pay the additional tax and penalty indicated thereon. He was informed by a 
local collector that if he did not, his bank account, stock, and store would be 
seized. He was also informed that he could not afford to contest the assessment 
since it would cost him more in accounting fees and attorney’s fees than the 
amount involved. Needless to say, he paid. 

Another druggist who happened to have an opening inventory and a closing 
inventory and who happened to have the expensive type of cash register in- 
formed the agents, who called at his store, of thuse facts and they cleared him 
without any audit. In either instance the agent or agents could not be remotely 
certain as to whether the tax was underpaid or everpaid. They were, however, 
fairly certain that they would have had considerable difficulty with the druggist 
who had the opening inventory, the closing inventory and the cash register tape. 
This druggist also employed accountants at considerable expense to “keep him 
in the clear.” In the first example shown, which is represented by the agent’s 
worksheet, the agent, in order to arrive at other years, merely multiplied the 
tax by 3 in order to cover a 3-year period. No audit of the other years was made 
and he merely guessed that the tax would have been the same if he had made 
an audit. This agent had to do something and the druggist paid with the 
theoretical gun in his ribs. 

As an afterthought, the druggist recomputed some of the figures taken off 
the invoices by the agent. The druggist found that the agent, in his confusion 
and through his lack of knowledge, had charged the druggist with refunds or 
credits given the druggist by the wholesaler and had assessed the druggist with a 
tax computed thereon as though such refunds or credits had been purchases. 

These instances are cited, not to embarrass any revenue agent or deputy 
collector and not to embarrass the Internal Revenue Service. It is generally 
considered that most of the representatives from the service are honest and 
sincere and attempt to do a conscientious job to the best of their ability. 

These instances are emphatically cited, however, to point out the awkwardness 
and unfairness of this method of collecting the luxury taxes. It appears rather 
unfair to impose this type of burden upon certain of our small merchants, the 
numbers of whom are few when considering all retail outlets. It is also unfair 
to our revenue agents and deputy collectors who have the duty imposed upon 
them to enforce the collection of these taxes. Both the druggist and the agent or 
deputy collector consider this type of taxation an impractical nuisance and both 
admit that the Government is not receiving the revenue to which it should be 
entitled. Both admit that the amount of taxes which the Government is collect- 
ing unnecessarily leaves behind it considerable ill temper, displeasure, and 
amazement over the fact that our American Government cannot devise a more 
workable system for the collection of the luxury taxes. Instinctively both the 
merchants involved and the deputy collector or agents realize that the hardship 
and confusion arising out of the collection and administration of the retail sales 
excise tax is disproportionate to the amount of tax collected. They conclude that 
the tax should be abolished or that a more efficient means of collection and ad- 
ministration should be devised. 


CONCLUSION 


This brief is not dedicated to the proposition that the luxury taxes should be 
abolished. We make no contention here that there is no need for the proceeds 
from the collections of the luxury taxes, since such determination should be 
advanced and made only by those who have a more intimate knowledge of the 
needs of our Government. We do not represent that we have such knowledge 
and we must assume that there is a need for taxes on items which have been 
found by act of Congress to be luxuries. Neither do we propose to argue that 
this item is a luxury and that item is not, even though we feel that perhaps a 
tax on a salesman’s sample and display case, which is a necessary part of the 
salesman’s equipment with which he earns his living, is not as fair as a tax on a 
beach bag. It also appears rather incongruous to find that Sen-Sen is taxable 
but Life Savers and gum are not. We only mention these examples to point 
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out the fact that the present retail sales excise tax is full of imequities and 
confusion. 

It is our purpose, however, to suggest and to respectfully urge a change in the 
administration and method of collection of this very awkward tax. The reasons 
which we cite to support our position have been covered above to some extent. 
Obviously, the above discussion does not attempt to cover all of the inequitable 
situations which have and will arise under the present law. 

We propose and suggest that the excise tax on luxury items be removed from 
the retailers and that they be placed on the manufacturer at the manufacturer's 
level. This suggestion, of course, is not new since by far the greater amount 
of taxable items and taxes collected thereon are received from the proceeds 
of a tax upon the sale of articles and items by the manufacturer, producer or 


importer, at the manufacturer’s level. 


We find that a tax at the manufacturer’s, producer's, and importer'’s level is 


collected on the following items: 


Automobiles 

Tires and tubes 

Gasoline 

Lubricating oil 

Household-type refrigerators. 

Household-type quick freezers 

Combinations of household refrigerators 
and deep-freeze units 

Air-conditioning units 

Electric, gas, or oil water heaters 

Electric flatirons 

Electric air heaters (not ineluding fur- 
naces ) 

Electric immersion heaters 

Electric blankets, sheets, and spreads 

Kleetric, gas, or oil appliances of the 
type used for cooking, warming, or 
keeping warm food or beverages for 
consumption on the premises. 


Electric mixers, whippers, and juicers 
Electric belt-driven fans 
EFlectric exhaust blowers 


Electric 
Electric 


or gas clothes driers 

door chimes 

Electrie dehumidifiers 

Electric dishwashers 

Electrie floor polishers and waxers 

Electric food choppers and grinders 

Electric hedge trimmers 

Electrie ice eream freezers 

Electric mangles 

Electric pants pressers 

Electric garbage disposal units 

Power lawnmowers 

Badminton nets, rackets, and racket 
frames (measuring 22 inches overall 
or more in length), racket string, 
shuttlecocks, and standards 

Billiard and pool tables (measuring 45 
inches overall or more in length) and 
balls and cues for such tables 

Bowling balls and pins 

Clay pigeons and traps for throwing 
clay pigeons 

Cricket balls and bats 

Croquet balls and mallets 

Curling stones 

Deck tennis rings, nets, and posts 

Fishing rods, creels, reels, and artificial 
lures, baits, and flies 

Computing machines 

Coin counters 


Diectographs 

Dictating machines 

Dictating machine, record-shaving ma- 
chines 

Duplicating machines 

Embossing machines 

Envelope-opening machines 

Erasing machines 

Folding machines 

Fanfold machines 

Fare registers and boxes 

Listing machines 

Line-a-time and similar machines 

Mailing machines 

Multigraph machines, typesetting ma- 
chines, and type-justifying machines 

Numbering machines 

Golf bags (measuring 26 inches or more 
in length) balls, and clubs (measuring 
30 inches or more in length) 

Lacrosse balls and sticks 

Polo balls and mallets 

Skis, ski poles, snowshoes, and snow 
toboggans and sleds (measuring more 
than 60 inches overall in length) 

Squash balls, rackets, and racket 
frames (measuring 22 inches overall 
or more in length), and racket string 

Table-tennis tables, balls, net, and 
paddles 

Tennis balls, nets, rackets, and frames 
(measuring 22 inches overall or more 
in length) and racket string 

Radio receiving sets 

Automobile radio receiving sets 

Television receiving sets 

Automobile television receiving sets 

Phonographs 

Combinations of any of the foregoing 

Radio and television components 

Phonograph records 

Cameras 

Camera lens 

Unexposed photographic film in rolls 
(ineluding motion-picture film) 

Electric motion- or still-picture pro- 
jectors of the household type 

Pistols 

Revolvers 

Firearms (other than pistols and re- 
volvers ) 

Shells and cartridges 
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Adding machines 

Addressing machines 

Autographic registers 

Bank proof machines 

Billing machines 

Cigarette, cigar, and pipe lighters 

Mechanical pencils, fountain pens and 
ball-point pens 

Bookkeeping machines 

Calculating machines 

Cardpunch machines 

Cash registers 

Change-making machines 

Check writing, signing, canceling, per- 
forating, cutting, and dating machines 
and other check-protector machine de- 
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Portable paper fastening machines 
Payroll machines 

Pencil sharpeners 

Postal permit mailing machines 
Punchcard machines 

Sorting machines 

Stencil cutting machines 
Shorthand writing machines 
Sealing machines 

Tabulating machines 
Ticket-counting machines 
Ticket-issuing machines 
Typewriters 

Transcribing machines 

Time recording devices 
Combinations of any of the foregoing 


vices 


And possibly last, but definitely not the least, there is a tax of 2 cents per 
thousand matches upon the sale by the manufacturer, producer and importer of 
matches, except that in the case of fancy wooden matches the tax is 5% cents 
per thousand matches. 

It may be contended that there would be great difficulty in collecting luxury 
tax through the manufacturer of hair oils and hair dressings and toilet powders. 
It might be contended that there would be great difficulty in collecting luxury 
tax on watches and clocks. However, we cannot believe that there would be 
any more difficulty in collecting a tax on such luxury items than there is at the 
present time in collecting a tax on an electric blanket, at the manufacturer's 
level. It is obvious that the matter of policing the collection and reporting of 
taxes at the manufacturer’s, producer’s, or importer’s level would place a much 
smaller burden on our Internal Revenue Service. At the present time our 
Kansas collector of internal revenue has in excess of 800 druggists and phar- 
macists establishments to police. We do not attempt to calculate the number 


of hardware stores, beauty parlors, barbershops, and sundries stores which 


should be policed and audited by our Kansas Internal Revenue Service. It is 
obvious that to do so conscientiously would be an impossible job requiring 
a tremendous number of internal revenue deputy collectors and agents. 

On the other hand a tax at the level of the manufacturer, producer or 
importer is now being fairly well policed by the Internal Revenue Service 
throughout the country. We do not feel that a substitution of the present 
retailer’s excise tax for a tax at the manufacturer’s level would increase the 
number of agents but it would, in all likelihood, decrease the present staffs or, 
at least, it would free these overworked men for more important duties. 

We do not contend that our motives in urging a change of the tax from the 
retailer’s level to the manufacturer’s level is done solely for the benefit of the 
Internal Revenue Service, even though this would be a natural result. Quite 
the contrary. 

We do contend that the retailer, the public, the revenue agents and col- 
lectors and the United States Treasury all would benefit. To the druggist and 
pharmacist for whom we speak it would result in a reduction of the hours 
which he must spend in collecting the tax, accounting for the tax, in instructing 
his employees as to the intricacies of the code and in the number of hours 
which he would spend with deputy collectors going over his accounts and in 
attempting to convince the collector of his honesty. It would eliminate one 
of the many nuisance duties that the pharmacist and druggist must perform 
both for the Federal Government and the State government. It would eliminate 
the hours ef worry which he spends in wondering whether or not his employees 
have collected and accounted for the tax. It would eliminate the hours of 
worry and nervous tension he undergoes during an audit by a deputy collector 
or while awaiting a threatened audit. 

As has been stated it most certainly would reduce the number of hours and 
days that a deputy collector would spend if he could check and audit the source 
of supply instead of being required to check the points of distribution. It 
most certainly would result in a greater amount of tax being paid to the 
United States Treasury, if the tax were collected from businesses and insti- 
tutions large enough to bear the burden and cost of the extra accounting which 
would be required. 
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It might be argued that a 10 percent tax at the manufacturer’s level would 
not produce sufficient revenue. If all the taxes due now were being collected 
under the present system, possibly this would be true. Assuming, however, that 
all of the taxes now are being collected under the present system, the same total 
net tax could be collected at the manufacturer's level, if, in most instances the 
tax were increased 5 percent at the manufacturer’s level, making the tax 15 
percent. For example, let us assume that a present item is sold by the manu- 
facturer at $1 to the retailer, that the retailer sells the item at retail for a 50 
percent markup or a total sales price of $1.50. Under the present law, to the 
sales price of $1.50, the retailer adds a 10 percent tax of 15 cents, making the 
total cost to the customer the sum of $1.65. Instead of this system, let us apply 
a 15 percent tax at the manufacturer’s level. Fifteen percent of the $1 cost 
to the retailer would be 15 cents and the retailer would compute his profit of 
the 50 percent markup on the actual cost of the item, i. e. $1, making a total of 
$1.50 which, with the 15 cent tax item added thereto, would result in a total 
cost to the customer of $1.65. 

It might be argued by the opponents of our suggestion that it would be 
unworkable and that the public would suffer, but we offer in rebuttal to such 
argument, the evidence which is borne out by the present list of items which 
currently are taxed at the manufacturer’s level. This list, as is obvious, is 
many, many times as long as the list of items taxable at the retail sales level. 
The method of taxation at the manufacturer’s level has worked with a much 
greater efficiency than the method of taxation at the retail sales level and a 
greater percentage of the tax due has been received by our Treasury. 

We, therefore, most sincerely urge that the retailers’ excise taxes be repealed 
and that a manufacturer’s tax be enacted without delay. 

It would be a most welcome relief to thousands of harassed retailers through- 
out the country. It would result in increased sales by manufacturers since many 
items are not being handled by the retailers on account of the nuisance of the 
retailers’ excise tax on those items. 

Respectfully submitted. 

KANSAS PHARMACEUTICAL ASSOCIATION. 


Schedule of computation of retailers’ excise tax, 1953 


Total purchases, 1953 times 1 $104, 353. 41 
Total taxable purchases (converted to 20 percent base) $3, 086. 42 
Percentage of purchases of taxable items____-__-____--_-___-_---_ 2, 957. 66 


Opening ‘inventory, GIF Tema losi ce Bhs ae eh $23, 412. 40 
Cioging’ inventory, @it° 1teM@iLl wie a a a en ca le 26, 359. 72 


Increase in inventory 
Increase in inventory taxable items ($2,947.32) 2.95766) 


Purchases of taxable items 
Etbe Tcvened th SU VOM OCT ivi icin eet be eben ween 


Cost’of sales tatabile itemiies ous esos leeds 
Less retail sales made at cost 


Cost of taxable sales made at retail__._......_.._____-__. a 
Markup 50 percent (based on 3314 percent discount) factor 


Selling price of sales at retail price 4, 050. 28 
Less pilferage and breakage, 2 percent 81. 01 


Net sales at retail price 8, 969. 27 
Plus-retail seles‘at ceeteul i i ee ole sib iene) euazsag 299. 00 


‘Total sales taxable items. lel 2 eke bee el i blk sce 4, 268. 27 
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Schedule of computation of retailers’ excise tax, 1953—Continued 


Tax due on sales to which tax is added 75 percent (4,268.27X0.75 


Tax due on sales made—tax included in price 25 percent ($4,268.27 
< 0.25 X 0.1675) 


Total tax due 1953 
Tax previeusly assessed 


Additional tax due for 1953 


Cost of sales 1953 ($104,353.41—$2,947.32 101, 406. 09 
Ratio of total tax due to cost of sales________----------- 818.08: 101, 406. 09 


Computation of tax, other years: 2 
1952: cost of sales ($110,775.85 < 0.00806736) 93. 51 
Tax paid : 


Additional tax due 


1953: cost of sales ($102,406.33 X 0.00806736) 
Tax paid 


Additional tax due 


Total additional tax due, 3 years 
Penalty (ad valorem penalty applies to the amount of deficiency or 
additional tax which is applicable to the periods for which returns 
were filed delinquent) 


Total additional tax and penalty 


Mr. Foranp. The next witness is Mr. Lee Hill. 
Mr. Hill, please come forward and identify yourself for the record. 


STATEMENT OF LEE HILL, HOUSTON, TEX., APPEARING IN BEHALF 
OF THE MID-CONTINENT OIL & GAS ASSOCIATION 


Mr. Hitz. Mr. Chairman, and members of the committee, I am Lee 
Hill, from Houston, appearing here as a representative of the Mid- 
Continent Oil & Gas Association, an association consisting of some 
7,500 members of the oil and gas industry. I am an employee, of one 
of those members, Humble Oil & Refining Co. I have an 11-page pre- 
pared statement that I believe you gentlemen have. I shall not read 
it, but I would like it filed as if I had read it. 

Mr. Foranp. That will be placed into the record at this point. 

(Statement referred to follows :) 


STATEMENT oF Ler Huw on Bewarr or Mip-Continent Om & Gas 
ASSOCIATION 


Mr. Chairman and honorable members of the subcommittee, I am 
Lee Hill, an attorney, of Houston, Tex. I appear as a representative 
of the Mid-Continent Oil & Gas Association, being a member of its 
excise-tax committee. It is a trade association of some 7,500 members 
representing persons and companies engaged in every phase of oil 
and gas operations in the midcontinent area of the United States. 
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INTRODUCTION 


The purpose of my appearance is to respectfully urge you to consider 
the need for clarifying legislation in the case of the taxes imposed by 
sections 4261 and 4271 of the code on amounts paid for the transpor- 
tation of persons and property as they may affect certain oil and gas 
operations in the inland and offshore waters of the United States. 

These taxes were intended to apply generally to amounts paid to 
common carriers and similar transportation agencies for the trans- 
portstien of persons and propersys It was not intended that they 

applied to all methods by which persons or property are moved, 
conveyed, or transported. 

Because some forms of transportation are taxable and others are 
not, there has arisen a considerable amount of confusion and con- 
troversy as to the applicability of these taxes to some types of trans- 
portation. Some of these controversies have resulted in litigation. 
Congress has enacted clarifying provisions in some of the contro- 
versial areas.1 In recent years the Internal Revenue Service has ruled 
that these taxes are applicable to certain inland and offshore opera- 
tions of the oil and gas industry. We do not agree with this ruling, 
which is the reason for this appearance. 

This discussion of the scope of these two taxes is not limited to the 
operations of the oil and gas industry, but applies, in an to the 
operations of any business or industry involving similar or analogous 
operations. However, the following discussion of facts is limited 
necessarily to those of the oil and gas industry. 


FACTS 


The transportation of persons and property, with respect to which 
clarifying legislation is suggested, is the movement of persons and 
property by boats and planes over the inland and offshore waters of 
the gulf coast and California areas of the United States. These water 
operations are an essential and integral part of the exploration, devel- 
opment, and producing functions of the oil and gas industry. 

The search for oil and gas in these areas has been going on for more 
than 25 years. Numerous oil and gas fields have been discovered and 
developed. At the present time there is perhaps as much oil and gas 
activity in the Louisiana coastal area—inland and offshore—as in any 
other comparable area in the United States. These operations are 
conducted in marshlands, shallow lakes, bayous, lagoons and other 
inland waters as well as in the submerged lands offshore. 

These water operations are much more expensive than land opera- 
tions. One of the principal reasons for the higher cost is that these 
operations require the use of all types of marine equipment. This 
marine equipment includes tugs, converted LST’s and Coast Guard 
cutters, quarter boats, luggers, speedboats, crew boats, and other boats 
for transporting or housing employees and personnel, as well as sub- 


1The 1951 amendment providing an exemption from the tax on persons for amounts 
paid for transportation by beat for the purpose of fishing. sec. 493, Revenue Act of 1951, 
65 Stat. 452, 538 (sec. 4263 (c), 1954 code) ; and the 1951 amendment exempting from 
the tax on property amounts paid for the transportation of earth, rock, or other material 
excavated within the boundaries of, and in the course of, a construction project and 
transported to any place within, or adjacent to, the boundaries of such project, sec. 495, 
Revenue Act of 1951, 65 Stat. 452, 539 (sec. 4272 (b), 1954 code). 
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mersible drilling barges and barges on which have been constructed 
powerplants and machine shops, in addition to barges used to carry 
explosives, fresh water, fuel, and other property, material, and sup- 
phes. Amphibian planes are used to a limited extent. In recent 
vears, helicopters have been used by some companies to a substantial 
extent in transporting employees and other personnel to offshore 
locations. 

Some of this equipment is owned by the oil companies. In addition, 
most of the companies contract for the use of boats to carry out their 
exploration, drilling, development, and producing operations. Some 
companies contract for the use of helicopters. 

I would like to point out that generally the employees and other per- 
sonnel, as well as property, are concentrated at land locations in as 
close proximity as possible to these water operations. For example, 
the pipe and other property has first been moved to onshore points of 
concentration by rail or other conveyance and stored in warehouses or 
yards. The employees live at or near these concentration points or 
report for work at these points. 

While there is a variety of methods by which marine equipment and 
planes are rented or leased, the following discussion relating to crew 
boats, tugs, and helicopters is typical of the methods employed. 

These crew boats, tugs, and helicopters are leased or rented by con- 
tract, the term of which may be daily, weekly, monthly, or for longer 
periods. In practice, most of these vessels are under lease or rental for 
substantial periods of time, in many cases for years. ‘The considera- 
tion agreed upon with the owners includes the services of a person to 
operate the vessel and the services of a crew, if more than one operator 
is required. The consideration is payable irrespective of the amount 
of time the vessels are in actual operation for the lessees and irrespec- 
tive of the number of persons or amount of property transported. 
The lessee is required to furnish the fuel and lubricants for the opera- 
tion of the vessel. The vessel and operator, or crew, are subject to 
24-hour duty, since oil and gas operations are conducted on a 24-hour 
basis. The oil-company lessees direct the operators of these vessels 
as to where and when they are to go and the property or persons 
they are to carry. These are exclusive contracts in the sense that the 
vessel may not be used by the owner in the performance of any service 
for gs other than the lessee. 

The crew boats and helicopters are used to carry employees and 
other personnel to and from the leases, wells, or drilling rigs where 
they work. The tugs are used principally to tow barges loaded with 
materials, equipment, and supplies from the points of concentration 
mentioned above to the leases, wells, or drilling rigs, or from one site 
of operations in the field to another. In many cases the crew boats 
will carry a shift of workers to work, will stand by until the crew has 
completed its work, and then return the workers to the concentration 
point. Standby at the site of the work is necessary for emergencies, 
such as the injury of workers on the job. There is usually a crew boat 
standing by at the site of each well being drilled, except in cases where 
helicopters are used in transporting the workers. 

These vessels are engaged in the transportation of persons and 
property only a very small percentage of the time for which they are 
leased or hired. The remainder of the time these vessels are idle or 
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standing by. In one instance the monthly operating time of crew 
boats was less than 13 percent, in another instance it was less than 11 
percent, and the operate time was less than 13 percent for a normal 
month of operations in the case of one company leasing helicopters. 


DISCUSSION 


An analysis of the provisions taxing amounts paid for the transpor- 
tation of persons and property clearly shows, as stated above, that the 
Congress did not intend that these taxes were to be applied to all 
methods by which persons or property are moved, transported, or 
conveyed. One transporting persons or property in equipment owned 
and operated by him is not subject to tax. The tax on property is not 
applicable to amounts paid to persons not engaged in the business of 
transporting property for hire. The tax on persons is not applicable 
to amounts paid for certain commutation travel. The 1951 amend- 
ments exempted amounts paid for transportation by fishing boat and 
certain payments for the transportation of excavated material within 
the course of a construction project. 

In controversial areas where an exclusion or specific exemption was 
not involved, the courts have repeatedly expressed the view that not 
all transportation of persons and property is subject to tax. In all of 
these cases, however, there was some movement or carriage of persons 
or property. In one case the court expressed the view that the statute 
evidenced an intent only— 
to subject to tax liability payments made for transportation in the manner and 


by the means as the language employed is commonly understood in the light of 
present day transportation practices and custom.” 


The court said in another case: 


“Clearly an operation of this character is not transportation wpon which a tax 
may be imposed under the provisions” of the law.’ 


In a third case, the court said: 
This operation bears no relationship to transportation as understood generally.* 


These decisions are referred to to indicate that the courts have con- 
cluded also that there was no legislative intent to tax each and every 
movement of property and persons. 

There are several significant factors which distinguish the boat and 
plane operations of the oil and gas industry from transportation of 
persons and property as that term is generally understood. These 
are: 

1. The boats, tugs, and helicopters are leased for a term and paid for 
at a daily rate whether or not used for transporting persons or 
property. 

2. The consideration paid does not depend on the number of trips 
made, the distance traveled, the number of persons transported, or the 
amount of property carried. 

3. The vessels are under the general direction and control of the 
leasing oil companies in that they control the time when the trips are 
to be made, places they are to go, when they return, etc. 


1 Footnote on p. 716. 

2 Lyle v. U. 8.,.76 F. Supp. 787. 

® Smith v. U. 8.,110 F. Supp. 100. 

* Castle Shannon Coal Corporation v. U. 8., 92 F. Supp. 163. 
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4, The equipment is in operation in See persons or prop- 
erty only a small percentage of the time. The percentages referred 
to above appear to be representative for the industry. 

5. All fuel used in the operation of these vessels is furnished by the 
leasing oil companies. 

6. The distances traveled one-way by these boats are relatively short, 
being only a few miles in the usual case. These distances range from 
4, 5, or 6 miles to 10, 12, or 15 miles in the normal case. They do not 
travel more than 20 or 25 miles as a general rule. The reason for these 
short distances is that the points of concentration for these operations 
are located at field, district, and local offices as close as possible to the 
leases being drilled, developed, or produced for reasons of efficiency 
and economy. Many of the offshore leases are within 3 miles of shore. 

7. These operations are conducted to a substantial extent on prop- 
erty owned or leased by the oil companies. ‘The leased vessels when 
idle or standing by are located on property owned or leased by the oil 
companies, either (a) on leases owned by the oil companies while they 
are at the drilling rigs, wells, or other field locations where the explor- 
ation, drilling development and producing operations are being con- 
ducted or (&) at dock sites owned or leased by the oil companies while 
the boats and planes are waiting for orders. While in operation, a 
substantial portion of the distance traveled in many instances is across 
property owned or leased by the oil companies, either across 
the oil and gas leases owned by the oil companies or through channels 
which have been dredged by the companies and for which rights-of- 
way have been obtained. In many cases the public waters are shallow 
and it is necessary for the companies to dredge channels so that the 
boats may travel to and from the oil and gas leases.® 

It is apparent from an analysis of these operations, including the 
factors which distinguish them from transportation in the commonly 
understood sense, that these boat and plane activities constitute an 
integral and necessary part of the exploration, drilling, development, 
and producing business in which the oil and gas industry is engaged 
in these inland and offshore waters. Operations which constitute an 
integral part of a productive business or enterprise are not transporta- 
tion—they are the business—in this case the business of looking for 
and producing oil and gas. The Congress has recognized that in 
certain construction projects the removal of earth, rock, and other ex- 
cavated substances constitutes an integral part of the construction 
business and that the removal or transportation of these materials 
should not be taxed.© I doubt that it was ever intended that trans- 
portation or movements of persons or property constituting an in- 
tegral part of an enterprise or business should be subjected to these 
transportation taxes. At least, this has been the view expressed in 
some of the court decisions involving these taxes.’ 

There is another reason why these boat and plane operations should 
not be taxed, in addition to the fact that they do not constitute trans- 


5Some one or more of these seven factors ere involved in cases in which the courts 
held that taxable transportation was not involved. Kerns et al. v. U. S., 204 F. (2d) 818; 
Ellis € Sons v. U. 8., 187 F. (2d) 698; Williama v. U. 8., 72 F. Supp. 300; Lyle v. U. 8., 
76 F. Supp. 787; Continental Oil Company v. Jones, 91 F. Supp. 880; Edward Hines 
Lumber Co. v. U. 8., 51-1 USTC 9326; Castle Shannon Coal Corp. v. U. 8., 98 F. Supp. 163. 

* Sec, 4271 (b), Internal Revenue Code. 

* Ellis & Sons, Inc. v. U. 8., 187 F. (2d) 698; Kerns et al. v. U. 8S., 204 F. (2d) 813: 
Williams v. U. 8., 72 F. Supp. 300; Lyle v. U. S., 76 F. Supp. 787; Continental Oil Com 
pany v. Jones, 91 F. Supp. 880; Pdward Hines Lumber ompany v..U. 8., 51-1 USTC 
9326 ; Castle Shannon Coal Corp. v. U. 8., 98 F. Supp. 163. 
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portation as that term is generally understood and the fact that they 
are an integral part of the oil and gas business. This reason is that 
the employees of these companies are in fact commuting to and from 
work when they are transported from the aforementioned points of 
concentration where they live to their assigned work locations and 
then returned upon completion of their shift or tour of duty. When 
Congress enacted the tax on amounts paid for the transportation of 
persons, it made it clear that persons who commuted to and from work 
were not to be taxed. This was made clear by specifically exempting 
certain amounts paid for commutation travel.® 

It is immaterial whether the payment for commutation travel is 
made by the commuter, his employer, or some other person, for this 
exemption to apply. The transportation of oil-company employees 
to and from their places of work in the inland waters and offshore 
seems to fall generally within the scope of the commutation travel 
exemption of the law. The distances traveled are short and the trips 
are frequent, usually daily. There is the difference that the trans- 
yortation is provided by the employer and that no tickets are issued. 

hese differences would not seem to us to be sufficient to permit an 
exemption in one case and require the payment of a tax in the other. 


CONCLUSION 


The Mid-Continent Oil & Gas Association is of the opinion the op- 
erations described above are not subject to the taxes imposed on pay- 
ments for the transportation of persons and property for the reasons 
given above. We do not believe the Congress intended to subject such 
operations to tax. In order to eliminate further confusion and con- 
troversy which will result from the position asserted by the Internal 
Revenue Service, the Mid-Continent Oil & Gas Association respect- 
fully urges you to enact legislation to make it clear that this type of 
operation is not taxable. 

Mr. Hix. I would like to point out several of the major points 
contained in this statement. 

Our problem here is in the transportation tax area, as it affects some 
of our oil and gas operations, particularly oil and gas operations in the 
coastal waters and inland waters, especially in the Louisiana and 
Texas areas. 

As you gentlemen know, the transportation tax, both on persons and 
on property, does not apply to all transportation. If you move in 
your own vehicles, the tax doesn’t apply. In the case of the property 
tax, if the transporter is not engaged in transportation business for 
hire, the tax is not applicable. Asa result of the fact that some move- 
ments are taxable and others are not, of course, there has arisen a good 
deal of controversy in some areas. 

The Internal Revenue Service has ruled that the operations that 
I am describing here are subject to tax, and if clarifying legislation 
is not enacted, we will have a good deal of confusion and controversy 
in that area. 


8 Sec. 4263 (a), Internal Revenue Code. 

In the House committee report it was said that “a commutation ticket entitling a 
person to transportation for a certain number of trips between 2 points is not subject 
to tax if the distance between the 2 points is less than 30 miles. These provisions will 
exempt local streetear, bus, and taxi: service, including amounts paid for tokens and 
passes. Amounts paid for commutation tickets for 1 month or less are also exempt from 
tax."’ H. Rept. 1040, 77th Cong., 1st sess., 1941-42 CB 413, 459. 
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Of course, you also know that in the past, in some of these contro- 
versial areas, you have enacted clarifying legislation; with respect to 
fishing boats, for example, and excavation work in the course of con- 
struction projects. ) 

I would like to point out that the principle that I am discussing 
here is not limited to oil and gas operations, but, of course, they are 
the only operations that I am thoroughly familiar with. I think the 
principle is equally applicable to any other type of industry where 
you have transportation that is an integral part of the business. In 
our oil and gas operations in these inland and offshore waters, it is 
necessary for us to rent or lease boats, tugs, helicopters, and other 
types of vessels to move our persons and employees and property 
around in these oilfield areas. We do not think the operation of leas- 
ing these boats, with operators, constitutes transportation for seven 
reasons, or at least we should say that they are to be distinguished 
from transportation in the ordinary sense in seven respects: 

1. They are leased at a daily rate, irrespective of the use. The 
terms of the contracts usually cover substantial periods of time. Many 
of these boats are under lease for periods of years, and certainly for 
periods of months. They are under 24-hour lease, so they are subject 
to call at any time. 

2. The consideration and rental is not dependent upon the per- 
formance of any service. 

3. The vessels are under the general direction and control of the 
lessees. We tell them where to go, when to go, what they will carry, 
and all other matters of that type. 

4. The lessee furnishes the fuel that is used in the operation of these 
vessels, 

5. We are considering only short distances, in any cases 2, 4, and 
6 miles to 15 miles. It is not normal for the vessels to operate distances 
of 25 and 30 miles, although some of them do. 

6. To a large extent, these movements occur on the premises of our 
operations. They stand by a substantial period of time, and, of 
course, the places where they are standing by are on properties leased 
by the oil companies, and while they are out on the job, to a substan- 
tial extent they are on leases that are under lease by the oil and gas 
producers. 

7. Finally, the vessels that we are concerned here with, the helicop- 
ters and crew boats, personnel boats, and tugs, are in operation only a 
very small percentage of the time. Some tests have been made which 
indieate that 15 percent is the outside figure on the time that they are 
in use. 

In addition to those reasons why we do not think it is transportation 
in the first place, would like to point out that it is not transporta- 
tion also for the reason that it is the oil and gas business. It is just 
not transportation, but it is the oil and gas business. 

I would like to point out that the movements of the property and 
the persons have already occurred. We have moved the property 
and the employees to these jumping off places in the smaller districts 
throughout the operating area, and they report to work, or the prop- 
erty is picked up at places these boats take off from. So the trans- 
portation by rail or by vessel, and any other methods employed, has 
accumulated the property we are talking about transporting here. It 
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has been accumulated in these local areas near the oil and gas field. 

Another point that pertains only to the persons’ tax is that we feel 
that the transportation of persons is analogous to commutation travel. 
These people live at the site of these district headquarters or field 
headquarters, and all we are doing is getting those folks to and from 
work every day. In most cases, the distances, as I have indicated, are 
short—5, 10, 15 miles. 

Mr. Foranp. This is a question that has been taken up a number 
of times with the Bureau of Internal Revenue, I understand, and 
while you people take the position that the transportation tax should 
not apply in a case of that sort, because you are moving your own 
people in your own leased vessels within your own area, the Bureau 
of Internal Revenue continues to impose a transportation tax ? 

Mr. Hitt. It continues to assert the taxes.are due; yes, sir. 

Mr. Foranp. That is the same testimony that we received last year 
before our subcommittee, and I do not recall now just what we did 
with it, but I assure you we will go over that again as soon as we can 
get into executive session. 

Mr. Hitz. Thank you very much. 

I wanted to conclude by saying, first, we do not think it is taxable; 
second, we do not think Congress intended to tax this type of opera- 
tion. 

We would appreciate your consideration of clarifying legislation 
to make it clear that these operations are not taxable. 

Mr. Foranp. I just wanted to let you know that we are familiar 
with that particular problem of yours, and that the committee has 
been very sympathetically trying to reach some conclusion that would 
bring relief. 

Mr. Hitt. Thank you, Mr. Chairman. 

Mr. Mason. It is simply a matter of clarifying what we intended 
when we passed this transportation tax. There are none of us who 
intended that it should apply to leased vessels in connection with the 
regular business that you have to carry on. As you say, you have to 
transfer your people from one place to another, from where they live 
to where they are going to work, all a part of your regular business 
and not a part of transportation in general. All we have to do is to 
have it clarified so that the Department of Revenue will know what 
we intended. 

Mr. Foranp. Are there any further questions? 

If not, we thank you very much, Mr. Hill. 

Mr. Hitz. On behalf of Mid-Continent, I want to express our ap- 
preciation for your time and courtesy. 

Mr. Foranp. Thank you. 

The next witness is Mr. Donald Burnham. 

Come forward, please, sir. Identify yourself for the record, and 
also the gentleman who is with you. 


STATEMENT OF DONALD C. BURNHAM, VICE PRESIDENT, PITTS- 


BURGH PLATE GLASS C0., ACCOMPANIED BY CHARLES R. PASCOE, 
TAX ATTORNEY 


Mr. Burnuam. Mr. Chairman, my name is Donald C. Burnham. I 
am vice president in charge of the merchandising division of the 
Pittsburgh Plate Glass Co., of Pittsburgh. The gentleman on my 
right is Mr. Pascoe, our tax counsel. 
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Mr. Foranp. The Chair has been informed that you do not have a 
prepared statement, but will submit one for the record. 

Mr. Burnuam. That is correct; yes, sir. 

Mr. Foranp. You now want to make a brief oral statement? 

Mr. Burnuam. Yes, sir. 

Mr. Foranp. We will be glad to hear you. 

Mr. Burnuam. I wish to address myself to the inequity and discrim- 
ination which exists in the determination of the base for applying the 
manufacturers’ excise tax on automotive glass. The tax on automo- 
tive glass is imposed by section 408-1 (b) of the Internal Revenue Code 
of 1954. The section relates to automobile parts and accessories. 
When the manufacturer of automotive glass sells to the automobile 
manufacturer for original installation, there is no tax. That is sec- 
tion 422-0 (2) of the code, because the automobile itself is taxed in its 
entirety. We are dealing, therefore, with automotive glass which is 
used for replacement. It is only this type of glass with which we are 
concerned. 

Since the Pittsburgh Plate Glass Co. sells the major portion of its 
automotive glass for replacement purposes through its own distribu- 
tion outlets, the tax must necessarily be paid on the wholesale price 
rather than upon the manufacturer’s price. All of PPG’s competitors 
pay the tax at the lower level of manufacturing, since they do not own 
distribution outlets. This is a serious competitive disadvantage for 
PPG. Let me illustrate. 

When a PPG competitor, manufacturing competitor, sells to an in- 
dependent distributor, the tax falls at the level of the manufacturer’s 
price. Thus, an article sold by a PPG manufacturing competitor to 
an independent distributor for $10 would bear, at 8 percent, a tax of 
90 cents. The distributor who has purchased the article has a cost of 
$10.80, and can sell it without further concern for the excise tax. If 
this independent distributor sells it for $20 to a dealer or retailer, the 
excise tax which the article bears is, nevertheless, limited to the 80 cents 
as determined by the price of $10 for which the article was sold to him 
by PPG’s competitor. 

In the case of PPG, however, which sells mainly through its com- 
pany-owned distribution system to dealers, if it sold at the same $20 
price, the tax to PPG would be $1.60, or twice the amount paid by its 
competitor. The result is a lack of uniformity in the tax base as 
between different methods of distribution, and the imposition of the 
manufacturer’s excise tax upon warehousing, sales, transportation, 
and other distribution costs in the case of PPG, which are in no proper 
sense a part of a manufacturer’s price. 

All this results from interpretation by the Internal Revenue Service, 
which is found in its published regulations. The wording of the stat- 
ute which applies to the manufacturer, producer, or importer, makes 
it clear that the intent of Congress was to tax at the manufacturer’s 
level. Two bills were introduced in the last session of Congress which 
would effectively make this tax one levied only on manufacturing costs. 

The first bill, H. R. 12298, introduced as a result of the hearings 
held by this committee last year, would permit a manufacturer selling 
to both wholesalers and retailers to use its price to wholesalers as its 
tax base. Unfortunately, this would still leave room for interpreta- 
tion, and might well result in a continuation of certain inequities pres- 
ent under the current regulations. 
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The second bill, H. R. 2387, which, by the way, was introduced by a 
(listinguished member of your committee, Mr. Eberharter, would levy 
the tax upon automotive replacement glass at the rate of so many cents 
per square foot. It has the advantage of not being subject to varying 
interpretations, in addition to being more easily administered ‘than 
the present law. 

We urge that this committee present to the Congress legislation 
which will cure the inequity that 1 have discussed. 

Thank you very much for your attention. 

Mr. Foranp. Mr. Burnham, does your concern have any distribu- 
tors other than through your own stores? 

Mr. Burnuam. Yes. We sell about 18 or 20 percent of this par- 
ticular product to outside distributors. 

Mr. Foranp. Does that not bring you within the purview of section 
116, I think it is? 

Mr. Burnuam. I will have to ask my counsel that. 

No, apparently not. 

Mr. Foranp. Mr. Eberharter ? 

Mr. Enernarter. Mr. Burnham, I am under the impression that you 
could establish a constructive price under the bill, H. R. 12298, and, 
therefore, not pay the tax on the retail price. 

Mr. Burnuam. Establish a wholesale price? I didn’t quite hear 
you, Mr. Eberharter. 

Mr. Esernarrer. You can establish a constructive price, at what 
you would sell the item to a wholesaler for and pay a tax on that 
amount instead of paying the tax on the amount the consumer actually 
pays. Is that not true? Maybe Mr. Pascoe can answer that. 

Mr. Pascor. This is true, Mr. Eberharter, if two conditions are met, 
one that this is the usual method of doing business. We are the only 
factory in the glass industry that has our own distribution outlets. 
Consequently, there was a fear in our minds that the Internal Revenue 
Service might again say that as a result of this fact, this was not the 
ustial method of distribution in industry. These are matters which 
Mr. Paul went into in his testimony on Monday of last week, with 
which I am sure the committee is familiar. 

Mr. Eseruarter. We were very much concerned about that prob- 
lem. We realize the inequities where the manufacturing concern has 
its own outlets. They occur in many different ways, too, aside from the 
one that you complain about. I think the committee would be anxious 
to correct. those inequities if it could, provided it produces the same 
amount of revenue. 

On your suggestion that you pay the taxes on the square footage 
basis, I think the Treasury objects to that because some of the glass is 
rounded, and some of the glass is tinted. It would be hard to deter- 
mine just the number of square inches or square feet in a rounded 
windshield. 

Mr. Burnuam. That might appear to be the case, but the fact is 
that on all the sizes we sell, either curved or flat, we name the square- 
inch area in each of them. 

Mr. Exernarter. As a practical matter, you could determine the 
square-foot basis? 

Mr. Burnuam. Yes, very definitely. 

Mr. Enernarter. Whether it is rounded or not ¢ 

Mr. Burnuam. Yes, sir. 
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Mr. Enernarrer. Insofar as the tinting is concerned, would. that 
make a difference? Would that be hard to administer / 

Mr. Burnuam. The tinted glass sells at somewhat higher, but in 
the proposals that, we made, we made a study of our business and 
developed a square foot price at that particular time, which would 
not have cost the department of revenue anything. The return 
would have been equal, I am sure, with the existing return. 

Mr. Eseruarter. In other words, you do not ask for a reduction 
of taxes, but all you are asking is an equitable adjustment of the base ¢ 

Mr. Burnuam. We would like to be placed on the same level as our 
competition. We don’t like to be discriminated against, and we don’t 
think that the Congress had any intent that we or any other company 
be discriminated against. It is just a matter of interpretation by 
the department of revenue. They have put us in a spot in which 
we have been for 2 years now. 

Mr. Esernartrer. Do you want to state for the record, or if you 
prefer not to it is all right with me, whether or not your competitor 
would object to the changes suggested by you? They have voiced 
no objection, so far as I know. 

Mr. Burnuam. I doubt that they would. They might. You 
never can tell. 

Mr. Exsernartrer. Up to now they have not voiced any objection / 

Mr. Burnuam. Not to my knowledge; no. 

Mr. Espernarter. Not to mine either. 

Thank you, Mr. Burnham. 

Mr. Krocu. May I say this to Mr. Pascoe: It is my understanding 
that the subeommittee’s recommendations sought to reach as satis- 
factory a solution as possible of the problem of the base on which 
the manufacturers’ excise would be computed and that was the moti- 
vation for including in the recommendation that there be a sufficient 
number of arm's length sales to establish a wholesale price. We then 
provided that the sales to company-owned retail outlets would be 
on that base. Would that not cover your situation ? 

Mr. Pascor. Did you say sales to company-owned outlets / 

Mr. Burnuam. Arm’s length sales. 

Mr. Kroexn. If you had a sufficient number of sales to independent 
wholesalers to establish what is your wholesale price, that that price 
would be the base upon which your tax all be computed with 
respect to shipments to a company-owned retail outlet. 

Mr. Pascor. Yes, with the added proviso that the normal method 
of selling in the industry is one to wholesalers and not to retailers. 

Mr. Kerogi. My recollection is that we did not mean to limit it to 
only the cases where the normal method of distribution is one way 
or another. The only situation that I think we have not been able to 
do anything about for many reasons is where a manufacturer sells only 
through its controlled retail outlets, but with respect to a manufac- 
turer who makes a sufficient number of sales to independent whole- 
salers, I thought the subcommittee was intending that that then 
would be the basis for computing the manufacturer’s excise tax on 
all his sales. 

Mr. Mason. That is true, with the exception that we did not de- 
termine just how many of these arm’s length sales should set the 
standard for the wholesale price. 
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Mr. Keocu. That is right. We rejected the proposal that there 
must be a minimum percentage. 

Mr. Mason. Yes. 

Mr. Kroeu. On the theory, I think, that less than that minimum per- 
centage might be sufficient to establish what the normal wholesale 
price would be. 

Mr. Exsernarter. Let me ask you this: Does the word “normal” 
appear in any of the correspondence you had with the Treasury or does 
it appear in the eeconidningtatbatia of the committee? 

Mr. Pascon. It appears in the subcommittee’s report. 

Mr. Exspruarter. The word “normal”? 

Mr. Pascor. Yes; normal method of distribution. 

Mr. Exseruarter. So your fear is that they may seize upon that 
word as not being applicable to your company because the sales are 
not wholesale? They are a little unusual; such a small percentage, in 
other words? 

Mr. Pascor. We simply fear anything that is open to the various 
interpretations which we have had before us right here. 

Mr. Esernarter. Can you think of language that could take care 
of your situation? Do you think you can draw up a suggested amend- 
ment that might take care of your situation ? 

Mr. Pascor. We have discussed such language with the Treasury 
Department for nearly 2 years and it was this that led us to a specific 
basis, being on a square-foot basis, because of the inability to get peo- 
ple to agree on the meanings of language with regard to constructed 
sales price. 

Mr. Exernarter. So you had a lot of discussion with the Treasury 
on it. Thank you. 

Mr. Mason. Mr. Chairman—— 

Mr. Foranp. Mr. Mason? 

Mr. Mason. This question arises in my mind: If I am a manufac- 
turer of plate glass for automobiles, and I have not my own outlets, 
then I sell that plate glass, we will say, for $10, as you said, and then 
he, in turn, marks up and everything else and sells it for $20. You 
are a manufacturer and you have your own outlets, and you sell 
through your own outlets this thing for $20 and you say you do not 
want to pay on that $20 because that is not a manufacturer’s cost or 
price. 

If we permit you to do that, we are giving you the advantage over the 
fellow that does not maintain his own outlets and so you are getting 
by with the same tax as the small manufacturer who has no outlets 
of his own gets by and you are making this additional profit which, in 
his case, the wholesaler would make. 

Mr. Burnuam. Running a distribution business is not always highly 
profitable. 

Mr. Mason. No, no; I know. 

Mr. Burnuam. It has its hazards. 

Mr. Mason. I know this extra $10 would be eaten up by the cost of 
operating, but you would still be able to probably make a great deal 
more than he would. 

Mr. Burnuam. Is the point not that one company should be taxed 
equally with another? Is that not the point that we are talking about, 
Mr. Mason? 

Mr. Mason. Oh, yes. 
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Mr. Burnuam. In other words, you would not want to discriminate 
against the Pittsburgh Plate Glass Co. simply because it has its own 
distribution outlets, would you? 

Mr. Mason. No, and if I had my way it would be on a specific basis, 
on the footage, as you say, and that would obviate all of this trouble 
if it were done that way. 

(Mr. Burnham’s prepared statement, later submitted, follows :) 


PITTSBURGH PLATE Guiass Co., 
Pittsburgh, Pa., December 5, 1956. 


Subject: Statement by Donald C. Burnham, vice president in charge of the mer- 
chandising division of Pittsburgh Plate Glass Co. concerning section 4061 (b) 
of the Internal Revenue Code of 1954. 


Hon, AIME J. FoRAND, 
Chairman, Subcommittee on Eacise Taw Technical and Administrative Prob- 
lems, Committee on Ways and Means, 
Washington, D. C. 


Mr. CHAIRMAN AND GENTLEMEN OF THE COMMITTEE: My name is Donald C. 
Burnham. I am vice president in charge of the merchandising division of the 
Pittsburgh Plate Glass Co., of Pittsburgh, Pa. I wish to address myself to the 
inequity and discrimination which exist in the determination of the base for 
applying the manufacturers’ excise tax on automotive glass. 

The tax on automotive glass is imposed by section 4061 (b) of the Internal 
Revenue Code of 1954. The section relates to automobile parts and accessories. 

When the manufacturer of automotive glass sells to the automobile manufac- 
turer for original installation, there is no tax (sec. 4220 (2) of the code) because 
the automobile itself is taxed in its entirety. We are dealing therefore with 
automotive glass that is used for replacement. It is only this type of glass 
with which we are concerned. 

Since Pittsburgh Plate Glass sells the major portion of its automotive glass 
through its own distribution outlets, the tax must presently be paid upon the 
wholesale price rather than upon the manufacturer’s price. All of P. P. G.’s com- 
petitors pay the tax at the lower level of manufacturing since they do not own 
distribution outlets. This is a serious competitive disadvantage for P. P. G. 
Let me illustrate. 

When a manufacturing competitor of P. P. G. sells to an independent distribu- 
tor, the tax falls at the level of the manufacturer’s price. Thus an article sold 
by a manufacturing competitor of P. P. G. to an independent distributor for $10 
would bear, at 8 percent, a tax of 80 cents. The distributor who has purchased 
the article has a cost of $10.80 and can sell it without further concern for the 
excise tax. If this independent distributor sells it for $20 to a dealer or retailer, 
the excise tax which the article bears is nevertheless limited to the 80 cents as 
determined by the price of $10 for which the article was sold to him by the manu- 
facturing competitor of P. P. G. 

In the case of P. P. G., however, which sells mainly through its company- 
owned distribution system to dealers, if it sold at the same $20 price, the tax 
to P. P. G. would be $1.60, or twice the amount paid by its competitor. The 
result is lack of uniformity in the tax base as between different methods of 
distribution and the imposition of the manufacturers’ excise tax upon ware- 
housing, sales, transportation, and other distribution costs in the case of P. P. G., 
which are in no proper sense a part of the manufacturer’s price. All this 
results from an interpretation by the Internal Revenue Service which is found 
in its published regulations. The wording of the statute which applies “to the 
manufacturer, producer, or importer” makes it clear that the intent of Congress 
was to tax at the manfacturer’s level. 

Two bills were introduced in the last session of Congress which would effec- 
tively make this tax one levied only upon manufacturing costs. The first bill, 
H. R. 12298, introduced as a result of the hearings held by this committee last 
year, would permit a manufacturer selling to both wholesalers and retailers 
to use its price to wholesalers as its tax base. Unfortunately this would still 
leave room for interpretation and might well result in a continuation of certain 
inequities present under the current regulations. The second bill, H. R. 2387, 
which would levy the tax upon automotive replacement glass at the rate of so 
many cents per square foot, has the advantage of not being subject to varying 
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interpretations in addition to being more easily administered than the present 
law, There is a precedent for this type of a tax in the case of rubber tires. 

We urge that this committee present to the Congress legislation which will 
cure the inequity I have discussed. 


Mr. Foranp. If there are no questions, that concludes the calendar 
for today and the committee stands in recess until 10 o’clock tomor- 
row morning. 

(The following statement was submitted for the record :) 


STATEMENT OF THE COMMITTEE ON EXCISE AND MISCELLANEOUS TAXES OF THE 
SECTION OF TAXATION, AMERICAN BAR ASSOCIATION 


The recommendations of the American Bar Association in the excise tax 
field were presented to the Subcommittee on Excise Tax Technical and Admin- 
istrative Problems on October 7, 1955. These recommendations were made after 
careful study of the problems by a committee of the section and after full 
consideration of the proposed amendments at a meeting of the section. 

In order to avoid repetition of the arguments in support of the association’s 
proposals, there is presented a summary of each excise tax proposal with a 
reference to where the proposal appears in the 1955 hearings on excise tax 
technical and administrative problems: 

(1) The sales price, which is the basis for the manufacturers’ excise 
tax, should be determined by excluding selling expense where the manu- 
facturer acts as his own distributor. Where the sale is between parties 
where common control exists (75 percent stock ownership), the sale is pre- 
sumed to be not at arm’s length; all other sales are presumed to be at 
arm’s length (hearings, supra, at 222). 

(2) The conditions on the allowance of refunds and credits of manu- 
facturers’ excise taxes whereby the manufacturer must prove that he has 
not included the tax in the price of the articles with respect to which it was 
imposed nor collected the tax from the vendee, or that he has repaid the 
tax to the ultimate purchaser or secured the written consent of the ultimate 
purehaser or vendor to the credit or refund, should be repealed (hearings, 
supra, at 223-224). 

(3) The documentary stamp tax should not be imposed on transfers in 
connection with corporate mergers and consolidations (hearings, supra, 
at 227). 

(4) The documentary stamp tax should not be imposed on certain trans- 
fers of partnership interests such as adjustments in partnership interests, 
the sale or gift of a partnership, the death or withdrawal of a partner, or 
the admission of a new partner (hearings, supra, at 226). 

(5) The Tax Court should be given jurisdiction in manufacturers’ excise 
tax cases (hearings, supra, at 224-225). 

(6) The Secretary of the Treasury and the Commissioner of Internal 
Revenue should make current official publication of all rulings of general 
importance made by the Service with respect to excise and miscellaneous 
taxes (hearings before the Subcommittee on Excise Tax Technical and 
Administrative Problems of the House Committee on Ways and Means, 
84th Cong., Ist sess. 230 (1955) ). 

On January 9, 1955, the staffs of the Joint Committee on Internal Revenue 
Taxation and the Treasury Department filed their joint report to the Forand 
subcommittee. The staffs were in full agreement with the substance of recom- 
mendation 4 above (relating to documentary stamp taxes and transfers of 
partnership interests). The report also approved in principle recommendation 
3 (relating to documentary stamp taxes in corporate mergers and consolida- 
tions). The report, however, made no reference to the other association recom- 
mendations. 

The Committee on Ways and Means, in its announcement of tentative decisions 
concerning the recommendations made by the Forand subcommittee, included 
approval of— 

(1) The recommendaion to eliminate documentary stamp taxes in 
mergers and consolidations (102 Congressional Record A3965, daily edition 
May 16, 1956). 

(2) The recommendation to eliminate documentary stamp taxes in cer- 
tain transfers of partnership interests (102 Congressional Record A3919, 
daily edition May 15, 1956). 
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DEFINITION OF PRICE 


The Forand subcommittee in its report and section 116 of H. R, 1229s, intro- 
duced by Mr. Forand adopted, in substance, the association's recommendation 
with regard to the definition of price for determining the manufacturers’ tax 
base. This is a forward step and the association urges that its recommendation 
for prescribing the method for determining sale price be included by the sub- 
committee in its 1957 recommendations to the Committee on Ways and Means. 
This step would serve, in great part, to put all competing manufacturers subject 
to the manufacturers’ excise tax upon an equal tax footing notwithstanding 
that varying methods of distribution were used. To assist the subcommittee's 
staff in handling this problem, the association again suggests the following 
statutory amendment : 


“SEC. . DEFINITION OF PRICE. 

“(a) Section 4216 of the Internal Revenue Code of 1954 (defining “price” for 
which an article is sold as the basis for manufacturers’ excise tax) is hereby 
amended by adding at the end thereof the following three new subsections: 

“(d) In the case of a sale by a manufacturer to a selling corporation of 
an article to which the tax under this chapter applies, the sale shall be prima 
facie presumed to be otherwise than at arm’s length if either the manu- 
facturer or the selling corporation owns more than 75 per centum of the 
outstanding stock of the other, or if more than 75 per centum of the out- 
standing stock of both corporations is owned by the same person in sub- 
stantially the same proportions. Sales by a manufacturer to a selling 
corporation shall in all other cases be prima facie presumed to be at arm’s 
length. 

“(e) Notwithstanding subsection (b), if an article to which the tax under 
this chapter applies is sold by the manufacturer thereof otherwise than 
through an arm’s length transaction, at less than the fair market price, to a 
selling or distributing agency controlled by such manufacturer, the tax shall 
be imposed on the same value as in the case of similar sales between inde- 
pendent parties. 

“(f) If an article to which the tax under this chapter applies is sold by 
the manufacturer thereof acting as his own distributor, the salesmen's 
commissions and costs and expenses of advertising and selling which are 
attributable to the functions of distribution and sale, as distinguished from 
the function of manufacturing, shall be excluded in determining the sale 
price for the purposes of the chapter. 

“(b) The amendment made by this section shall take effect on the first month 
which begins more than 10 days after the date of enactment of this Act.” 


TAX COURT JURISDICTION 


Neither the Ways and Means Committee nor the Excise Tax Subcommittee has 
acted on the association’s recommendation that the Tax Court of the United 
States be given jurisdiction over disputes involving manufacturers’ excise taxes 
imposed by chapter 32 of the Internal Revenue Code of 1954. The association 
urges favorable action by the Committee on Ways and Means upon the recom- 
mendation, and suggests the following statutory language: 


SEC. . APPEALS TO TAX COURT. 


“(a) AMENDMENTS To SusTitrLe F.—Subtitle F of the Internal Revenue Code 
of 1954 is amended as follows: 
“(1) Section 6211, relating to definition of a deficiency, is amended as 
follows: 

“(A) By inserting after ‘subtitles A and B’, in subsection (a) the 
following: ‘and in the case of manufacturers excise tax imposed by 
to the phrase ‘subtitles A or B or chapter 32’. 

“(B) By changing the phrase ‘subtitles A or B’, wherever appearing, 
to the phrase ‘subtitltes A or B or chapter 32’. 

“(2) Section 6212, relating to notice of deficiency, is amended as follows: 

“(A) By changing the phrase ‘subtitles A or B’ in subsection (a) 
thereof to ‘subtitle A or B or chapter 32’; 

“(B) By changing the phrase ‘chapter 1 or 12’ in subsection (b) 
thereof to ‘chapter 1 or 12 or 32’; and by changing the caption of para- 
graph (1) thereof to read as follows: ‘income, gift, and manufacturers’ 
excise taxes’. 
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“(C) By striking the word ‘or’ in the phrase ‘or of estate tax’ in 
subsection (c) (1) immediately before ‘except in the case of fraud’ the 
following: ‘or of manufacturers excise tax in respect of the same 
yeriod’. 

« (3) Section 6213, relating to restriction applicable to deficiency and peti- 
tion to Tax Court, is amended by changing ‘subtitle A or B’ in subsection 
(a) thereof to ‘subtitle A or B or chapter 32’. 

“(4) Section 6214, relating to determination by Tax Court, is amended by 
changing ‘subtitle A or B’ in subsection (c) thereof to ‘subtitle A or B or 
chapter 32’. 

“(5) Section 6861, relating to jeopardy assessments, is amended by add- 
ing at the end of the caption thereof the following: ‘and of Manufacturers’ 
Excise Taxes’. 

“(6) Section 6862, relating to jeopardy assessment of taxes other than 
income, estate, and gift taxes, is amended as follows: 

“(A) By striking at the end of the caption thereof the following: 
‘and Gift Taxes’, and by inserting in lieu thereof the following: ‘Gift 
Taxes, and Manufacturers Excise Taxes’. 

“(B) By striking ‘and gift tax’ in the first parenthetical expression 
in subsection (a) thereof, and by inserting in lieu thereof the following: 
‘gift tax, and manufacturers excise tax imposed by chapter 32’. 

“(7) Section 6863, relating to stay of collection of jeopardy assessments, 
is amended by striking ‘or Gift Tax’ in the caption of subsection (b) 
thereof, and by inserting in lieu thereof the following: ‘Gift, or Manu- 
facturers Excise Taxes’. 

“(S) Section 6871, relating to claims in bankruptcy and receivership pro- 
ceedings, is amended as follows: 

“(A) By striking in the caption thereof the words ‘and Gift Taxes’, 
and by inserting in lieu thereof ‘Gift Taxes, and Manufacturers Excise 
Taxes.’ 

“(B) By changing the phrase ‘subtitle A or B’, in both places where 
such phrase appears, to the following: ‘subtitle A or B or chapter 32’. 

“(9) Section 6653 (c), relating to definition of underpayments, is 
amended as follows: 

“(A) By changing ‘and Gift Taxes’ in the caption thereof to ‘Gift, 
and Manufacturers Excise Taxes’. 

“(B) By changing ‘and gift taxes’ in the first parenthetical expres- 
sion in paragraph (1) thereof to ‘gift, and manufacturers excise taxes’. 

“(b) Errective Date.—The amendments made by this section shall be appli- 


cable to manufacturers excise taxes imposed by chapter 32, the payment of which 
becomes due on or after ——.” 


CONDITIONS ON ALLOWANCE OF REFUNDS OR CREDITS 


The association renews its recommendation to eliminate the conditions on 
allowance of manufacturers’ excise tax refunds and credits. This step would do 
much to improve the administration of these taxes and could be accomplished 
by the following amendment to the 1954 Code: 


“SHC. . REMOVAL OF CONDITIONS TO ALLOWANCE OF REFUNDS 
AND CREDITS 
“(a) Section 6416 (a) of the Internal Revenue Code of 1954 is hereby amended 
as follows: 

“(1) By striking from the part thereof which precedes paragraph (1) 
the following: ‘or chapter 32 (except an overpayment of tax under para- 
graph (1) or (8) of subsection (b) of this section)’; and 

“(2) By striking from paragraph (2) thereof the following ‘manu- 
facturers’ taxes and’. 

“(b) The amendments made by this section shall be applicable with respect 

to credits and refunds allowed or made after the date of enactment of this Act.” 


PUBLICATION OF RULINGS 


The unavailability of official rulings of the Internal Revenue Service has been 
a continuing problem in the excise field. In the past this problem has received 
the attention of the subcommittee and of the Service with a consequent increase 
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in the number of rulings published. The association again recommends that 
the Commissioner make current official publication of all excise and miscellaneous 
tax rulings of general importance. 

The section of Taxation asked its members to cooperate and assist the com- 
mittee staff and the staff of the Joint Committee on Internal Revenue Taxation 
in connection with the bill which became the Internal Revenue Code of 1954. It 
is again our privilege to offer the cooperation and assistance of our members to 
this subcommittee and to the staffs as the consideration of excise-tax problems 
goes forward. 


(Whereupon, at 3: 35 p. m., the subcommittee recessed, to reconvene 
at 10 a. m., Thursday, December 6, 1956.) 








EXCISE TAXES 


THURSDAY, DECEMBER 6, 1956 


Hovset or REPRESENTATIVES, 
Supcomirrese on Exctse Taxes 
OF THE COMMITTEE ON WaAyYs AND MEANS, 
Washington, D.C. 

The subcommittee reconvened, pursuant to recess, at 10 a. m., Hon. 
J. Aime Forand, chairman of the subcommittee, presiding. 

Mr. Foranp. The subcommittee will come to order. 

The first witness this morning is Mr. Robert V. Jones. Will you 
identify yourself for the purpose of the record and the capacity in 
which you appear, please ? 


STATEMENT OF ROBERT V. JONES, COMPTROLLER OF THE NEW 
ENGLAND TELEPHONE & TELEGRAPH CO., APPEARING FOR THE 
BELL SYSTEM COMPANIES 


Mr. Jonrs. My name is Robert V. Jones. I am comptroller of 
New England Telephone & Telegraph Co. I should like to discuss 
on behalf of the Bell System companies some of the administrative 
problems which we encounter in the application of communications 
excise taxes. We think it is significant that practically all of our 
problems and, we believe, the problems of the Internal Revenue Serv- 
ice, are involved in the proper application of tax to certain special 
services on which the tax revenues amount to about only 2 percent of 
the excise taxes collected by Bell System companies. 

I have been interested in excise tax matters for some time both in 
my previous position as assistant comptroller of the American Tele- 
phone & Telegraph Co. and in my present capacity. About a year 
ago I had the opportunity to discuss administrative problems in con- 
nection with these taxes with members of the staffs of the joint com- 
mittee and the Ways and Means Committee, together with representa- 
tives of the Treasury Department and the Internal Revenue Service. 

The communications excise tax provisions as set forth in H. R. 12298 
are evidence that the industry’s administrative problems have been 
given a great deal of thought. We are gratified by this consideration, 
but we feel that some further changes of a technical nature are neces. 
sary in H. R. 12298 if it is to ace ‘complish what we understand its 
objectives to be. Exhibit A, attached, contains our comments on the 
language of H. R. 12298 and explains our reasons for certain necessary 
changes. I do not wish to take your time by discussing these changes 
now, but I request that this exhibit, as well as the other exhibits to 
which I will refer, be included in the record. 
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While we wish to emphasize that we firmly believe the existing 
excise tax on communication services is discriminatory and unfair 
and should be eliminated at the earliest time possible, it is our pu 
today to limit our comments to the subject of changes in the adminis- 
trative and technical provisions of the present law. 


GENERAL OBJECTIVES 


The Bell System has four general objectives in suggesting changes 
in the excise tax provisions of the Internal Revenue Code. These are: 

(1) To provide clear and practicable statutory definitions of the 
specific categories of communication services to be taxed. 

(2) To accord the same tax treatment to comparable communica- 
tions services. 

(3) To remove competitive disadvantages resulting from the tax. 

(4) To clarify by statute the status, rights, and duties of persons 
—— with the collection of excise taxes. 

After discussing these objectives, we have some recommendations 
we should like to make. 

The objectives of H. R. 12298 are consistent with the first three of 
these objectives but do not completely accomplish them. 

First I should like to discuss the need for providing clear and prac- 
ticable statutory definitions of the specific categories of communication 
services to be taxed. The code imposes tax on five classes of com- 
munication services and facilities which are: Local telephone service, 
long-distance ee service, telegraph service, leased wire, tele- 
typewriter, or talking circuit special service, wire and equipment 
service. 

Currently all but wire and equipment service are taxed at 10 per- 
cent and, as you know, exemptions under the law do not in all cases 
apply to all classes of service. We are concerned with all of these 
five classes of service except telegraph service. 

The need to fit each of the many services we render into 1 of 4 
categories is the root of almost all of our administrative problems. 
Since only one service is taxed at other than 10 percent, the primary 
purpose today of classifying our services is to determine whether or 
not an exemption applies. The classification difficulties arise partly 
from the fact that the statute establishing these classes of service has, 
with the passage of time, become outdated and inadequate. 

Furthermore, many of our services have never been clearly identified 
with any one particular class as set forth in the code, and the code’s 
language is so vague that consistent and logical interpretations and 
rulings are extremely difficult and, in some cases, practically im- 
poasible 

In classifying our services for excise tax purposes, we use two yard- 
sticks. The first: Is the service a part of our general telephone serv- 
ice or is it a private ere for example, can the customer communicate 
to any point through a central office, or can he communicate only be- 
tween certain fixed points? The second yardstick: Is the service 
furnished wholly within a local service area—a geographical area 
defined by the telephone company within which local rates apply ? 

Unfortunately for our administrative procedures these local service 
areas change from time to time as communities grow or as interests 
of nearby communities overlap. As a further complication, the In- 
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ternal Revenue Service, the courts, and the telephone companies have 
not always made consistent applications of these two broad measures. 
A few illustrations may be of help in describing this problem. I 
have some illustrations here that with a little study will hel 
this problem. 
(The illustrations referred to follow :) 


p to clarify 


ILLUSTRATION I 


Towns A and B are located in separate local service areas 


Service furnished by telephone circuit between towns A and B: Taxed as— 
1, Ti Leased wire 
(A connection between 2 switchboards on customers’ premises. ) 
. Off-premise extension 
(A connection between a switchboard and an extension 
telephone. ) 
. Foreign exchange service 
(A connection between a customer’s telephone and a for- 
eign central office.) 
. Private line 
(A connection between 2 telephones which cannot be con- 
nected to reach the general telephone network.) 


ILLUSTRATION II 


Towns A and B are located in the same local service area 


Service furnished by telephone circuit between towns A and B: Taxed as— 
1. Tie line . Local. 
2. Off-premise extension do. 
8. Foreign exchange service : do. 
4. Private line 


ILLUSTRATION III 


Town B is included in local service area of town A but town A is not included 
in the local service area of town B 


LOCAL SERVICE 
AREA BOUNDARY 
TOWN B 
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Service furnished by telephone circuit be- Taxed to customer located in— 

tween towns A and B: Town A Town B 

1. Tie line_-__-- : . Local__ Leased wire. 
2. Off-premise extension__ Sp teed oe ok Do. 
3. Foreign exchange service_.._....._..  -.._.dow Do. 
Ae ne a Do. 

Mr. Jones. There is a definite need for a clear, understandable 
statute that will define the various telephone services in a positive 
manner and in language which has common meaning in the industry. 
Difficulties of interpretation and classification could then be reduced 
to a minimum. 

Our second objective is to accord the same tax treatment to com- 
parable communication services. Present law does not do this in all 
cases. As an illustration, let us take the case of a common carrier 
with offices in Washington and New York. A common carrier is one 
of the users of communication services to whom the law allows cer- 
tain exemptions. This customer has a choice of sending messages by 
telephone, telegraph, or teletypewriter exchange service. 

If he uses a telephone message or telegram, the charges are subject 
to tax. However, if teletypewriter exchange service facilities are 
used to send the messages, or if a private circuit is used, the law pro- 
vides for exemption from the tax. There is no essential difference 
in the purpose served by these several types of services. Therefore, 
it appears unwarranted that the tax treatment should differ. 

Another example of inconsistent tax trestment is the installation 
charge. Installation charges are not taxable if the service installed 
is taxed as local telephone service, but are taxable if the charges 
are made in connection with any of the other services. 

The treatment in both of these instances results in a discrimination 
between similar types of communication services. Aside from tlie 
fact that such discrimination is basically unfair, it is also one of the 
sources of our administrative difficulties because, in the case of certain 
of our special services which are difficult to classify for excise-tax pur- 
poses, there are frequent requests by our customers to us, to the In- 
ternal Revenue Service, and to the courts to have these services classi- 
fied so as to obtain exemption. 

Our third objective is to remove competitive disadvantages to com- 
munications carriers resulting from the tax. The charges for terminal 
equipment in connection with a special service furnished by a com- 
munications carrier are taxable when the terminal equipment is leased 
from the carrier which furnishes the connecting circuits. This termi- 
nal equipment may be obtained from another supplier without in- 
curring tax. 

Another instance of this problem is the private interior. communi 
cating system. A telephone company’s charges for the terminal equip- 
ment and the circuit of a leased private communicating system lo- 
cated wholly within a customer’s premises are subject to tax but an 
intercommunicating system may be purchased from another supplier 
without incurring tax. 

Our fourth objective is to have clarified by statute the status, rights, 
and duties of persons charged with the collection of excise taxes. Ex- 
cise taxes on communication services differ from most of other excises 
because the telephone company has the duty to collect the tax but the 
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customer is the taxpayer. This duty to collect must be performed 
in situations involving uncertainty due to changes in rulings or where 
rulings or regulations are being challenged. 

In these situations the collection job must be done by the collecting 
agent without specific statutory guidance or protection. This is a 
matter for which remedial measures should be provided. 

In addition, there is an everyday problem in making refunds of 
taxes overcollected. When a customer comes to the company with 
proof that for several years he has been paying taxes for which he 
was entitled to exemption, a disagreement as to the allowable refund 
period usually arises. This is because, under present revenue rulings, 
the statutory period of limitation relates to the filing date of the 
telephone company’s return. 

This rulmg disregards the fact that the customer is the taxpayer 
and that, in his mind, the statutory period should relate to the date 
on Which he paid the tax. Regardless of the fact that the customer 
is designated in the code as the taxpayer, under these rulings the mere 
timing of the filing date of the company’s return can affect the period 
for which the customer is entitled to refund by as much as 5 months. 

Exhibit B, attached, contains a more complete discussion of these 
problems. 

Having stated our objectives for desiring changes in the code, we 
would like to offer our suggestions as to how they can be achieved. 

The purposes of H. R. 12298 seem consistent with our objectives. 
The bill provides for uniform tax treatment of all installation charges. 
We recommend the adoption of this provision. 

The bill provides for taxing teletypewriter exchange service on the 
same basis as telephone and telegraph service. We commend this 
result but hesitate to recommend the particular means employed in 
the bill. The bill eliminates the existing exemptions from teletype- 
writer exchange service. The same result insofar as according con- 
sistent tax treatment to comparable services could be obtained by 
extending the existing teletypewriter exchange service exemptions 
to telephone and telegraph services. 

As we have pointed out, most of our administrative difficulties stem 
from the fact that exemptions are not uniformly applied to all classes 
of service. Administratively, of course, the denial of all exemptions 
would be ideal. We do not presume, however, to recommend which 
exemptions should be extended or withdrawn. We do recommend 
strongly that any exemption granted be made uniformly applicabl 
to all classes of communication services. 

The bill provides for removing interior communicating systems 
and all terminal equipment on private lines from the tax base, thus 
eliminating the competitive disadvantages now resulting from the 
excise tax. We recommend the adoption of these provisions unless 
the committee sees fit to adopt our next recommendation. 

We should like to point out that our recommendations on H. R. 
12298, contained in exhibit A, include considerable amplification of 
the definitions of the various classes of service. This is because a 
tax statute which contains several classifications of communication 
services having fine distinctions one from the other requires particu- 
larly careful definition. It is our position that when snch a careful 
definition is required we have a condition that, by its very nature, will 


S5776—357- 48 
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require many interpretations. This could result in the same sort of 
impracticable conditions we are concerned about today. 

Therefore, we have the following recommendations: 

(1) Eliminate the classifications of “Leased wire, teletypewriter 
or talking circuit special service” and “Wire and equipment service” 
from the statute. 

(2) Establish a new classification to include “Local telephone serv- 
ice” and related services as in H. R. 12298 but including our recom- 
mendations in exhibit A. 

(3) Establish a new category, “Teletypewriter exchange service” 
as in H. R. 12298. 

Our studies indicate that under this proposal the excise taxes col- 
lected by Bell System companies would be reduced by less than 1 
percent. The adoption of this proposal would completely eliminate 
the classification problems we have been discussing. 

Our fourth objective, to clarify our position as collecting agent, 
has not been recognized in H. R. 12298. Provisions should be added to 
the code to accomplish this and exhibit B, attached, sets forth a method 
of effecting at least a partial remedy. The code should also state 
clearly that collecting agents are permitted to make refunds or take 
credits without reference to the time they file returns with the Gov- 
ernment but rather with reference to the date of the bill on which the 
charges originally appeared. 

Exhibit B has more detailed recommendations on the general sub- 
ject of the period of limitations for your consideration. 

Since our recommendations go beyond the objectives of H. R. 12298, 
exhibit C, attached, has been prepared to summarize the revisions we 


are suggesting for sections 4251 to 4254, inclusive, of the Internal Rev- 
enue Code of 1954, in lieu of H. R. 12298. 
If you wish to discuss any of these matters further after reviewing 
the supplementary material, please do not hesitate to call on us. 
(The exhibits are as follows:) 


Exursir A. COMMENTS TO CLARIFY THE PROPOSED LANGUAGE IN SECTION 133 oF 
H. R. 12298 


(For additional recommendations see exhibits B and C) 
General 


This exhibit sets forth suggestions for changes in section 133, covering the 
excise tax on communication services, of H. R. 12298 as introduced on July 18, 
1956. 

Effective discharge of the statutory duty of telephone companies to collect 
this tax requires a statute which contains adequate definitions of the several 
taxable classes of service, as well as practicable exemption and administrative 
provisions. The definitions in particular must be positively stated and couched 
in terms that have a common meaning in the industry. Only-in this manner 
can consistent, logical administration be approached by the telephone companies 
and, of course, the Internal Revenue Service. 

From a substantive viewpoint, it is possible to interpret H. R. 12298 in such a 
way that it accomplishes many desirable changes in present law. However, we 
are not sure that our interpretations are correct. 

It is our opinion that without considerable amplification the provisions of 
section 133 of H. R. 12298 are such that a vast number of administrative prob- 
lems would be created. 

The recommendations we propose for changes in H. R. 12298, while not neces- 
sarily set forth in terms acceptable as proper statutory form, are designed to 
strengthen what we consider to be the basic shortcomings in the statutory 
language as proposed. 
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We can understand why there may be some hesitance to adopt in the code 
statutory language which contains terms peculiar to a particular industry. How- 
ever, such telephone terminology as is contained in the statutory provisions we 
recommend has ample support for its meaning in operational procedures, ad- 
vertising and public usage, and in tariffs approved by Federal, State or local 
regulatory authorities. 


Specific comments on section 138 of H. R. 12298 


The adoption of the recommendations proposed in the following comments will 
require appropriate modification throughout section 133 to achieve consistency 
of language. 


Section 4251 


No comment. 
Section 4252 (a) 

The definition of “General telephone service” proposed in the subcommittee’s 
bill appears to effect a change in the taxable classification of tie lines, off- 
premise extensions and other circuits which, while capable of connection with 
exchange service, extend beyond the customer’s local service area. Such lines 
or circuits are now classed as leased wire service. It should be noted that 
common carriers, radio broadcasters, telephone and telegraph companies, and 
the public press will lose exemption from tax on charges for these lines if this 
proposal is enacted. Our proposal made prior to the drafting of H. R. 12298 
recommended including all such circuits, as well as similar circuits not extend- 
ing beyond the local service area, under “Wire mileage” defined in section 4253 
(d). This recommendation, if adopted, would slightly extend these exemptions. 

The proposed definition in H. R. 12298 leaves unclear the status of extensions 
connected to a private branch exchange which are restricted from being used 
for exchange or toll telephone service, whether or not wire mileage charges 
are involved for such extensions. 

The administrative difficulties pointed up by the United States district court 
decisions in the cases of Yellow Cab Company of Cleveland v. Carey (141 F. 
Supp. 379 (No. D. Ohio; 3-30-56) ) and Yellow Cab Company of Alameda County 
v. U. 8. (144 F. Supp. 158, (No. D. Cal.; 6-29-56)) do not seem to be solved 
in the proposed definition. 

We, therefore, recommend the adoption of a definition substantially as follows. 
This, we believe, will effectively deal with these problems. 

“(a) General telephone service—For purposes of this subchapter, the term 
‘general telephone service’ means a form of service furnished by a communica- 
tions common carrier whereby fixed or mobile telephone or radio telephone 
stations may be connected directly or through switching to central offices by 
means of which communications may be established with other fixed or mobile 
telephone or radio telephone stations similarly connected. General telephone 
service shall include local telephone service, private branch exchange service 
together with all fixed or mobile stations appurtenant thereto, and tie lines, 
extension lines and foreign exchange service, as such terms are commonly under- 
stood by persons in the business of furnishing communication service. The 
term does not include any service which is—(1) Toll telephone service; (2) 
Teletypewriter exchange service; or (3) Wire and equipment service. 


Section 4252 (b) 
No comment. 
Section 4252 (c) 
No comment. 


Section 4252 (d) 


This subsection adequately describes teletypewriter exchange service. How- 
ever, in order to be consistent with general telephone service, we would prefer 
the following language: “Teletypewriter exchange service.—For purposes of this 
subchapter, the term ‘teletypewriter exchange service’ means a service wherebv 
teletypewriter stations are connected to central offices through which communi- 
cations may be established with other teletypewriter stations similarly connected. 
The amounts paid as fixed charges or message charges are subject to tax. Tele- 
typewriter exchange service shall not include wire mileage.” 
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Section 4252 (e) 

We have difficulty in determining what is covered by this definition. At the 
outset, the reason for including the word “service” in the title is not clear. Also, 
inasmuch as we are unable to determine any communication service which would 
fall into the “catchall” provision added to this definition, we oppose its inclusion 
on the grounds that a provision of this type would be difficult to apply and could 
easily lead to inconsistent interpretations. 

In order to prevent a double tax where circuits are leased to a customer of the 
telephone company for use by him in rendering a wire and equipment service, it 
should be provided that wire-mileage service does not include circuits utilized by 
the lessee thereof in furnishing to others a wire and equipment service. This 
provision is contained in the present law. The following terminology is therefore 
proposed : 

“(e) WIRE MILEAGE.—For purposes of this subchapter, the term ‘wire mileage’ 
means radio or wire circuits furnished by a communications common carrier 
which may not be connected directly or through switching with a general tele- 
phone or teletypewriter exchange system. Wire mileage as defined herein shall 
not include such mileage which is utilized by the lessee thereof in furnishing to 
others wire and equiment service as defined in subsection (f) of this section. 
Wire mileage shall not include— 

(1) general telephone service, (2) toll-telephone service, (3) telegraph 
service, (4) teletypewriter-exchange service, or (5) wire and equipment 
service.” 

Section 4252 (f) 

Wire and equipment services are primarily furnished by firms who lease, in 
whole or in part, circuits and facilities from communications common carriers 
which they use in rendering such services, and tax at the wire and equipment 
service rate on the entire charge for the service is collected by such firms. How- 
ever, a problem arises when, by interpretation, circuits and facilities furnished 
by a communications common carrier, not used by the lessee to furnish a wire 
and equipment service, are held to be in the wire and equipment service category 
sclely because of the use which is made of such circuits and facilities by the 
lessee. 

Our suggested amplification of the definition of wire and equipment service 
set forth below specifies that such use shall not, of itself, effect a change in the 
tax status of wire mileage furnished by a communications common carrier. Lt 
is also provided, however, that should a communications common carrier in fact 
furnish a wire and equipment service, it will be taxable as such. 

In our proposal, much of the language used in the present statutory definition 
of wire and equipment service has been retained. However, language has been 
added to make it clear that the tax is on the service and not upon the components 
thereof, such as wire, wire mileage, and equipment. In addition, provisions have 
been added the purpose of which, as is apparent from their context, is to delineate 
clearly the wire and geuipment service category and avoid confusion between 
that category and the wire mileage category. 

The following wording, we believe, supplies adequate definition : 

“(f) Wire and equipment service.—For purposes of this subchapter, the term 
‘wire and equipment service’ includes stock quotation and information services, 
burglar-alarm or fire-alarm service, and all other similar services. The tax shal! 
be computed on the total amount paid for the service, without regard to the com- 
ponents, such as wire, wire mileage, and equipment, utilized in rendering such 
service. Wire and equipment service, as defined herein, furnished by a com- 
munications common carrier shall be taxed as such: Provided, however, That the 
term ‘wire and equipment service’ shall not be construed to include any wire 
mileage which is included in paragraph (c): And provided further, That wire 
mileage and related facilities supplied to a lessee by a communications common 
carrier shall not be deemed to constitute wire and equipment service furnished by 
a communications common carrier solely because of the use which is made «Tf 
such wire mileage and related facilities by such lessee.” 

Section 4253 (a) 

The exception to the general rule set forth in this subsection should be restated 
in order to make it clear that only an amount paid as a deficit under a guaranty 
is subject to tax. This will confine imposition of this tax to amounts actually 
paid by the customer to satisfy the guaranty. 

A minor addition to this subsection would, we believe, serve to prevent 2 
possible misinterpretation. The words “toll-telephone service or telegraph serv- 





EXCISE TAXES 741 


ice’ should be inserted after the word “such” on line 17 of this subsection as it 
appears on page 38 of the bill. 


Sections 4253 (b) to (g) inclusive 
No comment. 


Section 4253 (h) 

In telephone company parlance the term “sending or receiving set or device” 
is used very broadly. To prevent unintended extension of this exemption to 
sending or receiving facilities which are not at the terminals of the circuit but 
are a part thereof, we suggest the substitution of the term “station terminal 
equipment.” 

Section 4253 (4) 

The purpose of some of the language used in the definition of an interior 
system is not clear. It would appear that use in item 1 of the language “not 
connected in any way with any communications system any part of which is 
situated off the premises of the subscriber” would create inequities and cause 
interpretative difficulties. 

Consideration might be given to defining an interior communicating system 
as follows: 

“For purposes of the preceding sentence, the term ‘interior communicating 
system’ means any system which is situated exclusively on the premises of, 
or in a Vehicle of, the lessee.” 

Section 4254 (a) 

With respect to the general rule for computation of tax set forth in section 
4254 (a) of H. R. 12298, it is noted that an election must be made in order to 
compute tax on other than a single total where charges are billed. We do not 
believe that an election should be required. Whether tax is billed on the total 
charge, groups of items, or single items depends purely on operational require- 
ments. As between companies or billing offices within a company procedures 
may vary, usually because of the type of mechanical billing machinery employed. 
It is suggested that collecting agencies should be permitted to make the tax 
computation on totals, by groups of items or on specific items normally associated 
for billing purposes. 


EXHIBIT B. SUGGESTIONS FOR CLARIFICATION BY STATUTE OF THE STATUS, RIGHTS, 
AND DUTIES OF PERSONS CHARGED WITH THE COLLECTION OF Excise TAXES 


(To be considered in connection with recommendations in either exhibit A or C) 


UNCERTAINTY ATTENDING COLLECTION OF TAXES IN SOME SITUATIONS AND A 
SUGGESTED METHOD FOR PROVIDING SOME PROTECTION TO COLLECTING AGENTS 


Excise taxes on services and facilities, of which the communications tax is 
one, differ from most other excises because the person furnishing the service or 
facility is not the taxpayer. He acts as a collecting agent for the Government. 
His duty to collect the taxes, make returns and pay the taxes over to the Gov- 
ernment is clear. Penalties are provided for failure to do so. This duty must 
be performed in situations of uncertainty due to reversed or modified rulings 
and where regulations or rulings are being challenged. Taxpayers frequently 
differ with regulations or rulings setting forth the classification of the services 
furnished them. In such areas of controversy the collecting agent is in the posi- 
tion of having to perform his functions as best he may without specific statutory 
guidance or protection. 

A method of providing at least partial protection to collecting agents could be 
adopted by adding a new section to subchapter E of chapter 33 of the Internal 
Revenue Code of 1954, which might be entitled “Liability and Indemnification.” 
This proposed method is suggested by section 3102 (b) of the Internal Revenue 
Code of 1954 (Chapter 21—Federal Insurance Contributions Act), and section 
3403 (Chapter 24—Collection of Income Tax at Source on Wages). These two 
sections, taken together, contain language concerning the indemnification and 
liability of employers in respect of social security and income taxes deducted, 
withheld and paid. 

Such a new section should contain appropriate statutory language to the 
effect that the person receiving any payment for services or facilities on which 
a tax is imposed upon the payor thereof and who makes a collection of the tax 
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from the person making such payment, and pays it over to the Government, shall 
not be liable to any person by reason of having made such collection, and shall 
be indemnified against the claims and demands of any person based upon the 
ground of such collection having been made. 


Il. PERIOD OF LIMITATIONS ON CREDITS AND REFUNDS OF EXCISE TAXES WHERE A 
COLLECTING AGENCY IS INVOLVED 
General 

The following notes point out some of the problems which are encountered by 
telephone companies in making refunds or allowing credits of communications 
excise taxes. There are also some references to the related problem of back 
collection of tax. 

These problems are not encountered only in rare and isolated instances. They 
are an everyday part of conducting a telephone business. 

There are several reasons for credits or refunds which extend as far back 
as the law allows. These credits or refunds (and also back collections) result 
from interpretations and rulings by the Internal Revenue Service, and also 
from the failure of customers who are entitled to exemption to claim that 
privilege. A few adjustments are brought about by clerical errors in billing 
for service or tax. 


Problem of determination of allowable period for refunds or credits 


The determination of the period for which a telephone company may give 
credit or refund of excise taxes is considerably complicated by the position 
taken by the Internal Revenue Service with respect to the starting date of 
such period. This position is stated in Revised Ruling 55-488 (C. B. 1955-2, 
p. 652), issued under the 1939 code, which holds that a credit for overpayment 
of excise tax included in a prior return may not be claimed on a subsequent 
return (Form 720—Quarterly Federal Excise Tax Return) filed more than 4 
years after the date such prior return was filed. Under this ruling, the mere 
timing of the filing date of form 720 can effect a variance of as much as 5 
months, from the taxpayer’s (customer’s) viewpoint, in the period for which 
he can receive credit or refund, i. e., the telephone company cannot refund 
on a given date more than it may claim as a credit in a return subsequently filed. 

The personnel who handle the customer contact are not in possession of the 
information required to determine the period for which refunds or credits 
are allowable since the returns are prepared and filed from a central point. 
Computation of refunds and explanation of such computations to the satisfac- 
tion of customers thus present a difficult problem. 

There is no reason to believe that this ruling, which was made under section 
8313 of the 1939 code, will not be applied under section 6511 of the 1954 code. 
This could shorten further the reduced period of limitation provided by section 
6511. Such an interpretation implies that the collecting agency is the taxpayer, 
which would be directly contrary to section 3467 of the 1939 code and sections 
4251 and 4291 of the 1954 code. 

Telephone companies will soon be faced with the problem of the applicable 
period of limitations under the 1954 code. It should be pointed out that the 
code is not at all clear as to what such period should be where a collecting agency 
is involved. The 1989 code provided a specific period of limitations for excise 
taxes, whereas the 1954 code establishes a uniform period of limitations for 
all internal revenue taxes in section 6511 (a), which provides in part as follows: 

“Claim for credit or refund of an overpayment of any tax imposed by this 
title in respect of which tax the taxpayer is required to file a return shall be 
filed by the taxpayer within 3 years from the time the return was required to 
be filed (determined without regard to any extension of time) or 2 years from 
the time the tax was paid, whichever of such periods expires the later, or if 
no return was filed by the taxpayer, within 2 years from the time the tax was 
paid.” 

Section 3467 of the 1989 code and section 4251 of the 1954 code provide that 
the excise taxes “shall be paid by the person paying for the services or 
facilities.” 

The collecting agency under both codes must collect the tax from the person 
making payment for communication service or facilities (1939 code, sec. 
3467 (b) ; 1954 code, sec. 4291). Section 4291, in describing the tax which must 
be so collected, refers to the tax as “imposed upon the payor” of “any payment 
for facilities or services.” 
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Section 6511 (a) of the 1954 code would seem to impose a 2-year limitation 
on claims filed by a taxpayer (customer). It would also seem to provide a 
2-year limitation on the making of refunds by a colleeting agency. To hold the 
3-year limitation applicable would require a construction either that the collect- 
ing agency is the taxpayer, which would be directly contrary to sections 4251 
and 4291 of the code, or that the return made by the collecting agency is a return 
for each and every taxpayer (customer) whose tax payments are included in 
the return. 

These problems can be eliminated if the appropriate sections of the 1954 code 
are amended to provide: 

1. That a collecting agency may give credit for or make refunds of excise 
taxes billed to or paid by the taxpayer (customer) within the ——— year 
period next preceding the date of presentation of his claim to such collecting 
agency, and the collecting agency should be permitted to claim the full 
amount of such refund or credit on a timely return subsequently filed. 

2. That a collecting agency be required to collect tax on charges for 
services and facilities billed during a period of years dating back 
from the date the tax is found to be payable. 


Problems involving refunds pursuant to orders of regulatory authorities 


The code also should provide that where a refund of amounts paid for com- 
munication services and facilities is made by a public utility pursuant to a final 
order of a regulatory authority, the amount of excise tax involved, together 
with any interest thereon may be refunded to customers pursuant to such order, 
and may be taken as a credit on a subsequent timely return without regard to 
any statutory period of limitation upon the refunding or crediting of any such 
internal revenue tax. 

On occasion, a regulatory authority will make a determination under which a 
public utility is required to refund to its customers certain charges for service 
which were collected during preceding periods, including Federal excise taxes 
which were imposed with respect to such charges. The period covered by such 
refund orders may well extend beyond the statutory period of limitation for 
which refunds of taxes may be made and credits therefor claimed on excise tax 
returns. While, under a practice which has been hitherto accepted, protective 
refund claims may be filed by the utility in behalf of itself and its customers to 
save, the utility and its customers from loss in this respect, additional work, 
and expense is incurred by both the Government and the public utility where 
reimbursement for refunds relating to such prior periods is delayed until the 
protective refund claims have been processed and allowed by the Internal Reve- 


nue Service. No tax revenue losses would be involved if the suggested modifica- 
tion were made. 


ExuHIbit C. RECOMMENDATIONS FOR REVISION OF SECTIONS 4251 To 4254, IncLUSIVE, 


OF THE INTERNAL REVENUE CopE oF 1954, IN LIEU OF THE PROVISIONS or H. R. 


(Further recommendations are included in Exhibit B.) 


SEC. ——. COMMUNICATIONS TAX. 


(a) IN GeneRaL.—Subchapter B of chapter 33 (communications taxes) 
amended to read as follows: 


“SUBCHAPTER B.—COM MUNICATIONS 


. 4251. Imposition of tax. 

. 4252. Definitions. 

. 4253. Exemptions. 

. 4254. Computation of tax. 
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“SEC. 4251. IMPOSITION OF TAX. 
“There is hereby imposed on amounts paid for the communication services 


enumerated in the following table a tax equal to the percent of the amount so 
paid as is specified in such table: 


“Taxable service 





General telephone service 
Toll telephone service____ 
Telegraph service _ _ - 


Teletypewriter exchange service 


1 a present rates of tax are shown for completeness, no recommendations in this respect are 
intended, 


“The taxes imposed by this section shall be paid by the person paying for the 
services. 
“SEC, 4252. DEFINITIONS. 

“(a) GENERAL TELEPHONE Service.—For purposes of this subchapter, the term 
‘general telephone service’ means a form of service furnished by a communica- 
tions common carrier whereby fixed or mobile telephone or radio telephone 
stations may be connected directly or through switching to central offices by 
means of which communications may be established with other fixed or mobile 
telephone or radio telephone stations similarly connected. General telephone 
service shall include local telephone service, private branch exchange service 
together with all fixed or mebile stations appurtenant thereto, and tie lines, 
extension lines and foreign exchange service, as such terms are commonly 
understood by persons in the business of furnishing communication service. 
The term does not include any service which is (1) toll telephone service, or (2) 
teletypewriter exchange service. 

“(b) Totti TeLePHONE Service.—For purposes of this subchapter, the term 
‘toll telephone service’ means a telephone or radio telephone message or con- 
versation for which (1) there is a toll charge, and (2) the charge is paid within 
the United States. 

“(c) TeLteerapH Service.—For purposes of this subchapter, the term ‘tele- 
graph service’ means a telegram, cable, or radio dispatch or message for which 
the charge is paid within the United States. 

“(d) TeL_erypewriter Excuance Service.—For purposes of this subchapter, 
the term ‘teletypewriter exchange service’ means a service whereby teletype- 
writer stations are connected to central offices through which communications 
may be established with other teletypewriter stations similarly connected. The 
amounts paid as fixed charges or message charges are subject to tax. 

“SEC, 4253. EXEMPTIONS. 

“(a) CERTAIN COIN-OPERATED SeERVICE.—Services paid for by inserting coins in 
coin-operated telephones available to the public shall not be subject to the tax 
imposed by section 4251 with respect to general telephone service, or to toll 
telephone service or to telegraph service if the charge for such toll telephone 
service or telegraph service is less than 25 cents; except that where such coin- 
operated telephone service is furnished for a guaranteed amount, the amount 
paid as a deficit under such guarantee plus any fixed monthly or other periodic 
charge shall be subject to the tax. 

“(b) News Services.—No tax shall be imposed under section 4251, except with 
respect to general telephone service, on any payment received from any person 
for services used in the collection of news for the public press, or a news 
ticker service furnishing a general news service similar to that of the public press, 
or radio broadcasting, or in the dissemination of news through the public press, 
or a news ticker service furnishing a general news service similar to that of the 
public press, or by means of radio broadcasting, if the charge for such services 
is billed in writing to such person. 

“(c) CERTAIN ORGANIZATIONS.—No tax shall be imposed under section 4251 
on any payment received for services furnished to an international organization, 
or to the American National Red Cross. 
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“(d) SERVICEMEN IN ComBat Zone.—No tax shall be imposed under section 
4251 on any payment received for any toll telephone service which originates 
within a combat zone, as defined in section 112, from a member of the Armed 
Forces of the United States performing service in such combat zone, as deter 
mined under such section, provided a certificate, setting forth such facts as the 
Secretary or his delegate may by regulations prescribe, is furnished to the person 
receiving such payment. 

“(e) For IreEMs OTHERWISE TAxED.—Only one payment of tax under section 
4251 shall be required with respect to the tax on toll telephone service, tele 
graph service, or teletypewriter exchange service, notwithstanding the lines or 
stations of one or more persons are used in the transmission of such dispatch, 
message or conversation. 

“(f) INSTALLATION CHARGES.—No tax shall be imposed under section 4251 on 
so much of any amount paid for the installation of any instrument, wire, pole, 
switchboard, apparatus, or equipment as is properly attributable to such 
installation. 

“SEC. 4254. COMPUTATION OF TAX, 

(a) GENERAL Rvute.—If a bill is rendered the taxpayer for general telephones 
service, toll telephone service, or telegraph service with respect to which a tax 
is imposed by section 4251, the amount upon which the tax shall be based may be 
the sum of all such charges included in the bill, or groups of charges or in- 
dividual charges normally associated for billing purposes. 

“(b) WHERE PAYMENT Is MADE FOR TOLL TELEPHONE SERVICE OR TELEGRAPH 
SERVICE IN COIN-OPERATED TELEPHONES.—If the tax imposed by section 4251 with 
respect to toll telephone service or telegraph service is paid by inserting coins in 
coin-operated telephones, tax shall be computed to the nearest multiple of 5 
cents, except that where the tax is midway between multiples of 5 cents, the next 
higher multiple shall apply.” 

(b) ErFectiveE DATE.— 

(1) Subject to the provisions of paragraph (2), the amendment made by 
subsection (a) shall apply with respect to amounts paid on or after the 
effective date presercibed in section 1 (c) of this Act for services rendered 
on or after such date. 

(2) The amendment made by subsection (a) shall not apply with respect to 
amounts paid pursuant to bills rendered before the effective date prescribed 
in section 1 (c) of this Act. In the case of amounts paid pursuant to bills 
rendered on or after such date for services for which no previous bill was 
rendered, such amendments shall apply except with respect to such services 
as were rendered more than 2 months before such date. In the case of serv- 
ices rendered more than 2 months before such date the provisions of sub- 
chapter B of chapter 33 of the Internal Revenue Code of 1954 in effect at the 
time such services were rendered shall apply to the amounts paid for such 
services. 


Mr. Jones. Thank you very much for your attention, and if any- 
one wishes to discuss any of these matters further we are at your 
lisposal. 

Mr. Foranp. I want to compliment you in the presentation you 
have made, and the manner in which you have submitted this material 
and I can assure you that the committee will give it very serious 
consideration. 

Mr. Jones. Thank you, very much. 

Mr. Foranp. Are there any questions? 

If there are no questions, we thank you, sir. 

The next. witness is Mr. Nicholas G. Penniman. 





746 EXCISE TAXES 


STATEMENT OF NICHOLAS G. PENNIMAN III, REPRESENTING 
VARIOUS VOLUNTARY NATIONAL HEALTH, WELFARE, YOUTH 
SERVICE, AND RECREATION ORGANIZATIONS, AND PRESIDENT 
OF THE FAMILY AND CHILDREN’S SOCIETY OF BALTIMORE, 
BALTIMORE, MD. 


Mr. Pennrman. Mr. Chairman and members of the committee, I 
am an attorney in Baltimore and I am volunteer president of the 
Family and Children’s Society in Baltimore City, as well as being a 
trustee of the Community Red Cross Joint Fund. I am also appearing 
in behalf of the following organizations: 

American Federation of International Institutes 

American Foundation for the Blind 

American Social Hygiene Association 

Boys Clubs of America 

Camp Fire Girls 

Child Study Association of America 

Child Welfare League of America, Council on Social Work 
Education, Family Service Association of America, Girls Clubs 
of America, Goodwill Industries of America, National Council 
of Jewish Women, National Federation of Settlements and 
Neighborhood Houses, National Jewish Welfare Board, National 
Legal Aid Association, National Society for the Prevention of 
Blindness, National Recreation Association, National Travelers 
Aid Association, National Tuberculosis Association, United 
Community Defense Services, United Community Funds and 
Councils, United Service Organizations, United Seamen’s Serv- 


ice, Young Men’s Christian Association, Young Women’s Chris- 
tian Association, American Hearing Society, and Council of 
Jewish Federations and Welfare Funds. 
Mr. Foranpv. Do you represent this list of organizations here? 
Mr. Pennrman. You have 27 of them, Mr. Chairman, before you. 
I would like to add three more to that list: One is the American 
os Association, the second one is the National Probation & 


Parole Association, and the third is the Board of Hospitals and 
Homes of the Methodist Church. 

Mr. Foranp. That will be made a part of the list. 

Mr. Pennrman. Altogether, there are 30 national organizations 
which I represent. 

Mr. Mason. We are greatly impressed with the list that is printed, 
without adding any more. 

Mr, Pennruman. Thank you, very much, sir. 

Mr. Jenkins. You present a very formidable list of organizations 
you represent. You say that you represent all of these organizations, 
these 30 different groups. They include the Young Men’s Christian 
Association, and they are very important, and they are very numerous 
in their membership. 

Mr. Penniwan. We have here, sir, this list, and I am here on behalf 
of the United Community Funds and Councils of America, and that 
organization has written authorization which we have here with us 
from all of these organizations authorizing us to represent them at 
this hearing. 
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Mr. Jenkins. I am not challenging you at all. I am trying to com- 
pliment you on your ability and your responsibility, because you have 
a tremendous list in importance and in numbers as well. 

Mr. Penntman. It was really due to the efforts of the United Com- 
munity Funds and Councils of America who organized this whole 
group and they were altogether on this presentation which has been 
prepared and aco y of which you have, sir. 

Mr. JENKINS. hi at is very fine. 

Mr. Foranp. You may proceed. 

Mr. Penntman. As I have previously stated, I appreciate this 
opportunity to present in behalf of the above-listed voluntary na- 
tional health, welfare, youth service, and recreation organizations a 
statement on the effect of the Federal excise-tax law on such organi- 
zations. These organizations are among those which have been classi- 
fied as tax exempt under section 501 (c) (3) of the Internal Revenue 
Code of 1954—formerly section 101 (6). Through hundreds of local 
affiliates of chapters throughout the country, these organizations 
furnish a large segment of all health, welfare, and recreation service 
provided to the people of the United States under voluntary auspices. 

Of course, these are national organizations and there are affiliated 
with them hundreds of local organizations and chapters throughout 
the United States. All of these organizations combined certainly 
furnish a large segment of all of the health, welfare, and recreation 
services rendered to the citizens of the United States, and it is all 
done under voluntary auspices. 

We feel that an important element in the strength of our country is 
the strength of our local communities. It is in local communities 
that the human needs which these organizations serve are found and 
met. It is in local communities that the funds for these programs 
are given. In a real sense, these are local community self-help pro- 
grams tied together and unified through national organizations. Quite 
apart from the direct and indirect benefits which are derived from the 
services themselves, our local communities are strengthened also by 
the very fact that millions of citizens are inspired and enabled to give 
voluntary service to their fellow man through these organizations. 

It has been well said that rich as it is, the United States could not. 
afford to buy the time and talent which such organizations secure 
each year from the volunteers associated with them. 

The members of the subcommittee are well informed about the 
magnitude of the expenditures of government at all levels for health, 
welfare, recreation, and related purposes. It would be no exaggera- 
tion to point out that these expenditures, as great as they are, would be 
significantly larger were it not for the efforts of voluntary community 
service organizations. 

For example, the USO has expended many millions of dollars, 
voluntarily contributed to serve the social and spiritual needs of the 
Armed Forces, thus reducing the demand in tax funds for this pur- 
pose. In addition to that, the work of these organizations results in 
the prevention of dependency, with its heavy cost of public assistance, 
and that is an important aspect of this work. 

The prevention of dependency with its heavy cost in public assist- 
ance is an important aspect of the work of voluntary agencies render- 
ing health, welfare, and recreational services. It has long been the 
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policy of our Government te encourage such voluntary effort. The 
most concrete expression of this policy has been the granting of tax- 
exempt status to such organizations. 

Yet it is paradoxical that these tax-exempt organizations and their 
local affiliates, chapters or branches pay taxes of many kinds. They 
pay manufacturers excise taxes on the automobiles, trucks, tires, tubes, 
and automotive parts which they use in their operations. Many, such 
as childrens’ homes and day nurseries, pay similar taxes on a long list 
of household-type appliances such as water heaters and refrigerators. 
Organizations like YWCA’s, boys’ clubs, neighborhood centers, and so 
forth, pay taxes on such items of play equipment as tennis racquets, 
bowling balls, pool tables, and so forth. 

Every one of these organizations pays excise taxes on typewriters, 
adding and mimeograph machines and similar items of office equip- 
ment. Among voluntary community service organizations, only the 
American National Red-Cross is exempt from the payment of the tax 
on telephone and telegraph service and on rail and air tickets for staff 
travel. Some organizations pay the occupational tax on bowling 
alleys and billiard and pool tables although these are not used for com- 
mercial purposes. 

Some pay taxes on musical instruments used in their programs. 
With some exceptions they collect and pay over to the United States 
Treasury, admission taxes on tickets for events and benefits which they 
conduct. 

One of the anomalies of the situation is that part of the tax-deduc- 
tible contributions which they receive are used by such organizations 
to pay excise taxes. Too, tax supported Federal projects are increas- 
ingly being carried out by voluntary organizations which in turn use 
some of these Federal moneys to pay excise taxes on expenditures 
made in connection with those projects. 

Examples of this type of cooperative effort involving Federal funds 
are found in the area of foreign aid programs handled under contract 
with voluntary agencies, mental health and vocational rehabilitation 
programs carried out through voluntary agencies, and the purchase 
of care for children, the aged and ill persons by public welfare agen- 
cies. By way of illustration there is a program being worked in con- 
junction with the State Department where the foreign organizations 
are sending in groups to study recreation and it requires a tremendous 
amount of travel. There are excise taxes being paid on all of the 
travel that has to be done by that organization. 

Without considerable research which these organizations are not 
in a position to finance, it is impossible to tell the amount of the reve- 
nues which might be involved in extending exemption to such organ- 
izations from the various excise taxes. We have the feeling that it 
would not be of major significance to the Government, but it would 
be a boon to the budgets of these organizations which are always un- 
comfortably tight. In any event, the funds would be used for the 
general welfare and would tend to offset some present expenditure of 
tax funds. 

For instance, in my own organization, we felt if we would not have 
to pay the excise taxes we do pay, it would go a long ways toward 
paying for the services of an extra worker, which we desperately 
need. Of course, as you very well know, the funds that these organiza- 
tions receive through community chests and allied fund-raising cam- 
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paigns makes it a very tight situation. So every dollar that we can 
save means a tremendous amount to everyone. 

In any event, there is no question about it that if we should get an 
exemption from the excise tax, those funds would be used for the 
public good and public benefit. 

We would call attention to the fact that the Federal Government 
is already set up to administer exemptions from a number of these 
taxes for the benefit of State and local government and the Red Cross. 
They have certain exemptions already, and as I pointed out, the Red 
Cross is currently exempt from telephone and telegraph excise taxes, 
and for travel for its staff. Thus, presumably, no new administrative 
machinery would be needed if these exemptions were extended to other 
tax-exempt organizations. 

We respectfully suggest that the public interest would be served if 
the subcommittee were to give serious consideration to the advisability 
of revising present excise tax policy as it affects such community 
service organizations. We stand ready to assist the subcommittee in 
any study of this matter which it may undertake. 

Thank you. 

If there are any questions that you would like me to answer I will do 
my level best, but I also have an expert, Mr. Charles Samson, of the 
United Community Fund and Councils of America, who could supply 
any more technical data if you gentlemen would like to hear it. 

Mr. Foranp. We thank you, very much, for your very concise 
presentation on behalf of so many organizations. I think that the 
committee is well aware of the problems that you face, and appreciates 
very much the suggestions you have made. Are there any questions ‘ 
If there are no questions, we thank you, sir. 

The next witness is Mr. R. E. Joyce. Mr. Joyce, will you come 
forward and identify yourself for the purpose of the record? 


STATEMENT OF R. E. JOYCE, VICE PRESIDENT OF THE NATIONAL 
DISTILLERS PRODUCTS CORP., OF NEW YORK, AND REPRE- 


SENTING THE TAX COUNCIL OF THE ALCOHOLIC BEVERAGE 
INDUSTRY 


Mr. Joyce. My name is R. E. Joyce, and I am vice president of 
National Distillers Products Corp., of New York, but I am appearing 
today as chairman of the Tax Council of the Alcoholic Beverage 
Indastry, which represents the Nation’s producers, wholesalers -and 
retailers of distilled spirits. 

The alcoholic beverage industry today renews its plea, that the 
reduction in emergency excise tax rates now provided in the present 
law be permitted to go into effect as scheduled on April 1, 1957. This 
adjustment would include a reduction from $10.50 to $9 a gallon in 
the Federal excise rate on distilled spirits. 

Our industry has been hopefully looking forward, for the past 3 
years, to the elimination of this $1.50 emergency portion of our tax— 
enacted November 1, 1951, to help meet expenses of the Korean war. 

The law which imposed this $1.50 tax recognized its temporary 
nature by providing for its expiration on April 1, 1954. Nevertheless, 
this time limit has been extended on 3 separate occasions for 1-year 
periods—first, in 1954, then in 1955, and again in 1956. 
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The Korean war has long since passed into history. And while 
our industry has been hopefully looking forward to the removal of 
this war-emergency rate, we have seen other taxes reduced in many 
fields while our rate was extended again and again. 

During this period, the corporate excess profits tax has been elim- 
inated. The personal income tax has been reduced. Excise rates 
have been lowered on a large number of commodities and services, 
many of which were not subject to temporary wartime increases at 
the time of the Korean emergency. During this same period of 
hopeful waiting, we have seen the Nation’s economy expand to record 
highs. But our industry has failed to share in this general pros- 
perity, chiefly because of the high taxes on its products. 

And in this same period of hopeful waiting we have seen a steady 
and growing increase in the production of nontaxpaid moonshine 
liquor—until this revenue-robbing racket has now reached a post- 
World War II peak. 

We honestly believe tax relief on alcoholic beverage is overdue. 
Others have received tax relief from temporary, emergency imposts. 
We hope our turn has now arrived for similar relief. 

It is our belief—and has been our position for some time—that a 
fair Federal excise rate on distilled spirits would be in the neighbor- 
hood of $6 a gallon. We realize, however, that such a reduction can- 
not be accomplished in one step. 

We plead with you today, therefore, to take a first step toward 
the ultimate realization of that goal by permitting the scheduled re- 
duction to $9 to become effective next April 1. 

Now, let us take a closer look at some of the conditions which, in 
our opinion, justify this $1.50 reduction. 

Distilled spirits is by far the most heavily taxed commodity. on 
the market today. The extent of this tax places an unwarranted 
at alia only on the distilling industry, but on the purchasing 
public. 

Federal excise taxes are presently spread over some 45 key goods 
and services. Yet one commodity in that list—distilled spirits— 
carries 20 percent of the total Federal excise burden today. Twenty- 
seven of these 45 categories are subject to rates at or below pre-World 
War Il rates. But the $10.50 rate on distilled spirits is 16214 percent 
above the prewar rate. 

Most items bearing a manufacturer's excise tax are subject to a 
maximum rate of 10 percent—the $10.50 rate on spirits is 5 times the 
cost of manufacture. By any yardstick, these figures must establish 
the gross discrimination of the Federal excise on distilled spirits. 

Equally as important, from an economic standpoint, are the effects 
which this excessively high rate has had on the well-being of our 
industry. The continuance of the $10.50 excise rate has served as an 
effective roadblock to the participation by our industry in the record 
economic growth and prosperity of our country. For example, be- 
tween 1942 and 1955, retail sales of all commodities increased 92 per- 
cent—consumer expenditures rose 67 percent—and the average net 
return on assets for all manufacturing industries rose 48.5 percent. 

By contrast, the consumption of our products, despite an increase 
in population of 16 percent, rose only 5 percent. Per capital con- 
sumption of tax-paid spirits declined nearly 15 percent, and distiller 
returns on net assets declined 50 percent. 
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As a matter of fact, the net return on investment by the distilling 
industry in 1955 was the lowest of any of the 22 years since repeal— 
a return of 6.4 percent, or less than half the 15 percent return for 
manufacturing industries as a whole. 

At other industry levels, the wholesalers also hit a near-record low 
in net return on sales—0.86 percent. And the many small-business 
men who own liquor retailing establishments—particularly those op- 
erating on-premise establishments—have been hard hit in the face of 
rising costs. 

And while figures so far available in 1956 indicate some improve- 
ment over 1955, the most optimistic projection of these figures would 
still leave per capita consumption at the year’s end 11 percent below 
1942 levels. On the basis of these estimates, distillers’ return on 
investment may rise to around 7.7 percent—but that would still be 
more than 40 percent below the average for all manufacturing 
industries. 

These, then, are some of the depressionlike conditions that have 
been imposed on our industry by the excessively high $10.50 a gallon 
Federal excise tax on our products. 

The public also has a Sig stake in this excise tax reduction. For 


it is the consuming public that must bear the heavy burden. At the 
retail level, the consumers of our products pay a Federal excise tax 
amounting to more than 40 percent of the total price. That is by far 
the highest percentage of any commodity carrying an excise tax. 

By contrast, the consumer presently pays excise taxes amounting 
to 3 to 9 percent of the total purchase price on most other commodi- 
ties bearing Federal excises. Some have argued that our product is 


a luxury and as such lends itself especially to an excise tax. Even 
on this basis, however, there can be no justification for today’s high 
rate. The 40 percent of total consumer price paid in Federal excise 
tax on spirits is nearly 5 times that paid on such acknowledged luxu- 
ries as the most costly furs and jewelry. 

But just how much of a luxury is the product? 

Impartial surveys have shown that about 65 million Americans 
today are consumers. That is 65 percent of the adult population. 
And a further study has shown that more than 60 percent of all 
spirits consumption is by persons in the middle and lower income 
groups. That means that more than 60 percent of the spirits tax is 
paid by these income groups. 

Obviously, many consumers have been priced out of the spirits 
market by the higher prices resulting from this excessive tax, and 
some of them have turned to the illegal, nontaxpaying market, account- 
ing for today’s booming moonshine racket. This moonshine racket 
is a two-pronged evil. It deprives State and Federal Governments of 
millions of dollars in revenue, but more important, it breeds an ever- 
increasing hoard of criminals who flout all laws of our country. 

This evil is constantly on the increase. Between 1946 and 1955 
bootleg-still seizures by Federal agents jumped 112 percent. The 
potential output of these stills has more than tripled and it must be 
clear that the $1.50 emergency tax, three times delayed in its removal, 
has been an important factor in this continuing expansion of moon- 
shining. Between 1951, when this emergency rate went on, and 1955, 
Federal still seizures increased 34 percent, and potential output went 
up 49 percent. 
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During the last reported fiscal year which ended on June 30, 1956, 
Federal seizures of illegal stills totaled 14,499, an increase of 15.9 per- 
cent over the preceding fiscal year. These Federal figures, shocking 
as they are, do not tell the full.stery. . State and local enforcement 
officials, acting independently of Federal agents, also have reported 
increasing captures. In 1955, seizures by all agencies totaled about 
24,000, a near-prohibition level. 

As important as the loss of State and Federal revenue may be result- 
ing from this moonshine racket, still more important is the effect on 
the moral fiber of our Nation. As the number of illicit stills increase, 
so does the number of criminals needed for their operation and the 
distribution and sale of their product. 

Moonshining is a breeding ground for crime and criminals. The 
promise of “easy money” lures the young and starts them on the 
road to big time criminal activities in many fields. It promotes crime 
syndicates, with all that it implies. Through this high tax we are 
subsidizing a never-increasing group of law violators who are daily 
contributing to the general breakdown in respect for law and order 
which extends into all levels of society. 

If the removal of the last $1.50 increase did nothing more than ar- 
rest the increasing trend in moonshining, it would be worth every 
penny of the cost to the Government. As to the cost of such a tax 
reduction, there is a serious question that the revenue loss would be as 
large as some Federal estimates in the past have indicated. Last year 
the Treasury Department estimated that the removal of the $1.50 
emergency part of our tax would result in excise-tax losses of approxi- 
mately $126 million. 

We in the industry believe, however, that serious consideration 
should be given to the various recoupments which would result from 
other Federal taxes, such as increased corporate and personal-income 
(axes paid by the industry’s activities. 

On this basis, the industry estimates that with these recoupments 
the net loss in Federal revenues from industry activities would be 
around $75 million. We further believe this revenue loss would be 
more than compensated for by giving long-overdue relief to a de- 
pressed industry, and by arresting the upward march of moonshining 
and by ols a fairer and more equitable adjustment of the excise- 
tux burden among commodities subject to such tax. 

Other commodities have previously received excise-tax relief while 
relief for distilled spirits has been withheld. Excise taxes are pres- 
ently levied on 45 commodities and services. Of these, reductions 
in rates have been made in the past 3 years on 17 different items. But 
of extreme importance is the fact that none of these 17 bore temporary 
Korean wartime increases. 

Fairness and impartiality in tax administration would seem to dic- 
tate that temporary increases imposed to meet a special emergency 
should be the first to come off after the emergency ceased to exist. 
The excise tax relief previously given to so many industries was well 
justified even though many affected were not the subject of temporary 
Korean increases. There is even greater justification for permitting 
the expiration of the temporary increase imposed on distilled spirits. 

The distilling industry and the purchasing public have been pa- 
tiently waiting for relief from this temporary $1.50 tax and there 
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seems no good reason why the reduction should not go into effect as 
now provided by law. The economy of the country is good, the 

rospects that it will continue at the present high high level are 
aie t. Federal revenues are at an alltime high, and the budget is 
balanced with prospects of continued sizable surpluses. 

The time has certainly arrived for the expiration of a temporary tax 
imposed on a commodity to meet a specific emergency long since past 
a which is now history. 

I would like to thank the committee for the privilege of appearing 
before it today. 

Mr. Foranp. We thank you for your presentation, Mr. Joyce. Are 
there any questions? 

If there are no questions, the next witness is Mr. Laurence H. 
Eldredge. Will you identify yourself for the purpose of the record, 
please? 


STATEMENT OF LAURENCE H. ELDREDGE, CHAIRMAN OF THE 
BOARD OF DIRECTORS, PENNSYLVANIA ALCOHOLIC BEVERAGE 
STUDY, INC. 


Mr. Expreper. My name is Laurence H. Eldredge. My home is 
in Bryn Mawr, Montgomery County, Pa. My office address is 1500 
Walnut Street, Philadelphia. 

I appear before you in my capacity as chairman of the board of 
directors of Pennsylvania Alcoholic Beverage Study Inc., which is a 
nonpartisan and nonprofit organization. It has no direct or indirect 
interest in the alcoholic beverage industry. It was organized in 1940 
by a group of citizens who believed there was need for an impartial 
and continuing study of changing conditions, both social and economic, 
which concern the use of alcoholic beverages by the American people. 

Consistently this organization has worked for betterment of the 
liquor laws, for the promotion of true temperance, and for improve- 
ment of the conditions under which liquor is made, sold and used. It 
firmly opposes a return of national prohibition. 

An a to my testimony lists the directors and officers of 
Pennsylvania Alcoholic Beverage Study, Inc., and contains some 
recent press comments on the character and activities of this 
organization. 

or a number of years Pennsylvania Alcoholic Beverage Study, 
Inc., has energetically advocated a substantial reduction in the Federal 
excise taxes on liquor. They are dangerously and preposterously 
high, and not only because they have pushed the price of many alco- 
holic beverages beyond the reach of average Americans. One result 
is to create a class of privileged persons who can drink all they please 
and pay any price for what they drink, while their law-abiding neigh- 
bors are subject to a kind of compulsory prohibition of the moderate 
enjoyment of liquor in their hours of relaxation. 

This in itself is un-American in principle and effect. The greater 
danger in high taxes and high prices is that these citizens will stop 
being law-abiding and will patronize the bootlegger. 

This danger imperils everything that was won by repeal of the 
prohibition amendment, which amendment led to the growth of an 
empire of crime and eorruption, which in many instances destroyed 
law and order. 

85776—57——49 
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The danger is obvious. When the aig asd use of liquor is prohibited 
by high prices, based on high taxes, the final effect is the same as when 
it was partially prohibited by arbitrary and unenforceable law. 
Liquor will still be made and consumed, as it has been in all lands 
and all times since men first found out that sugar and sunshine, by the 
magic of fermentation, produce a beverage which “maketh glad the 
heart of man.” But under any kind of prohibition, whether by law 
or price, much of the liquor will be bad liquor, illegal liquor, tax-free 
liquor which enriches those who make it and corrupts those who sell it, 
and in some degree those who drink it. 

In any consideration of changes in the rates of excise taxes on 
liquor there are several factors to be considered. Pennsylvania Alco- 
holic Beverage Study, Inc., is primarily concerned with the factor of 
the public welfare and interest. Indeed, it is only because I am con- 
vinced that the present excise tax on distilled spirits is harmful to the 
public interest that I appear before you. 

The paramount matter for consideration is not a fiscal issue. The 
most important issue is whether the present tax is responsible for a 
steadily increasing commerce in illicit liquir, already comparable to 
that which existed under prohibition, with its attendant evils of an 
underworld network of crime, violence, and racketeering. This illegal 
traffic is not merely sporadic and occasional, but is well organized and 
well financed. The facts have been published in many national maga- 
zines. They provide frequent headlines for the newspapers. They 
are known to the police in many parts of the country, and to many 
individuals who obtain bootleg liquor. 

Is there any possible excuse for excessive taxes on liquor which 
encourage the manufacture and sale of vast quantities of illicit liquor 
which pays no taxes at all? It has been argued that high taxes are 
necessary because the Government needs the money. 

Yet this, by itself, does not condone a tax policy which encourages 
crime and corruption. It is a proverbial saying that “necessity knows 
no law,” but the Government cannot overlook bootlegging and its 
attendant abuses and offenses simply because it needs every drop of 
revenue it can wring from the legal liquor industry and the consumer 
of liquor legally made and sold. 

The mounting tide of illicit liquor cannot be abated merely by 
stepping enforcement policies. Few people are so naive as to believe 
that wiping out stills, even by the hundreds or thousands, will stop the 
bootleg flood. It costs comparatively little to set up a still, and the 
profits of a few days’ operation could replace it, or put up another 
somewhere else. 

So the tide rolls on in ever increasing volume. Not a drop of it 
pays a tax tribute to the Government. 

Yet the loss of revenue represented by the bootleg flood is not the 
most ominous phase of the expanding illicit liquor traffic. More 
perilous are the community evils engendered by this outlawed business. 
There are homes where respect for law and order has vanished to 
make room for the pothouse still. Larger stills are run by criminal 
organizations. Racketeers supply forged labels and stamps. Used 
bottles have their price, and the law that empties must be broken is 
widely disregarded. 

The finished “alky,” diluted, flavored, and bottled, is marketed in 
diverse and sundry ways. At every stage on the road from producer 
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to consumer, money can be paid to politicians and officers of the law 
for protection, or for turning a blind eye toward a steaming still, a 
loaded truck or nighttime deliveries of sugar, fuel, and containers to 
apparently empty buildings. It has all happened before, under pro- 
hibition. It is happening again, under high taxes which make the 
profits on untaxed liquor worth the risks. 

As the evil grows, invisible empires will rise, as they did in the tragic 
days of national prohibition, to challenge the forces of law and order 
and to undermine the foundations of American government. The 
only effective way to halt the rising tide of bootlegging is to narrow 
the wide margin of profit between taxed and untaxed liquor. 

While the capable officials of the Alcohol and Tobacco Tax Unit 
talk bravely of their ability to keep bootlegging under control, the 
plain truth is that the illicit production of distilled spirits will con- 
tinue and increase so long as the present differential exists. The boot- 
leg stills, cans, and bottles are like the quantities of sand on the 
seashore of which Lewis Carroll wrote: 

“If twenty maids with twenty mops 
Swept it for half a year, 
Do you suppose,” the walrus said, 
“That they could make it clear?” 
“T doubt it,” said the carpenter, and 
shed a bitter tear. 

The grim reality which results from the present inordinate Federal 
excise tax on distilled spirits has been recognized not only by the press 
but by associations of liquor-control officials. I refer to (1) the Na- 
tional Alcoholic Beverage Control Association, composed of officials 
of the 17 States, which operate under the monopoly system and (2) the 
National Conference of State Liquor Administrators, composed of 
officials of States which function under the so-called open-license 
system. 

At the 1956 meetings of the former association a resolution was 
adopted which stated that the present rates of Federal excise taxes on 
distilled spirits are excessive— 
thereby contributing to the lessening of the effectiveness of the control of the use 
and sales of such products * * * by providing an incentive to moonshining and 
illicit traftic in such products, with an accompanying disregard for law and to the 
loss of revenue to both State and Federal Governments. 

At the 1956 Convention of the National Conference of State Liquor 
Administrators a resolution was adopted which recited the— 
stated belief of the members of this Conference that the * * * high tax rate has 
* * * been conductive to the manufacture and sale of untaxed illegal spirits in 
ever-growing amounts by criminally inclined persons, to the great loss of State as 
well as Federal income, loss of proper administrative control, and the increase of 
antisocial activities and crime. 

The resolution decried the high Federal excise rates, opposed their 
further extension and urged upon the Congress— 

Speedy reduction of the same to fair and reasonable rates consistent with the 
objectives of equitable taxation and administrative control. 

These organizations are composed of officials (1) who have personal 
day-to-day familiarity with the progressive production of untaxed 
liquor brought about by excessive Federal excise taxes, (2) who know 
from experience how this illegal traffic breaks down liquor control, 
and (3) who realize the urgent need for not extending the so-called 
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temporary $10.50 rate, and (4) who recommend that the Congress 
should set a rate that is fair and which will discourage the large- 
scale manufacture and sale of illicit liquor. 

In closing, as in opening, this plea for a reduction of excise taxes on 
distilled spirits, I submit to this subcommittee that this is not just 
another plea for tax reduction. There is much more at stake than 
whether this tax of $10.50 per proof gallon is fair to the legitimate 
distilling industry, or fair to the consumer who pay excessive prices 
for liquor. From the standpoint of fairness to producers and con- 
sumers of other alcoholic beverages, and with due regard to the varied 
drinking tastes and customs of the American people, the rates on beer 
and wine should be reduced to the levels antedating the rise in Federal 
excise taxes effective April 1, 1944. 

Respect for law is more important than prices and more important 
than revenues, no matter how urgently the Government needs them. 


As I said in my testimony before the Senate Finance Committee on 
July 30, 1951: 


As a student of government I am deeply concerned with the social effects of 
any resurgence of bootlegging on a large scale. Any law which the people 
resent, and which makes lawbreakers of respectable citizens, is a bad law and 
eauses social evil. The prohibition era was an era of unparelleled lawlessness 
in this country. A large part of our population was openly defiant of laws enacted 
by Congress. The Volstead Act created in these people and in the community a 
spirit of contempt, not only for this one law, but for law in general. 

The worst feature of a bad law is that the lawless attitude it engenders toward 
itself develops into a lawless attitude toward other laws, and a feeling of con- 
tempt for law-enforcement officials. It is revolting to recollect that many gang- 
sters and criminals of the worst type acquired a certain community standing 
during the prohibiticn era and were actually regarded with a sort of admiration. 


That spirit of lawlessness, coupled with the fabulous profits which bootleggers 
made from the unlawful sale of liquor, created a situation which was sickening 
to every thoughtful student of government. There was wholesale bribery and 
corruption of policemen, district attorneys, and even judges on the bench. It 
was a condition which was a threat to everything for which law and order 
stand. 


If this tax should be cut back to $6, which was in effect from 
November 1, 1942, to April 1, 1944, you would destroy the criminal 
elements which have organized their rackets and financed them by the 
profits from illegal liquor. Something must be done, lest increasing 
crime and corruption undermine some of the very foundations of our 
American Republic. 

(The press comments and list of officers and directors are as fol- 
lows: 

Press COMMENTS 


Pittsburgh Press, February 28, 1955 


The study group is nonprofit and nonpolitical with the aim of promoting sound 


liquor control and adequate enforcement of liquor laws to serve the public 
interest. 


Republican, Pottsville, Pa., February 28, 1955 

The beverage study group is an impartial, nonpolitical organization. 
News-Register, Wheeling, W. Va., March 2, 1955 

A nonpolitical, nonpartisan organization known as Pennsylvania Alcoholic 
Beverage Study, Inc., has given the State’s new liquor control board some 
advice which well might be followed in regulating beer taverns in West Virgina. 
The Sunday Bulletin, Philadelphia, Pa., June 26, 1955 


* * * Pennsylvania Alcoholic Beverage Study, Ine., a nonpartisan, unpaid 
watchdog on liquor traffic procedures. 
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Evening Bulletin, Philadelphia, Pa., August 8, 1955 


* * * Pennsylvania Alcoholic Beverage Study, Inc., a nonpartisan and non- 
political organization interested in orderly conduct of the liquor business. 


Par-Gazette, Pittsburgh, Pa., August 12, 1955 


* * * Pennsylvania Alcoholic Beverage Study, Inc., a law enforcement in 
this State. 


Sun-Telegraph, Pittsburgh, Pa., August 12, 1955 


Pennsylvania Alcoholic Beverage Study, Inc., which is by no means a fanatical 
body * * * 


The Patriot, Harrisburg, February 29, 1956 


This outfit long has been a watchdog on Pennsylvania Liquor Control Board 
enforcement. 


Erie Times, August 26, 1956 


Pennsylvania Alcoholic Beverage Study, Inc., a nonpartisan research organiza- 
tion, which checks on liquor law enforcement in this State. 


PENNSYLVANIA ALCOHOLIC BEVERAGE Stupy, Inc., PHILADELPHIA, Pa. 
OFFICERS AND DIRECTORS 


Laurence H. Eldredge, chairman of the board of directors, is actively practic- 
ing law in Philadelphia. He is former professor of law in the University of 
Pennsylvania Law School, former adjunct professor of law in Temple Univer- 
sity School of Law and was twice visiting professor of law in Columbia Uni- 
versity Law School. Since 1941 he has been lecturer on medical jurisprudence 
in the University of Pennsylvania Medical School. He is the author of Modern 
Tort Problems. In 1946 the American Law Institute appointed him revising 
reporter for the restatement of the law of torts. He is also president of the 
Philadelphia Art Alliance; president of the Philadelphia Medico-Legal Institute; 
former president of Episcopal Hospital, Philadelphia; director and a former 
president of the Better Business Bureau of Philadelphia; secretary and treas- 
urer of the Magee Memorial Hospital for Convalescents; and a former special 
deputy attorney general of Pennsylvania. 

W. W. Keen Butcher, president, is general partner in the Philadelphia firm of 
Butcher & Sherrerd, members of the New York Stock Exchange. He is an 
officer and director of General Water Works Corp., Seiler’s Inc., a director of 
Paulsboro Manufacturing Co., International Light & Power Co., Ltd., Knox 
Glass Co., Inc., and member of the Committee of Seventy. 

Other Philadelphia directors are: K. C. Acton, attorney, director of the 
Pitcairn Co.; Nicholas Biddle, Jr., insurance, Biddle, Townsend & Co.; William 
W. Bodine, Jr., financial secretary, the Penn Mutual Life Insurance Co., trustee 
of Temple University and Episcopal Academy, vice president of YMCA, director 
of Americans for the Competitive Enterprise System, Inc., and member of the 
Committee of Seventy; Edward H. Davis, member of patent law firm of Syn- 
nestvedt & Lechner; Thomas Hart, attorney, former president of Episcopal 
Academy, trustee Lankenau Hospital; Leon J. Obermayer, member of the law 
firm of Edmonds, Obermayer & Rebmann, and president of the board of public 
education of the city of Philadelphia; Nathan Pitcairn, director of the Pitcairn 
Co.; Raymond Pitcairn, attorney, president of the Pitcairn Co. and director of 
Pittsburgh Plate Glass Co.; Owens Jones Toland, M. D., Episcopal Hospital. 

Direcors outside Philadelphia are: Thomas P. Dunn, attorney; Howard M. 
Fish, president of American Sterilizer Co., and Elmer Hess, M. D., former presi- 
dent, American Medical Association, all of Erie: C. McK. Lynch, Jr., general 
partner of Moore, Leonard & Lynch, members of the New York Stock Exchange, 
of Pittsburgh; Donald Markle, Jeddo, president of Jeddo Highland Coal Co.; 
Frederico F. Mauck, Morristown, attorney, member of the law firm of Wright, 
Mauck, Hawes & Spencer. 

The organization’s executive director and counsel is Randolph W. Childs, 
Philadelphia, a former member of the board of governors and former secretary 
of the Philadelphia Bar Association, member of the law firm of Adams and Childs, 
author of Making Repeal Work (282 pp.) published by Pennsylvania Alco- 
holic Beverage Study Inc., 1947. The assistant to the executive director and 
counsel is Anthony W. Novasitis, Jr., a member of the Philadelphia bar. 
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Mr. Foranp. We thank you for your presentation. 

Mr. Mason. The witness is a very persuasive witness, and he testi- 
fies as if he meant it. 

Mr. Exprepce. I would not testify, sir, unless I meant it. 

Mr. Keoeu. I would just like to make the observation, Mr. Eldredge, 
that I think I recall reading in this morning’s paper of an extraor- 
dinarily large seizure of an illicit operation. 

Mr. en iba Sir, I read them all of the time. We all do, if we 
watch for them at all. This isa terrific thing. 

Mr. Foranp. We thank you, sir. 

The next witness is Mr. Dan L. Street. Mr. Street, will you come 
forward, please? 


STATEMENT OF DAN L. STREET, PRESIDENT OF THE DISTILLED 
SPIRITS INSTITUTE, WASHINGTON, D. C., AND VICE PRESIDENT 
OF BROWN-FORMAN DISTILLERS CORP., LOUISVILLE, KY. 


Mr. Street. My name is Dan L. Street. I am president of the Dis- 
tilled Spirits Institute, and vice president of Brown-Forman Distillers 
Corp., Louisville, Ky. I appear here on behalf of the institute, the 
board of directors having authorized this statement. For the in- 
formation of the committee there is attached to my statement a list 
of our members and the names of our board of directors. 

We appreciate the opportunity to appear before you again with 
reference to those provisions of H. H. 12298 which relate to distilled 
spirits. It is not my purpose to repeat to you the remarks I made on 
the occasion of my last appearance before your committee on March 
22 of this year with reference to this same bill, but I will be repetitious 
to this extent. We again urge your early and favorable consideration 
of the proposed revision of chapter 51 of the Internal Revenue Code. 
The Treasury Department’s recommendations were born of a desire 
on the part of the Government to facilitate a more economical and 
efficient system of collecting the enormous taxes exacted from the al- 
coholic beverage industries. These revisions are solely needed by 
both Government and industry to remove the outdated and obsolete 
restrictions upon a modern industry. Government and industry rep- 
resentatives have labored over this document for more than 3 years, 
and with the exception of a very few points, the bill, as it relates to 
distilled spirits, has the approval of the entire industry. 

Representatives of the Distilled Spirits Institute cas discussed, 
and to a large extent reached agreement, with Mr. Dwight E. Alvis, 
director of the Alcohol and Tobacco Tax Division of the Internal 
Revenue Service, with reference to several minor and technical 
changes to the bill. I understand that these matters will be submitted 
to you in writing by Mr. Avis, and since they are technical matters, 
I will not take the time of the committee to discuss them now. I 
should like, however, to discuss two features of the bill to which the 
Distilled Spirits Institute takes exception. The first item is the 
question of the bonding period for distilled spirits, and the second 
relates to the conditions under which the loss allowance provisions of 
this bill would be made available to us. 

With reference to the bonding period, you may recall that when 
I appeared before this committee in March we urged you to recom- 
mae to the Ways and Means Committee the favorable action of that 
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body on the recommendations submitted by the Treasury Department 
to revise and modernize chapter 51 of the Internal Revenue Code, but 
which would not have made any change in the controversial bonding 
period question. 

The Ways and Means Committee, however, saw fit in its wisdom 
to seek a solution to the problem, and as the bill was introduced on 
July 18, 1956, it contained provisions for the extension of the present 
8-year bonding period to 20 years, which explains in large part my 
presence here today. 

I would like to summarize briefly, the history of this bonding period 
question. The first bill that was introduced was introduced by Mr. 
Eberharter in 1952 but died with the expiration of the Congress in 
July. 

Mr. Foranp. Mr. Street, I think it is fair to say to you that you may 
discuss that if you wish, but from my observation within the subcom- 
mittee, in view of the fact that the full Committee on Ways and Means 
has acted on this question, this subcommittee does not intend to touch 
it again. That will be up to the full committee if the full committee 
decides to go into it, but the subcommittee will not. 

Mr. Keoeu. Mr. Chairman, I would like to make an inquiry. Do 
I take it that the chairman is now ruling that any matters that have 
been acted upon by the full committee are not within the province 
of this subcommittee ? 

Mr. Foranp. The chairman has made no such ruling. He has just 
said that after talking with several members of the committee, that 
seems to be the attitude of the subcommittee. 

Mr. Mason. That is the attitude on this question ? 

Mr. Foranp. That is correct, on the question of the bonding period. 

Mr. Esernarter. I might say that the full Committee on Ways and 
Means spent 2 or 3 days on this problem, Mr. Street. The full com- 
mittee has acted, and I see very little value in going over the subject 
again when the full committee has made its decision. 

In other words, I agree with the chairman that we should not take 
up this subject again because the full committee studied it very 
thoroughly. It went over every point that was presented by both 
yourself and the industry and reached a different conclusion. 

Therefore, I think that you can conserve the time of the subcommit- 
tee by omitting any reference to the bonding period. 

Mr. Kroon. In order that my position on this point may be made 
clear, it is my recollection that the action taken by the full committee 
was on the recommendations of the subcommittee with the instruc- 
tions that the pending bill, now bearing the number H. R. 12298, 
would be introduced by the chairman of this subcommittee so that the 
public could have an opportunity, between the adjournment of the 
2d session of the 84th Congress and the convening of the next, if any, 
session of that Congress, or the convening of the 85th Congress, to 


come in and make recommendations with respect to any provisions in 
that bill. 


Mr. Foranp. That is correct, but the consensus of opinion of the 
subcommittee is that we will not try to override the full committee 
but leave the question up to the full committee for further discussion. 

Mr. Krocn. So that the record may further be complete, Mr. Chair- 
man, I would like to note that my attitude on this position has not 
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been elicited by the chairman of this subcommittee or any member 
thereof. 

Mr. Foranp. The gentleman has that privilege and the record will 
so indicate. 

Mr. Mason. Mr. Chairman, in view of the fact, and I believe it is a 
fact, that this witness has not changed his opinion since he testified 
before, and his opinion when he testified before was taken into full 
account, you do not want us to change our attitude, do you? 

Mr. Srreet. Mr. Mason, we have an additional proposal to make to 
this subcommittee. 

Mr. Mason. That is all right. 

Mr. Srreer. For the record, I would like to make at this time, in 
order for you gentleiaen to understand our present position, a state- 
ment, if you will perrait me to do so, Mr. Chairman. 

Mr. Foranp. You inay do so and I think that I made that clear at 
the outset, that you had that privilege of making your views known. 
But in fairness to you and to the aloo; I thought you should know 
the position of the majority of the subcommittee. 

Mr. Street. Thank you. 

Mr. Keoeu. I would like the record to note that the statement of the 
Chairman with respect to the position of the majority of this subcom- 
mittee was without ascertaining the position of all of the members of 
the subcommittee. 

Mr. Foranp. I said a majority . 

Mr. Krocu. Mr. Chairman, we do not operate on the basis that 
when you reach a majority you can enforce your ruling. For one 
thing, even a minority in this country has the right to be heard. 

Mr. Foranp. That matter will be discussed in executive session. 
We are now holding public hearings. 

Mr. Street, you may continue. 

Mr. Srreer. I would like to read then, only two paragraphs of my 
prepared statement which deal with the bonding period question. 
The first begins at the bottom of page 5 of the statement. 

It may be that the Ways and Means Committee, in so drafting the 
bill, felt that a compromise position was being adopted which would 
settle this issue to the satisfaction of all concerned, by incorporating 
both unlimited bonding and mingling in bond. It should be bouts in 
mind, however, that the mingling in bond proposal was originally 
advanced as a substitute for unlimited bonding, and not as a com- 
plement to it. 

The truth is that the adoption of both proposals is no compromise 
at all. By incorporating the mingling in bond proposal and the pro- 
visions of the Eberharter bill in H. R. 12298 the matter is resolved 
completely in favor of the Eberharter bill. If unlimited bonding is 
adopted, then mingling in bond becomes absolutely superfluous as a 
relief measure. If this committee retains the unlimited bonding pro- 
posal as to stocks now in existence, it might just as well eliminate the 
mingling in bond provision insofar as the force-out problem is con- 
cerned, because no company would mingle its whiskies of greatly dif- 
ferent ages if the whisky could be held for a longer period of time in 
the original containers. We cannot stress too strongly that the adop- 
tion of unlimited bonding as to stocks on hand does not give us the 
protection we feel we must have and to which we feel we are entitled. 
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We should like to emphasize for you the gross inequities which 
would result for most of the industry if the present 8-year bonding 

riod is eliminated or substantially extended as to spirits now in 

nded warehouses, why we must be protected from such inequities, 
and how such protection may be practicably and equitably provided. 

Weare not in a position to quote figures as to the holdings of whisky 
by individual companies throughout the United States. Such in- 
formation is not publicly available. Public data is available, however, 
as to the quantities of whisky of various ages in bonded storage in 
the respective company warehouses in Kentucky, in which State more 
than 50 percent of the total American whisky stocks are stored. This 
information is available through reports published by the Liberty 
National Bank & Trust Company of Lauisville, based on official reports 
filed with the Kentucky State revenue commissioner. Although stor- 
age in a particular company warehouse does not necessarily indicate 
ownership, we think it does so for all practical purposes. 

As of August 31, 1956, the latest date for which figures are available, 
there was on storage in Schenley warehouses in Kentucky 24.72 percent 
of all whisky of all ages stored in Kentucky, a figure which is probably 
not disproportionate to Schenley’s anticipated needs. But these same 
warehouses hold 41.2 percent of all whisky in the State between 6 
and 7 years old, and 36.0 percent of all whisky over 7 years old, for 
an average of over 38 percent of all whisky in storage in the State of 
Kentucky over 6 years old. 

This figure compares with the 24 percent of Schenley’s overall 
holdings in the State. It requires no mathematical genius to recognize 
this grossly disproportionate inventory of aged whiskies. Contrast 


this to the holdings of my own company. 
My company is much smaller than Schenley but the ratio of our 
holdings o — whiskies to total holdings will serve to indicate the 


problem which we and most of the remamder of the industry face. 
Brown-Forman holds 7.0 percent of the total whisky stored in Ken- 
tucky, but we have only 2.8 percent of the 6- to 7-year-old whisky, 
and less than one-half of 1 percent of the 7- to 8-year-old whisky. 

The result of the enactment of unlimited bonding as to present stocks 
is obvious. Such a change in the law at this time would turn 
Schenley’s present necessity for temporary relief into the immediate 
and permanent advantage which would be afforded them by a corner 
on the aged whisky market. 

We think the principal proponent of unlimited bonding, namely, 
Schenley Industries, is not unaware of this marketing advantage 
feature. On the contrary, the record would seem to prove that this 
is Schenley’s primary objective, when it is borne in mind that Schenley 
has consistently po every proposal for relief from the force-out 
problem which would not extend to them the privilege of claiming 
age beyond 8 years as to existing stocks. 

By an immediate extension of the bonding period from 8 to 20 years, 
both as to future production and existing stocks, Schenley and other 
companies with disproportionately heavy stocks of old whiskies would 
be handed a decided market advantage, if not a virtual monopoly, 
in the initial 10-, 12-, and 15-years-old market. 

Gentleman, let me make it clear that we have no thought of seeking 
to deprive Schenley or any other company of any action deemed 
necessary to relieve them of any force-out problem which may exist, 
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irrespective of the basic causes of the problem. The records of the 
various hearings over the past 4 years will clearly show that we have 
never sought to deprive any company of such relief. On the con- 
trary, we have urged it. The one thing which we have consistently 
opposed, however, is the legislative transfer of a temporary situation 
into a competitive advantage for a few companies to the detriment of 
other companies that may have more wisely developed and controlled 
their inventories under long existing rules and practices. 

During the course of the bonding period controversy, many ex- 
traneous matters have been thrown into the arguments, the most 
notable of which is the alleged discriminatory effect of the 8-year 
bonding period in favor of foreign distillers. In prior hearings we 
have pointed out that the so-called discrimination is more theoretical 
than real since only an insignificant quantity of imported products 
claim age beyond 8 years. Furthermore, boiled down to its essentials, 
this argument is that because of the 8-year bonding period, it costs 
more to hold a domestic whisky to an age beyond 8 years than it does 
a foreign whisky. The element of differential in cost of a domestic 
product and one of foreign manufacture is neither a new problem 
nor one peculiar to distilled spirits. 

It is a matter with which the Congress has wrestled from the very 
beginning of,our Government. However, the vehicle of control has 
always been tariff duties and never, to our knowledge, the changing 
of our domestic laws to agree with the laws of the producing foreign 
country. The bonding period is only one of the elements of costs 
which might be invelvie in comparing the cost of domestic whisky 


and that of foreign-produced whisky. Cost of labor, grain, barrels, 


or other materials, or the cost incident to any other governmental 
regulation not imposed by a foreign country may be as material in 
determining cost discrimination in favor of a foreign product as the 
8-year bonding period. We do not believe that arguments such as 
alleged discriminations in favor of foreign distillers are valid, nor 
that they justify, in any degree, the creation, by law, of a virtual 
monopoly on the aged whisky market for the benefit of one company 
to the detriment of the remainder of the industry. 

The distilled-spirits industry is so minutely regulated by law, that 
competitive positions are extremely sensitive to any change in the 
law. This fact has long been recognized by the Treasury Depart- 
ment in promulgating regulations. It has been the practice to make 
the effective date of changes affecting competitive positions sufficiently 
far in the future to enable all companies to adjust their positions on 
an equal footing. 

We believe that, since this industry is so stringently regulated by 
law, it is entitled to such stability in the laws and regulations under 
which it must operate as will afford it the necessary assurance that 
abrupt changes will not be made in the laws so as to disrupt competi- 
tive positions built upon the basis of such laws. In this connection 
we call your attention to the fact that the 8-year bonding period has 
been in effect since 1894. 

It must be remembered that the distilled-spirits industry, unlike 
any other industry, must produce today for a market 4, 6, or 8 years 
hence. We think that each distiller is entitled to know that, in plan- 
ning his operations on the basis of laws and regulations as they exist 
at the time, he will not be subjected to financial disaster by a change 
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in the law with a retroactive effect in favor of one who either by 
design or through fortuitous circumstances did not so plan his 
operations. 

The bonded-period provisions as contained in H. R. 12298 would 
have a retroactive effect in that they would be applied to whisky pro- 
duced as much as 8 years ago, at a time when no distiller planned, 
or could with good business judgment have planned, his marketing 
operations for a date 8 years in the future on any basis other than 
the law as it then existed. 

We again urge you gentlemen to provide ee for the indus- 
try as a whole, from the very real danger of any one company turn- 
ing a meee emergency situation into an immediate and tremen- 
dous marketing advantage over the rest of the industry. To that 
end, we urge (1) that as to existing stocks on hand, legislation be 
adopted to provide alternate relief whereby whisky can be either 
retained in bond beyond 8 years, but calling for a gage of the whisky 
at the end of 8 years, and the payment of tax at the time of withdrawal 
on the quantity remaining at 8 years or allowing that whisky to be 
mingled with younger whiskies with the provision that the entire 
mingled product will take the age of the younger whisky for force-out 
and labeling purposes, and (2) that as to future stocks only, the prin- 
ciple of unlimited bonding be adopted. 

This type of settlement of this issue we believe to be practical and 
eminently fair. 

The second item, which I will mention only briefly, relates to the 
conditions under which the loss allowance provisions of H. R. 12298 
would be made available to us. Section 5008 (c) (4) of the bill makes 
allowance of refund or credit of tax in respect of bottling, rectification, 
and transportation losses dependent upon the institution by the See- 
retary of the Treasury of a return system for the payment of dis- 
tilled spirits excise taxes. The only discernible reason for such a 
provision is to defer the time when such allowances will be made 
available by making them, like the return payment system, dependent 
upon administrative discretion. 

It has long been recognized that it is highly inequitable to require 
a bottler of distilled spirits to pay the high Federal tax on spirits 
which are lost in normal manufacturing operations and thus not 
available for packaging for sale to the consumer. In view of the 
comparatively small amount of revenue involved, there seems no 
justification for writing into the law an authorization for the refund 
or credit of tax as to these losses and then taking it away, in effect, 
by tying such authorization into a wholly unrelated provision depend- 
ent upon administrative discretion for implementation. 

You will recall that the Secretary of the Treasury was authorized, 
as of January 1, 1955, to institute a return system for the payment of 
distilled spirits excise taxes. The Secretary still has not exercised his 
discretion in this rgeard, almost 2 years after the return payment 
system was written into the law. We do not want to find ourselves 
in a similar situation with respect to the allowance of refund or credit 
of tax as to our processing and transportation losses. 

We feel that these loss allowances are entirely fair and equitable, 
that we should not be burdened with the excessively high tax on spirits 
which never enter trade channels, and that we are entitled to refund 
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or credit of such tax effective at the same time the other provisions of 
chapter 51 as amended by H. R. 12298 are effective. 

Since this bill recognizes the inequity of the present law with re- 
spect to these losses, we believe the bill should definitely provide for 
the refund or credit of tax, and not leave to the discretion of the 
Secretary of the Treasury the determination whether the industry will 
be relieved of the recognized inequities. 

We, therefore, urge that section 5008 (c) (4) of the bill be stricken. 

This concludes my prepared statement. I should again like to ex- 
press my appreciation for the opportunity to appear and discuss these 
problems, and for the patience with which you gentlemen have labored 
with them, and again I urge the speedy passage of the important revi- 
sion program submitted by the Government and contained in H. R. 
12298, with the exceptions I have just discussed. 

Mr. Foranp. We thank you, Mr. Street, for your contribution. 

Are there any questions ? 

Mr. Mason. I want to say, Mr. Street, as one member of this grou 
that is seriously interested in this proposition, that I am very gla 
that you gave us those two special paragraphs because they do, in my 
opinion, throw additional light upon this problem that we have been 
struggling with so long. 

Mr. Srreer. Mr. Mason, this is the fourth proposal which the in- 
stitute has made with respect to the settlement of this problem in a 
desperate effort to obtain some sort of a settlement. 

The only thing that we now ask is that Mr. Eberharter’s bill not be 
made retroactive, in effect, so that some unconscionable advantages 
will be obtained by a few companies with respect to aged whiskies. 

Mr. Kroon. And, Mr. Street, is that not more important in view 
of the fact that the present inventory situation of all of the com- 
panies in the industry resulted in the face of a full and clear knowl- 
edge of what existing law was at the time it was done? 

Mr. Srreer. It certainly is, Mr. Keogh. I would like to point out 
that in my statement there is a concrete demonstration of the in- 
equities which would result. Schenley, which is the principal sponsor 
of unlimited bonding to be made retroactive in effect, has about 24 
percent of the total whisky inventory in Kentucky. 

On the other hand, it has more than 38 percent of whiskies over 6 
years of age. You would contrast that with the position of my own 
company. We have about 7 percent of the total whisky holdings in 
Kentucky, but we have less than 214 percent of whiskies over 6 years 
of age. 

So that this bill, if it is passed in its present form, would result in 
some serious inequities and distortions within our own industry. 

Mr. Kroc. Now, Mr. Chairman, in order that the record may be 
complete, I would like to read a brief excerpt from a release of the 
Honorable Aime J. Forand, chairman, Subcommittee on Excise Tax, 
Technical and Administrative—— 

Mr. Foranp. Does that have to do with Mr. Street? 

Mr. Kroon. I do not know that any decision on that should be made 
until I read it. 

Mr. Foranp. I think we can excuse Mr. Street. 

Mr. Keoon. It is dated July 18, on the introduction of the bill, H. R. 
12298. [Reading:] 
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Nevertheless, I believe that an important function will be served by the 
introduction of this bill at this time. It is my hope that all taxpayers and tax- 
payer groups who are affected by the operation and effect of the Federal excise 
tax system will devote their full attention to the bill from the point of view 
of determining its technical adequacies and substantive sufficiency in carrying 
out the recommendations of the subcommittee and the Committee on Ways and 
Means. 

It is also my hope that interested groups and persons will immediately begin 
to prepare overall studies of the excise-tax field as it affects them. 

Mr. Foran. That does not change the picture one iota. That is 
definitely what we asked for and I told Mr. Street that he was entiteld 
to present his views but I also wanted to be fair with him and tell him 
what the concensus of opinion of the committee had developed in the 
meantime. 

Mr. Kron. I am not intending by reading that excerpt from your 
release, Mr. Chairman, to change any picture. I am simply making a 
statement. ; ; ‘ 

Mr. Foranp. The next witness is Mr. Harry L. Lourie. 

Is Mr. Lourie here ? 


STATEMENT OF HARRY L. LOURIE, EXECUTIVE VICE PRESIDENT 
OF THE NATIONAL ASSOCIATION OF ALCOHOLIC BEVERAGE 
IMPORTERS, INC., WASHINGTON, D. C. 


Mr. Lourte. My name is Harry L. Lourie. I am executive vice 
president of the National Association of Alcoholic Beverage lmn- 
porters, Inc., 700 National Press Building, Washington, D. C. 

This association is a trade association whose members are responsible 
for importing into the United States between 80 and 85 percent of 
distilled spirits and wines so imported. 

This association is unanimous in its support of the testimony of 
Mr. R. E. Joyce, spokesman for the Tax Council of the Alcoholic 
Beverage Industry, who, in addressing his testmiony to section 5001 
(a) (1) of the Internal Revenue Code of 1954, asks for a reduction in 
the excise taxes on distilled spirits from $10.50 to $9 per gallon, wihch 
is pee a removal of a special wartime rate which Congress has 
provided shall be removed on April 1, 1957. 

This association is unanimous in its support of the testimony to be 
offered in behalf of the Wine Conference of American in the request 
that the excise taxes on champagne and sparkling wines under section 
5041 (b) (4) of the Internal Revenue Code of 1954, be reduced from 
$3.40 per wine gallon to $1 per wine gallon. 

In addition, this association wishes to present to this committee a 
problem which is peculiar to the business of the importation of distilled 
spirits. This problem is created for the importers by reason of a 
phrase which appears in section 5001 (a) (1) of the Internal Revenue 
Code of 1954. ‘This section is as follows: 

There is hereby imposed on all distilled spirits in bond or produced in or im- 
ported into the United States an internal revenue tax at the rate of $10.50 on 
each proof gallon or wine gallon when below proof and a proportionate tax at a 


like rate on all fractional parts of such proof or wine gallon. On and after 


siege.” 1955, the rate of tax imposed by this paragraph shall be $9 in lieu of 


The language “or wine gallon when below proof,” appearing in the 
first sentence of this section is the provision which creates a special 
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problem to this industry. This clause was first inserted into the 
internal revenue laws by the act of July 20, 1868 (ch. 186, sec. 1, volume 
15 Stat. page 125). It was a technical provision which was inserted 
by Congress in order to prevent frauds which were being perpetrated 
upon the revenue of the United States Government. Prior to 1868, 
an investigation of the Committee on Retrenchment in the 2d session 
of the 40th Congress disclosed that domestic distillers had been de- 
frauding the Government of taxes by entering warehouses where 
whisky was stored, withdrawing the whisky surreptitiously and sub- 
stituting water. 

The whisky which was thus surreptitiously withdrawn escaped the 
payment of taxes; the substitution of water in the barrels replaced the 
volume thus lost and made detection of the fraud less apparent, and, 
of course, reduced the proof of the whisky. ‘The whisky remaining 
in the barrels was in most cases, therefore, below proof. Congre 
in order to discourage this fraudulent practice, enacted the technic 
provision to which we have referred and thus made the whisky which 
was below proof subject to the same tax as if it were at proof. 

This clause has remained in the internal revenue laws ever since 
1868. It is no longer necessary for the protection of the revenue be- 
cause the Internal Revenue Service has perfected a system of ware- 
housing and supervision which makes it impossible for whisky to be 
withdrawn surreptitiously and water to be substituted. The internal 
revenue bonded warehouses are closely guarded; they are kept under 
lock and key by internal revenue agents, and no one may enter except 
under the supervision of such agent. In addition, very large surety 
bonds are required of all producers which will indemnify the Federal 
Government against all losses of taxes. 

It is the practice of domestic distillers to withdraw whisky from 
bonded warehouses at proof or above and to reduce the proof subse- 
quent to taxpayment. Therefore, so far as the domestic industry is 
concerned, the provision that the internal revenue tax should be paid 
on the wine gallon when below proof is entirely superfluous. The 
records of the Alcohol and Tobacco Tax Division, of the Internal 
Revenue Service, will confirm this. 

This provision does, however, affect peg A all imported distilled 
spirits. The great majority of imported distilled spirits are imported 
in bottles and at less than 100 proof. Consequently, due to this provi- 
sion in the code, the full rate of internal revenue tax is paid on im- 
ported distilled spirits on the wine-gallon basis. 

At the time that this provision was inserted in the internal revenue 
laws in 1868 and up until 1917, no internal revenue tax was collected 
on imported spirits. The only taxes which were collected on imported 
distilled spirits were customs duties. In 1917, under the War Revenue 
Act of 1917 (ch. 63, sec. 300, 40 Stat. 308), internal revenue taxes 
were added to the duties which were collected on imported spirits. 
Since that date imported distilled spirits have been subject to both 
customs duties and internal revenue taxes. Thus, imported distilled 
spirits were made subject to a technical provision in the internal 
revenue laws which was designed to prevent fraud by the domestic 
distilling industry, the necessity for which no longer exists. 

At. the present rate of tax of $10.50 per gallon, domestic distillers 
withdraw their spirits, pay $10.50 per proof gallon and then reduce the 
proof by the addition of water. For example, the popular brands of 
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whisky in the United States are usually bottled at 86 proof. The 
amount of tax actually collected on these whiskies by the United States 
Government is, Minaledas 86 percent of $10.50 or $9.03. Most distilled 
spirits which are bottled prior to importation are 86 proof. Conse- 
quently, under this technical provision, the tax on such spirits is 
collected on the wine-gallon basis at the rate of $10.50 on each gallon. 
Therefore, it can be seen by this comparison that the actual amount 
of money collected by the United States Government on 86-proof 
domestic whisky is $9.03, whereas on imported whiskies at 86 proof, 
it is $10.50. 

We do not contend that the language of this section of the Internal 
Revenue Code is a de jure discrimination against imported distilled 
spirits. It is not, because under the language of this section, it applies 
to both imported and domestic distilled spirits alike. However, it 
operates as a de facto discrimination against imported distilled spirits, 
which, as we have illustrated in the paragraph above, pay a greater 
internal revenue tax per gallon when imported at below 100 proof 
than do domestic distilled spirits which are bottled at a proof identical 
with the imported spirits. Our appeal, therefore, is based on equitable 
grounds to correct this de facto discrimination against imported dis- 
tilled spirits. It is based on a policy which has been carefully estab- 
lished and followed by Congress to avoid scrupulously discrimination 
in internal revenue taxes. 

This policy of Congress in seeking to avoid discrimination in inter- 
nal revenue taxes was recognized by the court in San Juan Trading Co. 
v. Sancho (114 F. 2d 969, cert. den. 312 U. S. 702), wherein the 
court held that the internal revenue law of 1938 passed by the Legis- 
lature of Puerto Rico was a de facto discrimination, although there 
was no discrimination in the language thereof. The law was held 
invalid. We do not suggest that the Congress of the United States 
may not enact a discriminatory internal revenue law. We simply 
emphasize that it has not been its policy to do so. 

Whenever Congress has intended to subject imported commodities 
to greater taxes than domestic commodities, it has always done so 
through the enactment of customs duties. Customs duties now in 
effect on imported distilled spirits are as follows: On brandy, cordials, 
and liqueurs, $1.25 per gallon; on Irish and Scotch whisky, $1.42 per 
gallon; on Canadian and other whisky, $1.25 per gallon; on rum, 
$1.75 per gallon; on gin and other distilied spirits, $1.25 per gallon. 

Imported distilled spirits comprise no more than 11 to 12 percent of 
consumption of all distilled spirits in the United States. This is obvi- 
ously no threat to the existence of the domestic distilled-spirits indus- 
try. Imported distilled spirits could never be a threat to the domestic 
distilled-spirits industry with the rates of customs duties which are 
now in effect. The largest imports of distilled spirits in the United 
States are Scotch whisky and Canadian whisky. The rate of duty 
on Scotch at the present time is $1.42 per gallon, and on Canadian 
whisky, $1.25 per gallon. In the testimony before the Committee 
on Ways and Means, on H. R. 1215, introduced by Congress: an 
Saylor in the Ist session of the 83d Congress, the spokesman for a large 
group of American distillers stated that the cost of production and the 
carrying charges on bulk whiskies which would become 8 years old 
during 1953 and 1954 and which are the most valuable that have been 
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—— by the industry in many years, would not exceed $1.50 per 
allon. 

7 Scotch whisky and Canadian whisky are wholly different in flavor 
from domestically produced whiskies, and from the standpoint of 
taste are not comparable or competitive. If they were deemed to be 
so, certainly, the rates of duty which are $1.42 per gallon and $1.25 per 
gallon, respectively, would be more than ample to give the domestic 
producers of whisky a stronger economic advantage. As a conse- 
quence, it is apparent that the additional advantage which exists in 
favor of domestically produced whiskies which are marketed at less 
than 100 proof is not necessary for the economic protection of the 
domestic industry. Removing this de facto discrimination by elimi- 
nating the language “or wine gallon when below proof” from this 
section of the law would in no wise threaten the existence of the 
domestic industry. We respectfully request that this change in the 
language be made. 

Furthermore, we should like to bring to the attention of the com- 
mittee that this proposal which we advocate received the support of the 
Treasury Department in the testimony it presented to the Committee 
on Ways and Means on H. R. 1535 of the 82d Congress. The Treasury 
Department proposed that excise taxes on distilled spirits be collected 
on the proof-gallon basis only, and at the same time, in order to place 
imported and domestic distilled spirits on a completely equal basis, 
that imports be subject to the same rectification tax as domestic dis- 
tilled spirits on a completely equal basis, that imports be subject to 
the same rectification tax as domestic spirits. 

Section 5064 of H. R. 12298, which was introduced on July 18, 1956, 
provides that when the President of the United States has determined 
that a major disaster has occurred, such as a hurricane, the Secretary 
of the Treasury may refund to all dealers in liquor the internal rev- 
enue taxes and duties which have been paid on distilled spirits, wines, 
or beers which were destroyed by such major disaster. This section 
is modeled after special acts of Congress which have been enacted 
from time to time following such disasters. It is designed to expedite 
the action of relief to those who have suffered from such disasters. 

However, the Internal Revenue Service has ruled that the Secretary 
of Treasury may not refund to dealers the internal revenue taxes 
which have been paid on Puerto Rican rum or other alcoholic bever- 
ages of Puerto Rican manufacture lost as a result of such catastrophies. 

In order to make it possible for such refunds to be made in the case 
of distilled spirits, wine, and beers of Puerto Rican manufacture 
brought into the United States, H. R. 12114 was introduced by Con- 
gressman Sadlak of this committee, on July 5, 1956, with amendments 
by this committee. These proposed amendments would make it pos- 
sible for refunds to be made to dealers in the amount of internal rev- 
enue taxes which were paid on liquors of Puerto Rican manufacture 
provided the Puerto Rican Government consents thereto. We earn- 
estly request this committee to incorporate the provisions of the 
amendments to H. R. 12114 in section 5064 of H. R. 12298. 

Mr. Foranp. Wethank you for your contribution. 

Are there any further questions ? 

If there are no further questions, we thank you, sir. 

(The following letters were later received for the record :) 
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STITzEL-WELLER DISTILLERY, INC. 
Louisville, Ky., December 12, 1956. 
Hon. Arme J. ForAnp, 
House Ways and Means Committee, 
New House Office Building, 
Washington, D. C. 


Dear Sir: We have just learned that Mr. Harry Lourie, executive vice presi- 
dent of the Importers Association, appeared before your subcommittee last 
Thursday, December 6, suggesting that a change be made in the manner in which 
importers of distilled spirits pay their import duty. His recommendation is that 
said spirits be taxed on a proof-gallon basis rather than on a wine-gallon basis 
when the spirits come into this country in glass. 

The importer presently has the option of importing his spirits in bulk, paying 
on a proof-gallon basis and bottling the whiskey in this country, or importing his 
spirits in glass and paying on a wine-gallon basis. The importer has had this 
option for many years and we are strongly opposed to any change in the rules at 
this late date. 

I would appreciate it if you would place this letter in the record in opposition 
to Mr. Lourie’s recommendation. 

Yours very truly, 
C. K. McCiure, 
Secretary-Treasurer. 


Brown-ForRMAN DISTILLERS Corp., 
Louisville, Ky., December 12, 1956. 
Hon, AIME J. FoRAND, 
House Ways and Means Committee, 
New House Office Building, 
Washington, D. C. 

Dear Mr. Forann: We are advised that on last Thursday, December 6, at the 
close of the hearings before your subcommittee, Mr. Harry Lourie, executive vice 
president of the Importers Association, appeared before your subcommittee and 
made a plea for a change in the manner in which the tax is computed on imported 
distilled spirits. Under the law as it now stands, if distilled spirits are im- 
ported in glass the tax is figured on the wine-gallon basis, whereas, if the distilled 
spirits are imported in bulk the tax is figured on the 100-proof basis. It has been 
claimed by Mr. Lourie that the law should be changed so as to allow importers 
who import distilled spirits in glass to pay the tax on the 100-proof basis so as 
to correct a claimed inequity with domestic distilled spirits. 

There is strong opposition in the domestic distilled spirits industry to this 
proposal of Mr. Lourie’s. The method of computing the tax on imported dis- 
tilled spirits has been in effect for many years. There is no inequity between 
imported spirits and domestic spirits. If importers desire to pay the tax on the 
100-proof basis they can do so by importing the spirits in bulk and bottling them 
in this country. They have chosen to do otherwise for obvious reasons, i. e. 
because the cost of labor and materials is cheaper in foreign countries than in 
this country. Under no circumstances should there be any change in the law 
which would result in increasing the sale of imported spirits to the detriment of 
domestic spirits. 

Will you be kind enough to place this letter in the record in order to demon- 
strate the opposition that exists to Mr. Lourie’s proposal. 

Yours very truly, 
D. L. STREET, 
Evecutive Vice President. 


WINE INSTITUTE, 
San Francisco, December 11, 1956. 
Re proposal that spirits bottled abroad be taxed on a proof-gallon basis instead 
of on a wine-gallon basis. 
Hon. ArmE Foranp, 
Chairman, Subcommittee on Eacises, 
House Office Building, Washington, D. C. 

. Deak Mr. Foranp: On December 6, Mr. Harry Lourie, testifying for the 
National Association of Aleoholic Beverage Importers, Inc., requested that foreign 
spirits imported in bottles at less than 100° proof be subject to excise taxes 
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on a proof gallonage basis instead of on a wine gallonage basis, as has been 
the law for many years. 

Wine Institute, representing the California wine industry, which produces 
practically all the grape brandy in the country as well as a substantial amount 
of brandy from other fruits, is opposed to this change and has in the past 
repeatedly opposed it, both before the Committee on Ways and Means and the 
Committee on Finance. 

The current excise tax is $10.50 per proof gallon, or per wine gallon when 
the spirits are below 100° proof. Most foreign and domestic spirits are bottled 
at around 86° proof under today’s practice. Mr. Lourie is quite correct in 
stating that this means that most spirits bottled abroad pay $10.50 per wine 
gallon excise tax; whereas if they are brought in bulk to this country at 100° 
proof and then tax paid and duty paid at that proof and subsequently reduced 
with water and bottled at 86° proof, the foreign spirits so bottled here pay tax 
at the rate of $9.03 per wine gallon instead of $10.50 per wine gallon—a dif- 
ference of $1.47 per wine gallon. 

The fact that this disparity exists does not justify its elimination. Back 
in the 1930’s, when the excise rates on spirits were lower, this disparity was 
not particularly material. Today, of course, it is a noticeable amount, as Mr. 
Lourie pointed out. 

However, during the last 20 years, the duties on foreign brandies (whether 
bottled abroad or bottled here) have been steadily reduced. In 1930, the rate 
was $5 per proof gallon. In the French Trade Agreement of 1936, this was 
reduced to $2.50 per gallon. In 1947, in the blanket trade agreements at 
Geneva, it was reduced to $1.25 per gallon, where it stands today. 

As the Congress has increased the excise rates on spirits, the exceutive 
branch has been compensating foreign brandies by reducing their duty rates. 

Mr. Lourie’s proposal would reduce the total tax obligation on foreign 
brandies to the United States Government by $1.47 per gallon. This would 
more than wipe out the $1.25 per galion now collected on them as duty. 

We believe the Committee on Ways and Means is fully aware of our position 
with regard to wine and brandy duties. We have repeatedly stated we have no 
quarrel with higher-valued foreign brandies, such as French cognac brandies. 
But Europe produces many other brandies or fruit spirits, in Spain, Portugal 
and Italy, as well as in France, which are more or less a byproduct of surplus 
wine production, and which are available at prices with which the United 
States brandy industry cannot compete. 

The proposal to reduce the tax obligation by $1.47 would more than wipe 
out the extremely small duty protection we now have against these lower-priced 
foreign brandies and other foreign fruit spirits. These lower-priced foreign 
items have already caused our people a great deal of trouble in certain market 
areas. Mr. Lourie’s proposal would only encourage further importation of these 
undesirable items, and would not substantially improve the market for the 
higher-priced items which have had no particular market difficulties under 
the present tax arrangement. 

We most respectfully suggest that the subcommittee recommend retention 
of the present method of assessing excise tax on foreign spirits. 

Sincerely yours, 
EDWARD W. WoortTon. 


NATIONAL DISTILLERS PRopUCTS CoRP., 
New York, N. Y., December 13, 1956. 
Hon. AtmMe J. Foranp, 
Chairman, Subcommittee on Excise Taxes, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear Str: On December 6 testimony was offered before your committee by Mr. 
Harry L. Lourie of the National Association of Alcoholic Beverage Importers 
suggesting a change in section 5001 (a) (1) of the Internal Revenue Code of 1954 
so that distilled spirits withdrawn from customs or internal revenue bonded ware- 
houses could be taxed upon the proof-gallon basis in all instances and would 
eliminate the present provision of law providing for the payment of taxes upon 
the wine-gallon basis when below proof (100°). 

National Distillers Products Corp. is opposed to the suggested change as it 
would in our opinion reduce the Federal revenue and be an injustice to the Ameri- 
can distillers. Section 5001 (a) (1) IRC reads as follows: 
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“There is hereby imposed on all distilled spirits in bond or produced in or im- 
ported into the United States an internal revenue tax at the rate of $10.50 on 
each proof or wine gallon when below proof and a proportionate tax at a like 
rate on all fractional parts of such proof or wine gallon.” 

Under this provision taxes and duties are collected upon the proof or the alco- 
holic content of the product when above 100 proof. When below 100 proof the 
taxes and duties are collected upon the wine gallon measurement, or for practical 
purposes, as if the product were 100 proof. 

These provisions, which have been a part of the law for many years, apply 
to domestically produced spirits withdrawn from internal revenue bonded ware- 
houses as well as imported spirits withdrawn from customs bond. The domestic 
producers have so regulated their method of manufacture that with few excep- 
tions their products are withdrawn at or above 100 proof and tax paid upon the 
alcoholic content. Most foreign manufacturers, however, while they have the 
same privilege, have for 40 years elected to bottle their products abroad at less 
than 100 proof and pay tax upon the wine gallon measurement. 

The important matter for consideration is the practical effect of such a change 
on the domestic market. The amendment would reduce the cost of importing a 
ease of 86 proof Scotch whisky by $4.03. This reduction more than exceeds the 
present rate of tariff on such imported goods ($3.41), and even should the im- 
ported goods be made subject to the domestic rectifying tax, the practical result 
would be the elimination of any tariff protection for the American whisky market. 

In the matter of tariff the United States has dealt very kindly with imported 
distilled spirits. In 1933, imediately following the repeal of national prohibition, 
the duty on distilled spirits was $5 a gallon. This duty was reduced under reci- 
procal trade agreements to $2.50 a gallon in 1936; to $1.50 in 1948; to $1.25 on 
Canadian whisky in 1951, and to $1.42 on Irish and Scotch whisky in 1956. 

The present method of paying taxes and duty on imported spirits was in effect 
when the above mentioned tariff reductions were authorized under reciprocal] 
trade agreements. In each of these tariff reductions consideration was given to 
the cost of landing a case of imported spirits in this country under the then 
existing commercial practice of importing in bottles below 100 proof. Now the 
importers seek to change a fundamental condition which was of prime importance 
at the time of the various tariff reductions and which would result in reducing 
the landed cost of imported distilled spirits by an amount in excess of the present 
tariff. Certainly if this suggestion had been before Government officials at the 
time they were considering these tariff reductions, it seems quite clear that they 
would not have granted both the reductions in the rate of duty and a further 
reduction through a change in the method of computing the tax and duty. The 
importers have already obtained the maximum tariff reductions permitted under 
the Trade Agreement Act and they now seek through the suggested modification 
of section 5001 to circumvent the minimum duty prescribed by law and secure a 
further reduction. Such a reduction would deprive the Federal Government of 
more than $25,000,000 annually in revenue. 

National Distillers Products Corp. wishes to register its objection to the pro- 


posed change in section 5001 (a) (1) and requests that this letter be inserted in 
the record of the hearings, 


Respectfully yours, 
R. E. Joyce, Vice President. 


GLENMORE DISTILLERIES Co., 


Louisville, Ky., December 18, 1956. 
Hon. AIMeE J. Foranp, 


House Ways and Means Committee, 
New House Office Building, Washington, D. C. 


DearR Mr. Foranp: We have learned that Mr. Harry Lourie, executive vice 
president of the importers’ association, has appeared before your subcommittee 
on December 6, 1956, and requested a change in the manner of computing the tax 
on imported distilled spirits. He has asked that the tax on imported distilled 
spirits in glass be caleulated on a proof-gallon basis rather than on a wine 
gallon basis as present law requires. 

There is strong opposition to this proposal in the domestic distilled spirits. 
The present method has been in use for many years and each time that the 
importers have been successful in having the duty on imported distilled spirits 
reduced one of their chief arguments has been that the tax on imported distilled 
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spirits in glass was paid on a wine-gallon basis. If now the basis should be 
changed so that the tax be paid on a proof-gallon basis they would be in the 
most favorable position of having their cake and eating it too. 

They would also be in the favorable position of being able to have their product 
bottled abroad where both labor and bottling supplies are much cheaper. Under 
present law if they ship into this country in bulk and bottle here, using domestic 
materials and labor, they are permitted to pay the tav on a proof-gallon basis. 

We will appreciate this letter being placed in the record as evidence that there 
is opposition to Mr. Lourie’s proposal. 

Yours very truly, 
J. A. ENGELHARD, President. 

Mr. Foranp. The next witness is Mr. Joseph Treacy. 

Mr. Treacy, will you come forward, please? Identify yourself for 
the purpose of the record. 


STATEMENT OF JOSEPH M. TREACY, CHAIRMAN, LEGISLATIVE 
COMMITTEE, NATIONAL LICENSED BEVERAGE ASSOCIATION 


Mr. Treacy. Mr. Chairman and gentlemen of the committee, my 
name is Joseph M. Treacy. I live in Indianapolis, Ind., where [ own 
and operate a retail establishment selling food and beverages for con- 
sumption on the premises. 

I appear here as chairman of the legislative committee of the 
National Licensed Beverage Association. Our membership is com- 
posed of the proprietors of taverns, restaurants, bar-cafes and small, 
independently owned hotels in 29 States and the District of Columbia. 
Appended to my statement is a list of the local and State associations 
affiliated with the National Licensed Beverage Association. 

I speak for that segment of the licensed beverage industry which is 
composed of the greatest number of individual licensees, each of whom 
owns and operates his business not as an investment, but as a means of 
livelihood for himself and family. It is my purpose to explain the 
effect of the so-called cabaret tax and the present rates of tax on alco- 
hol beverages upon my business and the business of the thousands of 
licensed retailers who are small-business men like myself. 

Two great problems facing the on-premise food and beverage indus- 
try—commonly referred to in Government surveys as “eating and 
drinking establishments”—in its struggle against shrinking public 
partonage are: 

1. The burden of the so-called cabaret tax; and 

2. The unfair competition from private clubs, veterans’ groups 
and fraternal orders in the operation of their “public” dining 
rooms and bars. 

In discussing the burden of the so-called cabaret tax, I hesitate even 
to use the name “cabaret tax” because it has a tendency to bring to 
mind plush dine and dance establishments or elaborate rooms in our 
leading hotels with name bands, famous entertainers, society patrons 
and gross revenues in large figures. 

Actually, the great bulk of the establishments subject to this tax are 
modest taverns, restaurants and bar-cafes, owned and operated by men 
who work in the business themselves and use live music and entertain- 
ment in an effort to compete against home television and keep up what 
is now lagging public PRONE, 

Just when we need entertainment most to compete against home 
television, we find the rate of the tax so high and consumer resistance 
against it so great that it is not available to us as a business stimulator. 
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The on-premise food and beverage industry is using a decreasing 
amount of live music and live entertainment each year. This fact is 
clearly shown by the report of Federal revenues received from this 
source. Ten years ago the Federal Government received over $72 
million from this tax. In the following 4 years the revenue dropped 
steadily so that by 1950 the return was about $4144 million. 


Collections, admission to cabarets, roof gardens, etc. 


1986 ....2 cdi Oy Bet BI a. nti teneen nee $45, 489, 000 
WOK nccirciesiaqsecinamenien Ge a eh SO etre tito ene 46, 691, 000 
LOGS ceeccitnadiretniiientiiamatipa IE BI oa cram scrcqnncpseennninnncntteiienes 38, 312, 000 
IDG cegperennaiomencegueinioe BEE oteetriverepncntgennentonginanes 39, 271, 000 
TOG hed peci aden Sh, ey GO) SOOO oe tens 42, 255, 000 
1068 a 5k eciiidn ties 42, 646, 000 


It then increased during the Korean emergency to the $4614 million 
collected in 1953. There was a sudden drop to a low point of $38 
million in 1954, which has improved at the present time by only $4 
million in spite of the fact that the national income has increased 
materially over the same period. We submit that a tax which results 
in decreasing revenues, as has this one, is a tax that is wrong in con- 
cept under present conditions and should be abolished. 

e are not using taxable entertainment because of public resistance 
to payment of the tax. Increasing costs of all overnaad items have 
put our prices at a level beyond which our customers will not go. To 
add to these prices, a surcharge of 20 percent means a further reduc- 
tion In patronage. 

Nor can we absorb this tax as an overhead item. The latest Dun & 
Bradstreet analysis of our industry reports that the average net return 
before taxes, including owner’s compensation and net profit, amounts 
to 11 percent of sales. To absorb the tax would result in operation at 
a loss in the average establishment. 

The businessmen in our industry are resourceful people and some 
have attempted to use taxable entertainment as a business stimulator 
in a part of their operation while limiting the other part to the serving 
of food and beverages. The result for them has been chaos. They 
never know what tax base will be selected by the Internal Revenue 
Service for application of the tax. 

For example, three establishments in my city have for some time 
attempted to serve the public as it wishes to be served by providing a 
dining room with live entertainment and dancing during the evening 
hours and food and beverage service only in an adjoining cocktail 
lounge or bar-cafe. 

They collected and paid the 20 percent tax on the dining room op- 
eration. However, from time to time patrons in the cocktail lounge 
would go into the dining room to dance or some of them would go 
into the dining room when the entertainment was on. Their opera- 
tions have now been audited with assessments as high as $19,000 for 
unpaid cabaret tax on the cocktail lounge operation. 

These proprietors could have stationed someone at the door of the 
dining room to keep the cocktail lounge diners out; they could have 
put a sign telling those diners that they could not enter the dining 
room; or they could have made a substantial admission charge at 
the dining room door. 

We have found, though, that admission charges drive customers 
away from dining rooms, and that any signs or other systems detract- 
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ing from the kind of hospitality expected by the American public re- 
sult in a material reduction in patronage. The kind of regimentation 
required to keep one part of an operation free of tax liability defeats 
the very purpose of providing entertainment or dancing. 

In the operation of my own restaurant, I found it necessary to dis- 
continue the use of live entertainment in January of this year. Up to 
that time I employed three musician-entertainers. I do not now use 
live entertainment because most of my customers will stay away be- 
fore they will pay the extra 20 percent on their dinner checks. 

I cannot absorb the tax myself, because I would be operating at a 
loss. Although some of my customers would pay the 20 percent, and 
even though I have lost some potential customers who want entertain- 
ment, I do not want to run the risk of having the tax applied retro- 
actively to a part of the gross income of the business; nor am I willing 
to regiment my customers so as to assure myself that a tax assessment. 
could not be made on that part of my establishment having no taxable 
entertainment. Instead, I now employ one organist to supply dinner 
music. 

I am very glad that the American Federation of Musicians in their 
appearance before the committee last week stressed the fact. that this 
tax is a tax upon employment. My own operation is a good example 
of the effect of this tax on the employment of musicians and enter- 
tainers. 

Where I formerly employed three persons in creating an atmos- 
phere of hospitable comfort for my patrons, I now employ one or- 
ganist. This situation can be multiplied thousands of times through- 
out the country. In order to avoid the dangers of this tax, I have 
reduced my entertainment payroll by two-thirds, but this decrease is 
much greater in most places that have discontinued live entertainment. 

My reduction in force was only two-thirds because I had no com- 
plete floor show. In an establishment having a regular floor show, 
there would normally be at least five musicians, plus the entertainers, 
who would be laid off. It should also be pointed out that in many 
instances untaxed entertainment would be such a business stimulator 
that the employment of service employees would be improved, also. 

Earlier, I mentioned the fact that we are experiencing an increasing 
amount of what we consider unfair competition from private clubs, 
fraternal orders, and veterans’ groups. I realize that their tax-exempt 
status is not before the committee for consideration, but because a 
part of their tax advantage stems from the nonapplication of the 
cabaret tax to their operations, it seems to us that some discussion of 
this situation may be pertinent. 

I do not refer to their entertainment of their own members, but to 
their entertainment of the general public. Although veterans’ groups 
and fraternal orders have no specific exemption from the cabaret tax, 
our members report that only in isolated instances are they actually 
paying it. We are told that collections are not made on such affairs 

cause they are private functions and the entertainment is, therefore, 
not a “public performance.” 

It is to be noted, however, that such nonprofit groups advertise ex- 
tensively in newspapers, inviting the general public to their social 
affairs, and that such affairs are, in fact, “public.” 

So far as private clubs are concerned, I refer to the so-called one- 
man clubs where, for a very nominal fee, a “member” is admitted. 
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There is now a substantial line of Federal court decisions holding that 
entertainment in such clubs is considered not to be a public perform- 
ance and is, therefore, exempt. 

Usually in such cases there is a nonprofit corporation owned and 
controlled by one man who retains all receipts. Anyone can join 
merely by paying a nominal fee and the club is just a device used to 
avoid the cabaret tax. 

We find ourselves in a situation where we cannot afford to use tax- 
able entertainment, but the tax-exempt groups can use it to draw the 
patronage we would normally have were it not for the tax. 

The announcement for these hearings indicated the committee would 
consider questions of Federal excise tax policy. We are not authori- 
ties on Federal fiscal matters, but we would suggest to the committee 
that it consider the potential value of this tax as a revenue producer 
in times of emergency. 

We know from experience that 20 percent is the highest effective 
rate that can be applied in this category. A 30-percent rate was tried 
during World War IT and had to be dropped because it was non- 

roductive. This means that in the event of another emergency, the 
best that could be hoped for would be a return equal to that enjoyed 
in 1946, the high point of this tax as a revenue producer. 

However, if this tax were to be abolished now, the increased number 
of establishments using entertainment would create a tax base capable 
of producing $150 million of Federal revenue for the first year of its 
reapplication in an emergency. 

The Federal Government stockpiles critical materials of various 
kinds at tremendous expense. We believe that by foregoing the pres- 
ent small return from this tax you would be stockpiling a revenue 
source worth $150 million a year. At the same time, you would make 
it possible for the on-premise food and beverage industry to use as a 
business stimulator the talents of the men and women in our entertain- 
ment industry. 

Regardless of what the committee may recommend as to the tax rate, 
there is one thing we hope the committee will do to clarify the situation 
on the tax. We ask you to change the name of the tax. As I said 
earlier, the very name of the tax denotes a tax on a luxury unknown 
to most Americans. 

Since it is a tax on employment of entertainers, or a tax on entertain- 
ment, it should be designated as such. This change would be of as- 
sistance to us in keeping our members informed concerning the ap- 
plication of the tax. In spite of the fact that we try to carry on a 
continuous educational program on the tax and other regulatory 
matters, wherever the Internal Revenue Service puts on an enforce- 
ment campaign, we get letters from our members complaining that 
they have been assessed. 

The complaint is usually the same—“I do not operate a cabaret.” 
The member then goes on to explain that he operates only a small 
restaurant, or tavern, and that his customers sometimes dance to juke- 
box music. Or, he may say that he has a pianist or an organist, but 
does not have entertainment. 

Upon investigation, however, we find that his organist on occasion 
will sing a request number. These people are not tax experts, and to 
them a cabaret tax would apply only to cabarets. In spite of our 





776 EXCISE TAXES 


efforts to disseminate neapet information on this subject, these mis- 
conceptions of the law still persist. It would be a service to the small- 
business man in our industry to change the name so as to accurately 
describe the tax. 

The misnomer of this tax has been a hindrance in our relations with 
our customers. A customer may complain when he sees the tax on his 
bill. When it is explained as the cabaret tax, and he is not in what 
he considers to be a cabaret, he feels that the proprietor is cheating 
him by charging a tax for which he is not liable. 

The misnomer of this tax has also, we believe, been a hindrance to us 
in obtaining a fair analysis by the Congress of the effect of the tax. 
References to the tax on the floor of the Congress have, in the past, in- 
dicated that the members were thinking of the tax only in its applica- 
tion to the luxury type of eating and drinking establishment, and not 
of the thousands of small restaurants and taverns where it actually 
has its greatest impact. 

We understand that any industry seeking relief from an excise 
tax must prove its own case, but because of the sympathetic under- 
standing of the problems of the moving picture theater industry dem- 
onstrated by this committee and the Congress on two occasions in 
recent years, I feel compelled to make a comparison of that industry 
to ours. 

I am informed that the economic condition of the moving picture 
theater industry is highlighted by a showing that several thousand 
theaters have av in the last 10 years. The on-premise food and 
beverage industry would have an even larger number of closings or 
recorded failures to illustrate its economic ills except for the nature 


of ownership of the establishments in our industry. 

The great bulk of establishments are family owned and operated 
and when business gets so bad that a failure is imminent, the owners 
do not resort to bankruptcy, but attempt to bail themselves out by a 
sale at a loss. There is probably no retail industry in this country 
which has as many changes of ownership each year. 
ees of Commerce figures show that 1 out of every 3 eating 


and drinking establishments changes hands annually, while the figure 
for retailers in general indicated a change of only 1 out of each 6 in 
business. In other words, the rate of ownership turnover in our in- 
dustry each year is twice that of retailers generally. This high rate 
of ownership transfer is the equivalent of failures and closings in the 
moving picture theater industry. It is the result of the same type 
of patronage withdrawal. 

The elimination of this tax would have a direct effect upon the 
competitive position of the on-premise food and beverage industry. 
Those of us who now use entertainment would have an immediate 20- 
percent reduction in sales price of all food and beverage items and 
those not now using entertainment could use it as a means of drawing 
patronage. Just like the movies, we need this tax relief now. 

Since the base for this tax is not a specific, material thing or a spe- 
cific, easily ascertainable service, we face not only the burden of the 
tax in dollars and cents, but the uncertainties of its application. For 
that reason, tax relief to us means the elimination of the tax and we 
solicit your interest to that end. 

We are, however, practical people and realize that the country’s 
revenue needs are such that elimination of the tax may have to be 





-”'-—-- 


EXCISE TAXES dd 


accomplished in successive steps. We believe that it may be a a 
time before a congressional committee will again expend the time an 
effort necessary for a complete review and analysis of our excise tax 
structure. 

We, therefore, respectfully request that the tax be eliminated and 
held as an emergency revenue producer; or if such action is not 
feasible at this time, that a specific timetable of reduction looking 
toward complete elimination be established and that the law be re- 
written to realistically describe the tax as a tax on entertainment. 

Another excise tax whose rate has an effect upon the welfare of the 
on-premise food and beverage industry is the gallonage tax on dis- 
tilled spirits. We believe this commodity should bear its fair share 
of support for the Federal revenues, but as legal, licensed, taxpaying 
retailers experiencing increasing and effective competition from the 
illegal, unlicensed, tax-free bootleggers, and speakeasy operators, we 
have serious doubt that the present rate constitutes the fair share of 
the tax burden. 

We are the tax collectors for the Federal Government as regards 
this excise. As such, we are in direct contact with the taxpayers who 
are our customers, and we are the first to feel the impact of buyer 
resistance to these taxes. This resistance is being expressed by public 
patronage of unlicensed establishments. 

The production of illegal whisky may have become accepted as a 
normal “do-it-yourself” activity in rural areas, but at the present 
time this activity has come to the small towns, the cities, and the great 
metropolitan centers. 'To many people, reports of this illegal activity 
are just statistics, but to we licensed retailers it is direct, effective, and 
unfair competition. The increase in such illegal retail outlets and the 
danger they create for legal, licensed liquor control is indicated by 
a recent editorial in one of the well-respected trade publications of 
our industry. 

The Observer, of Philadelphia, on November 19th of this year, 
thought enough of this problem to editorially call upon all enforce- 
ment agencies to cooperate in closing speakeasies in the State of 
Pennsylvania. The burden of this high tax on the product contributes 
materially to the growth of such illegal operations. 

Any reduction in the excise tax on distilled spirits would help the 
on-premise food and beverage industry by more than just the amount 
of the decrease in the tax. We pay the excise tax in a lump sum 
and then reimburse ourselves a penny at a time as individual drinks 
are prepared and sold. 

Any tax reduction will decrease the dollar value of the necessary 
inventory and thereby reduce our financing costs. The size of inven- 
tory varies according to the size and type of the establishment and 
according to business patterns followed in various sections of the 
country. 

However, we have made a survey among our members which indi- 
cates that a tax of $6 per proof gallon would result in a decrease 
in dollar value of inventory ranging from $1,500 to $4,000. Dun & 
Bradstreet estimates the average turnover of inventory in our industry 
to be slightly over 15. Our survey, just mentioned, indicates that 
the turnover would in some cases run as high as 10, but would average 
less than that. Taking a turnover of five times as being conservative, 
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there would be from $7,500 to $20,000 of inventory cost in the average 
operation that could be eliminated. 

Keeping in mind the small margin of profit referred to earlier in 
this statement, it is obvious that the savings in inventory financing 
cost is an important item to us. 

The savings we could accomplish by a tax reduction and the result- 
ing decrease in inventory costs would be of aid to us in our efforts to 
reverse the present trend of declining patronage. In our presentcom- 


petitive position, we need this help as well as that of tax-free 
entertainment. 


It is obvious to us that any relief from this tax will have to be ac- 
complished progressively. At this time, therefore, we ask the com- 
mittee to recommend that the emergency tax of $1.50 be allowed to 
expire on its statutory date, April 1, 1957, as a first step. 

Referring again to our belief that it may be some time before another 
congressional committee will thoroughly analyze our excise tax struc- 
ture, we ask that the committee make a finding as to the rate by which 
this commodity will pay its fair share of the Federal tax burden and 
establish a timetable for a gradual reduction in the rate to that point. 

The retail sale of alcoholic beverages is a business coupled with the 
eg: interest. In order that the best practices among retailers can 

e cultivated, to the end that adequate and reasonable control will be 
accomplished, stable conditions among retailers must be maintained. 

The elimination of the cabaret tax, and the establishment of a 
reasonable rate of tax on distilled spirits will contribute greatly to 
such stability. 


(The editorial and list of affiliated associations referred to are as 
follows:) 


AFFILIATES OF NATIONAL LICENSED BEVERAGE ASSOCIATION 


Arizona Retail Licensed Beverage Association, Inc. 
California Licensed Beverage Association 

California Tavern Association 

Colorado Licensed Beverage Association 

Connecticut Restaurant Association, Inc. 

Idaho Licensed Beverage Association 

Chicago Tavern Owners Association 

Licensed Beverage Association of Illinois 

Indiana Licensed Beverage Association, Inc. 

Hawkeye National Beverage Association, Inc. (Iowa) 
Campbell County Cafe Owners Protective Association (Kentucky ) 
Maryland State Licensed Beverage Association, Ine. 
Massachusetts Retail Liquor Dealers Board of Trade 
Michigan Table-top Licensees’ Congress 

Minnesota Licensed Liquor Retailers, Inc. 

On-Sale Liquor Dealers of Minneapolis, Inc. 

St. Paul On-Sale Liquor Dealers Association 

Montana Licensed Beverage Association 

Nebraska Licensed Beverage Association 

Nevada Licensed Beverage Association 

United Tavern Owners Association of New Jersey 

New Mexico Retail Licensed Beverage Association 

State Restaurant Liquor Dealers Association of New York, Inc. 
Associated Tavern Owners of Brooklyn, Inc. (New York) 
North Dakota Beverage Dealers Association 

Buckeye Retail Liquor Dealers Association (Ohio) 
Oregon Licensed Beverage Association 

Pennsylvania Tavern Association 

United Tavern Owners of Philadelphia 
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Rhode Island Retail Liquor Dealers Association, Inc. 
South Dakota Retail Liquor Dealers Association 
Associated Tavern Owners of Utah 

Restaurant Beverage Association of Washington, D. C. 
Washington State Licensed Beverage Association, Inc. 
Wisconsin Tavern Keepers Association, Ine. 

Tavern League of Wisconsin, Inc. 

Wyoming State Liquor Dealers Association, Inc. 


{Editorial appearing in the Observer, Philadelphia, Pa., November 19, 1956) 
CLose ’EM UP! 


The high price of legal liquor makes bootlegging and moonshining a highly 
lucrative business these days and by the same token the speakeasy operator is 
being encouraged by the lush profits to remain in business by any devious means. 

Paying no taxes, local, State, or Federal to stay in business, serving a product 
which is usually illicitly produced without the benefit of the $10.50 per gallon 
United States tax added to the price of legal liquor, undaunted by legal closing 
hours, Sunday restrictions and the ban on sales to minors, the speakeasy opera- 
tor has such a tremendous economic advantage over his legal competitor that it is 
vital to put him out of business quickly. 

Only by strenuous efforts on the part of local police and liquor control board 
enforcement agents can the speakeasies be kept under control. Police officials 
have complained that speakeasies bloom like mushrooms; pull one up and two 
immediately grow overnight. 

But by effective cooperation of the various enforcement agencies, the speak- 
easies can be shuttered soon after they open for business and before they have 
done too much damage to the legitimate business people. 

There is little doubt that no speakeasy or other illicit dispensing place can 
operate for long without the police learning of its existence. 

And if the police are a little “shy” about closing a place up, the licensee can 
step into the picture and bring the situation to the attention of the liquor control 
board or the police commissioner, so that action will be taken against the 
offender. 

There are authenticated cases where every speakeasy in town was closed up 
tight by the police and the LCB agents, following such complaints by the licensees 
through their local organization. 

Cooperative between the local police and the LCB is vital in maintaining a 
checkrein on the speaks, and a little help from the licensees can go a long way in 
getting results. 


Mr. Treacy. I thank you. 

Mr. Foranpv. We thank you for your contribution, sir. Are there 
any questions ? 

There are no questions. 

We next have the Brewers’ Association of America. I think there 
are five witnesses listed here. Will you all come forward, please? 

Mr. Koch, you are the first witness listed here. Of course we know 
you favorably and well through your connection with our former col- 
league, Mr. Mead, of New York. Are you to be the spokesman for this 
group, or is everybody intending to speak on this subject ? 

Mr. Kocn. Mr. Chairman, we have a short talk from each one of 
our witnesses, if we may, please. 

Mr. Mason. I didn’t get that, Mr. Chairman. Will you give us that 
statement again ? 

Mr. Kocu. We have a short—not more than 5-minute—presenta- 
tion from each one of our witnesses, sir. 

Mr. Mason. That will be 20 minutes. 

Mr. Kocu. If permission is granted, sir, we would like to proceed 
with our general counsel, Mr. John O’Neill, first. 

Mr. Foranp. You may proceed. 
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STATEMENT OF JOHN E. 0’NEILL, GENERAL COUNSEL, BREWERS’ 
ASSOCIATION OF AMERICA 


Mr. O’Nemu. Mr. Chairman and members of the committee, my 
name is John E. O’Neill. I appear as general counsel for the Brewers’ 
Association of America. My office address is 604 Washington Build- 
ing, Washington, D.C. The main office of the association is located at 
188 West Randolph Street, Chicago, Il. ' 

The Brewers’ Association of erica embraces in its membership 
the local and regional brewers of the United States, as distinguished 
from the national shipping brewers. It is the largest American trade 
association of brewers in point of membership. It is a small brewers’ 
organization, numbering in its membership approximately two-thirds 
of the operating brewing companies in the United States. I have ap- 
pended to my testimony as exhibit I a list of the members of the 
Brewers’ Association of America, and I respectfully request that the 
list be incorporated into the record at the conclusion of my testimony, 
and as a part thereof. 

This is not the first time I have appeared before your committee 
on behalf of the small brewers of the United States who are struggling 
to survive against the inroads of competition from big business. 
In February 1950, I urged your committee to throw a lifeline in the 
form of excise tax relief to the small brewers of the country, stating 
at that time: 


The growth of monopoly is no more desirable in the brewing industry than 
in any other industry, but unless some affirmative steps are taken to assist 
small concerns to remain in business, the growing concentration of production 
in fewer and fewer plants will continue. 


At the time I made this prediction in 1950, there were 405 oe 
plants operating in the United States. These plants were owne 
and controlled by approximately 360 brewing companies. As of today 
there are only 219 brewing companies in business, operating 269 
plants. In other words about 40 percent of the brewing companies 
which were in business when I testified before your committee in 
February 1950 are no longer operating. The gravity of this situation 
is all the more apparent when we reflect that there were over 700 
brewing companies operating in the United States as late as the 
year 1937; and when we consider that the casualty rate in the brewing 
industry, resulting from mergers and business failures, amounts to 
over 10 | saree in the past 18 months alone. 

The Senate Select Committee on Small Business commented on the 
situation as follows in its annual report to the 84th Congress dated 
January 12, 1956: 

In industry after industry the prevailing trend is in the direction of fewer 
but larger companies. Representative of former multiunit industries which 
have in recent years undergone a marked reduction in the number of companies 
comprising the total-industry is that of malt beverages. In 1934 there were 
725 breweries; in 1947 only 440; and in 1955 this number has shrunk to 254 
companies, operating 289 plants. That the remaining small local and regional 
breweries need nourish no illusions about the “hard” competition that is in 
store for them may be gleaned from the comment of August Anheuser Busch, Jr., 
president of the giant Anheuser Busch brewery, who asserted: “This is the 


year that we are going to separate the men from the boys in the brewing 
industry.” 
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For the information of the committee I have appended to my testi- 
mony as exhibit II a tabulation showing breweries in operation and 
production volume, each year since 1934; and showing also the con- 
tinuing trend toward concentration in the past 18 months. I respect- 
fully request that this tabulation be incorporated into the record at 
the conclusion of my testimony and as a part thereof. I will not 
dwell on the statistics contained in this chart except to point out that 
the death rate in the brewing industry has been phenomenal and is 
continuing at an alarmingly high rate. Economists agree that the 
continued concentration of business in the hands of a few gigantic con- 
cerns, with the resulting failure of local businesses, means a shrinking 
economy. Although total sales remain the same when placed through 
a dozen large outlets instead of hundreds of small ones, it simply 
means fewer jobs, fewer taxpayers, less local spending, less everything 
that goes to make up an expanded national economy. 

In the national interest something should be done, and done quickly, 
to halt the shocking trend toward monopoly in the brewing industry. 
We think it can be accomplished only through a revision in excise tax 
rates, because the excise tax rates are responsible for this trend. 


THE PRESENT TAX RATE ON BEER DISCRIMINATES AGAINST SMALL PLANTS 


The present flat tax of $9 per barrel on all beer results in an unequal 
tax burden on the small brewers who sell their product at lower prices 
than nationally advertised brands. Large brewers charge higher 
prices, and spend a large percentage of their gross receipts on expand- 
ing pepe facilities, and on large-scale advertising programs with 
which the small operator cannot compete. The price charged by the 


large brewers for their cee, advertised brands is uniformly 
y 


above the level of prices charged by local and regional competitors. 
Consequently with the flat tax rate of $9 per barrel applicable to all 
sales it is obvious that the tax represents a substantinlty higher per- 
centage of the sales price of local brewers than in the case of nationally 
advertised brands. This means that the tax robs the local brewer of 
a large part of his ability to maintain a price differential, which is his 
main hope for obtaining business. To illustrate this I have prepared 
and attached to my testimony as exhibit III a chart comparing local 
brewers’ prices with the prices charged for nationally advertised 
brands in 68 cities in 26 States. I ask that this chart be incorporated 
into the record at the conclusion of my testimony, and as a part thereof. 

A glance at the comparative prices of local and national beers, as 
shown on this chart clearly reveals that the national brands have a 
price advantage in every market, and that this price advantage runs 
in some cases as high as $1.95 per case, and $3.91 per half barrel. 

The average nationwide price advantage enjoyed by the national 
brands is indicated as 89 cents per case and $2.28 per half barrel. Thus, 
the amount of the big brewers’ price differential on packaged beer 
averages $11.57 per barrel (at 89 cents per case) which is $2.57 per 
barrel in excess of the Federal $9 excise tax which he pays on his beer. 

When the consumer spends a dollar for local beer a very large per- 
centage of that dollar represents Federal excise tax, but if he spends 
his dollar for natieindlty advertised brands the Federal Govern- 
ment derives considerably less revenue from each dollar spent. This 
is well illustrated by the following specific example showing compara- 
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tive Massachusetts beer prices as of July 1, 1956, together with com- 
ments from Mr. Kar] H. Bissell, president of Hampden Brewing Co., 
Willimansett, Mass. : 

















’ 
Less tax Actual price, 
no tax 


Brand Case price 
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Now here are three beers. Their net prices per case are $1.78, $2.33, 
and $2.88 and all are taxed at 80 cents per case. What percent is each 
taxed to get the 80 cents per case ? 





Case price | Taxin 
less tax percent 


Total price 
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Now the tax on a case of Budweiser carries a tax (State and Fed- 
eral) of 2789 percent, while Hampden has a tax of 44349 percent, a 
difference of 16.5 points, but a difference of 58 percent. That is, 
Hampden pays 58 percent more taxes than Budweiser. 

This obviously unequal tax burden upon small operators is incon- 
sistent with the traditional congressional policy of distributing the tax 
burden equitably upon the basis of ability to pay. The situation de- ; 
mands corrective action to remove this injustice by redistributing the 3 
beer tax burden so that large operators slKine at high prices will pay 
their fair share. 


OUR SPECIFIC PROPOSAL 





We respectfully propose that excise tax relief be extended to all 
small producers by an amendment to existing law which would reduce 

the excise tax by $2 per barrel upon the first 100,000 barrels of beer 

sold by any brewery in any calendar year. 

Under such a aiding a brewer selling for instance, only 50,000 
barrels of beer a year would pay a reduced tax upon his total volume 
while the brewer selling a million barrels a year or more would pay 
the reduced tax only on the first 100,000 barrels sold in the calendar 
year. 

; This objective can be accomplished by amending the first sentence of 
section 5051 (a) of the Internal Revenue Code of 1954. In the bill 

now under consideration by the committee, H. R. 12298, section 5051 ' 
(a) of the Internal Revenue Code is proposed to be amended in certain a 
respects on pages 141 and 142 of the bill. Before reporting this bill § 
out of committee, we respectfully suggest that the first sentence of 
section 5051 (a) be further amended to read as follows: 


SEC. 5051. IMPOSITION AND RATE OF TAX. 


(a) Rate or Tax.—There is hereby imposed on all beer brewed or produced 
and removed for consumption or sale within the United States, or improved into 
the United States, a tax of $9 for every barrel containing not more than 31 gallons 
and at a like rate for any other quantity or for fractional parts of a barrel: 
Provided, That the rate of taw for the first 100,000 barrels of beer brewed or pro- 
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duced and removed for consumption or sale, within the United States, in each 
fiscal year commencing on and after July 1, 1957, by any brewer, shall be $7 for 
every barrel containing not more than 31 gallons and at a like rate for fractional 
parts of a barrel. 

Italicized material is new matter proposed to be added to section 5051 
(a) on pages 141 and 142 of H. R. 12298. 

H. R. 12298 as now drafted contemplates that the basic rate of tax on 
beer will drop on April 1, 1957, from $9 a barrel to $8 a barrel on all 
production. There isa strong feeling in many quarters that Congress 
will not permit the basic rate of tax on beer to be reduced on April 1, 
1957, as contemplated by the present law. Speaking for the small 
brewers of the United States, Poet your attention to the fact that 
about 70 percent of the brewing companies operating in the United 
States would benefit more from a tax reduction of $2 per barrel upon 
the first 100,000 barrels sold annually than they would benefit from a 
straight reduction of $1 per barrel on all sales. Consequently the vast 
majority of brewers in the United States are more interested in a relief 
measure for the benefit of small business, than in a straight tax reduc- 
tion in all beer of $1 per barrel effective April 1, 1957. 

It is conservatively estimated that if every brewing company were 
given a tax reduction of $2 per barrel upon the first 100,000 barrels 
sold annually the total loss of revenue by way of excise taxes would 
not exceed $25 million. A large part of this revenue loss would be 
recaptured directly by way of additional income tax paid by the 
brewers, and most, if not all, of the remainder would be compensated 
for by additional jobs and general economic activity resulting from the 
continuance of the small brewers in business. 

If the tax rate is reduced $1 per barrel on April 1, 1957, as contem- 
plated by the present law the revenue loss in 12 months would amount 
to about $90 million, the bulk of which would go to the million-barrel 
plants. The big ten would benefit to the extent of about $36 million: 
and the 25 largest brewers in the United States would divide about 
$56 million. This is indicated by the tabulation showing the 1955 
sales volume of the 25 leading brewers which I have appended to my 
testimony as exhibit IV and which I ask be made a part of the record. 

In this connection I am also attaching to my testimony as exhibit 
V the typical comments of 32 small breweries, some of which have 
been in business over 100 years. Without dwelling on this exhibit I 
invite your particular attention to the views expressed as to the need 
for the relief, by Boston Beer Co., the oldest brewery in the United 
States, which was forced to discontinue operating only last month 
after 128 years in business. 

It is apparent from the foregoing observations and from the data 
contained in my exhibits IV and V that if the brewing industry had 
to choose between a $1 per barrel straight tax reduction on April 1, 
1957, as against a $2 per barrel reduction on the first 100,000 barrels 
sold annually by each plant, the vast majority of brewers in the United 
States would choose the latter. 

This is not to say that small brewers oppose a general tax reduction. 
Far from it. Taxes on beer, the “poor man’s drink,” are much too 
high and should be generally reduced to a lower level. However, a 
straight reduction of $1 per barrel upon all beer sales would not solve 
in any way the small brewers’ problem. In order to solve that 
problem and keep the remaining small brewers in business it will be 
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necessary to set up, as we propose, a tax differential which would re- 
move existing inequities and enable the small operators to compete on 
a more even basis with the large brewers. Consequently if Congress 
permits a general beer tax reduction of $1 a barrel on April 1, 1957, 
the second sentence of section 5051 (a) should be appropriately 
amended to continue a $2 differential on the first 100,000 barrels sold in 
each fiscal year as provided in the above proposed amendment to the 
first sentence of section 5051 (a). 

As indicated by the tabulation attached to my testimony as exhibit 
IV the existing unfair competitive situation resulting from present 
excise tax rates has given the 25 leading brewers 65 percent of the beer 
market. In 1955 this group of brewers sold approximately 56 million 
barrels of beer, which represents more than a 100-percent increase over 
the 27,500,000 barrels sold by the same group in 1946. During this 
same 9-year period the brewing industry mortality rate has exceeded 
40 percent. 

The imposition of a lower excise tax on the first 100,000 barrels sold 
by each brewer annually would be administratively feasible. 

Beer excise taxes until recently were paid in advance of removal 
from the brewer by canceling stamps of proper denominations at the 
time of removal or sale. Even if this system of tax collection were 
continued, officials of the Treasury Department have indicated that no 
administrative difficulty would arise in providing stamps of proper 
denominations to small brewers who would benefit by the tax reduction. 

However, the administrative problem is now greatly simplified by 
the Internal Revenue Code of 1954, and regulations thereunder, which 
provide for the payment of beer excise taxes, on a return basis, after 


sale and removal from the plant. Tax stamps of every kind have 
now been completely eliminated so that the oe operation in- 


volves the mere filing of a return accompanied by a check for the 
amount due. 


SUCH A TAX IS CONSTITUTIONAL 


Uur proposal for the relief of small plants is constitutional in that 
it meets the requirements of article I, section 8, of the Constitution 
which requires that imposts and excises be uniform throughout the 
United States. 

The leading case on this point, Knowlton v. Moore (178 U. S. 41), 
arose under the War Revenue Act of 1898 and came before the Su- 
preme Court in 1900. The statute was attacked for not complyin 
with the uniformity provisions of the Constitution in that it placed 
a graduated excise tax on legacies of personal property passing at 
death. The legacy tax was graduated on the basis of value running 
from $10,000 to $1 million, and dependent upon the degree of rela- 
tionship to the deceased. 

In upholding the statute, the Court said : 

By the result, then, of an analysis of the history of the adoption of the Con- 
stitution it becomes plain that the words “uniform throughout the United 
States” do not signify an intrinsic but simply a geographical uniformity. 

The tax proposed for the relief of small brewers is in the nature of a 
graduated tax. Such taxes have been uniformly held valid. It is 
within the power of Congress to create classifications for tax purposes 
and even to impose unequal burdens upon different classes of tax- 
payers. The income tax, the estate aa inheritance taxes, and the 
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sales tax, are all examples of the graduated tax and of the power of 
Congress to establish classifications for tax purposes. An almost 
parallel case in point, involving a statute of Alaska, came before the 
Supreme Court in 1925 (Pacific American Fisheries v. Alaska, 269 
U. S. 269). In this case the Court sustained the validity of a gradu- 
ated tax on canned salmon under which the first 10,000 cases packed 
by each cannery were exempt; a tax of 5 cents a case on quantities 
from 10,000 to 25,000 cases, 10 cents a case on quantities from 25,000 
to 40,000 cases; 15 cents a case on quantities from 40,000 to 50,000 
cases, and 25 cents a case on quantities over 50,000 cases. In upholding 
the tax, the Court said : 

It is much pressed that the tax discriminates against large canneries in favor 
of the small ones; this especially as contravening the fifth amendment, and 
denying due process of law. Classification of taxes by the amount of the corpus 
taxed has been sustained in various connections heretofore. The inequalities 


of the tax are based upon intelligible grounds of policy and cannot be said 
to deny the petitioner its constitutional rights. 


TANK-CAR SHIPMENTS OF BEER 


Section 5412 of the Internal Revenue Code provides in substance 
that beer may be removed from a brewery for consumption or sale only 
in “hogsheads, barrels, kegs, bottles, and similar containers.” With 
respect to beer removed from one brewery to another brewery be- 
longing to the same brewer, section 5414 of the Internal Revenue Code 
specifies that the beer may be removed “in such containers as the Secre- 
tary or his delegate by regulations shall prescribe.” 

Although technically speaking, the Secretary of the Treasury has 
discretion under section 5414, with respect to the containers to be used 
in removing beer from one brewery to another belonging to the same 
brewer, I should like to point out (a) that Congress has provided by 
law for a great many years that beer may not be removed from a 
brewery for consumption or sale in containers larger than a hogshead ; 
and (6) that it is a discrimination against small brewers for the 
Secretary of the Treasury, under section 5414 of the Internal Revenue 
Code, to exercise his discretion in favor of the large brewers of thie 
country, so as to allow these large brewers to ship beer out of their 
plants to other plants owned by them, in containers other than those 
which have been standardized under the Internal Revenue laws for 
nearly a century. 

Considering the fact that small brewers are struggling against al- 
most insurmountable odds to meet the competition already provided 
by the larger brewers of the country who are gradually putting them 
out of business, the action of the Treasury Department in permitting 
tank car shipments of beer from one brewery to another can only 
accelerate this trend toward concentration in the brewing industry. 

Up to now permission to ship in tank cars, tank trucks, and similar 
containers larger than a hogshead has been restricted to brewers own- 
ing more than one plant but the large brewers have been trying to 
enlarge this loophole so as to permit unlimited tank-car shipments of 
un-tax-paid beer to bottlin olaete at distant points. In fact, a recent 
effort was made in the 84th Caslivess to have the Forand Subcommittee 
on Internal Revenue Taxation incorporate in its bill, H. R. 12298, a 
provision which would allow the unlimited removal of beer from 
breweries for consumption or sale, or for shipment to subsidiary plants, 
85776—57——51 
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in containers of any size; namely, tank cars, tank ships, and tank 
trucks, in addition to the hogsheads or other containers now recog- 
nized by law. 

Instead of enlarging the loophole to favor more large brewers to the 
detriment of local brewer competition, we believe that Congress should 
adhere to the traditional policy of restricting all beer shipment to the 
sizes of containers specified in section 5412 of the Internal Revenue 
Code. To that end we recommend that the Treasury Department be 
deprived of discretion in this matter by amending section 5414 of the 
Internal Revenue Code to specifically provide that no beer be removed 
from any brewery, whether for consumption or sale, or otherwise, ex- 
cept in hogsheads, barrels, kegs, and similar containers which are 
specified in section 5412 of the Internal Revenue Code and which have 
been traditional for a great many years in the industry. 


SUMMARY AND CONCLUSION 


In view of the foregoing, we respectfully urge that: 

1. The present tax rate on beer discriminates against small plants; 

2. Small brewers are experiencing an alarming death rate even 
while the volume of beer sales increases; 

3. The trend toward concentration and monopoly in the brewing 
industry is not a healthy one for the country, and serious efforts should 
be made to save the remaining small plants from bankruptcy ; 

4. This can be done by reducing by $2 per barrel the amount of the 
excise tax upon the first 100,000 barrels of beer sold annually by every 
brewer; 

5. The loss of revenue involved in this proposal would be nominal; 

6. The imposition of a lower excise tax upon the first 100,000 bar- 
rels sold by each brewer annually would be constitutional and adminis- 
tratively feasible; and 

7. Section 5414 of the Internal Revenue Code should be amended 
in such manner as to prohibit the removal of beer from any brewery in 
containers larger than a hogshead. 

Thank you, gentlemen. 

(The exhibits referred to are as follows :) 


Exutsit I. MEMBERS OF THE BREWERS’ ASSOCIATION OF AMERICA 


Ambrosia Brewing Co., Chicago, II. Bosch Brewing Co., Houghton, Mich. 
American Brewery, Inc., Baltimore, Md. Boston Beer Co., South Boston, Mass. 
American Brewing Co., Miami, Fla. Peter Bub Brewery, Inc., Winona, Minn. 
Anaconda Brewing Co., Anaconda, Buckeye Brewing Co., Toledo, Ohio 
Mont. Butte Brewing Co., Butte, Mont. 
Anchor Brewing Co., Inc., San Fran- Carling Brewing Co., Inc., Cleveland, 
ciseo, Calif. Ohio 
Arizona Brewing Co., Phoenix, Ariz. Centlivre Brewing Corp., Fort Wayne, 
Atlantic Brewing Co., Chicago, Ill. Ind. 
Atlantic Co., Charlotte, N. C, Cleveland-Sandusky Brewing Corp., 
Bavarian Brewing Co., Inc., Covington, Cleveland, Ghio 
Ky. Cold Spring Brewing Co., Cold Spring, 
Berlin Brewing Co., Berlin, Wis. Minn. 
Blitz Weinhard Co., Portland, Oreg. Columbia Brewing Co., Shenandoah, 
Bohemian Breweries, Inc., Boise, Idaho. Pa. 
Bohemian Breweries, Inc., Spokane, Cumberland Brewing Co., Cumberland, 
Wash. Md. 
Bohemian Brewing Co., Joliet, Ill. 
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Dawson’s Brewery Inc., New Bedford, 
Mass. 

Diamond Spring Brewery, Inc., Law- 
rence, Mass. 

Dobler Brewing Co., Albany, N. Y. 

Dubois Brewing Co., Du Bois, Pa. 

Dubuque Star Brewing Co., Dubuque, 
Iowa 

Duluth Brewing & Malting Co., Duluth, 
Minn. 

Sagle Brewing Co., Catasauqua, Pa. 

Eastern Brewing Corp., Hammonton, 
N. J. 

Effinger Brewing Co., Baraboo, Wis. 

Enterprise Brewing Co., Fall River, 
Mass. 

Erie Brewing Co., Erie, Pa. 

Esslinger’s Inc., Philadelphia, Pa. 

Eulberg Brewing Co., Portage, Wis. 

Falls City Brewing Co., Inc., Louisville, 
Ky. 

Fauerbach Brewing Co., Madison, Wis. 

Fesenmeier Brewing Co., Huntington, 
W. Va. 


Fischbach Brewing Co., St. Charles 
Mo. 

Fisher Brewing Co., Salt Lake City, 
Utah 


Fitger Brewing Co., Duluth, Minn. 

Ernst Fleckenstein Brewing Co., Fari- 
bault, Minn. 

Fort Pitt Brewing Co., Pittsburgh, Pa. 

Fountain Brewing Co., Fountain: City, 
Wis. 

Frankenmuth Brewing Co., 
muth, Mich. 

Fuhrmann & Schmidt Brewing Co., 
Shamokin, Pa. 

Genesee Brewing Co., Rochester, N. Y. 

A. Gettelman Brewing Co., Milwaukee, 
Wis. 

Geyer Bros. Brewing Co., Frankenmuth, 
Mich. 

Gluek Brewing Co., Minneapolis, Minn. 

Great Falls Breweries, Inc., Great Falls, 
Mont. 

William Gretz Brewing Co., Philadel- 
phia, Pa. 

Gunther Brewing Co., Baltimore, Md. 

Haberle Congress Brewing Co., Syra- 
cuse, N, Y. 

Hampden Brewing Co., Willimansett, 
Mass. 

James Hanley Co., Providence, R. I. 

John Hauenstein Co., Inc., New Ulm, 
Minn. 

Hawaii Brewing Corp., Honolulu, T. H. 

Heidelberg Brewing Co., Tacoma, Wash. 

Home Brewing Co., Inc., Richmond, Va. 

Hornell Brewing Co., Hornell, N. Y. 

Jos. Huber Brewing Co., Monroe, Wis. 

The Hull Brewing Co., New Haven, 
Conn. 

Independent Milwaukee 

waukee, Wis. 


Franken- 


srewery, Mil- 
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Iroquois Brewing Co., Buffalo, N. Y. 

Jones Brewing Co., Smithton, Pa. 

Charles D. Kaier Co., Mahanoy City, 
Pa. 

Kessler Brewing Co., Helena, Mont. 

Kiewel Brewing Co., Little Falls, Minn. 

Fred Koch Brewery, Dunkirk, N, Y. 

Latrobe Brewing Co., Latrobe, Pa. 

Lebanon Valley Brewing Co., Lebanon, 
Pa. 

Jacob Leinenkugel Brewing Co., Chip- 
pewa, Wis. 

The Lion, Inc., Wilkes-Barre, Pa. 

Lone Star Brewing Co., San Antonio, 
Tex. 

Maier Brewing Co., Los Angeles, Calif. 

Mankato Brewing Co., Mankato, Minn. 

—— City Brewing Co., Marathon, 

Tis. 

Marshfield Brewing Co., 
Wis. 

Menominee-Marinette 
nominee, Mich. 

Mineral Spring Brewing Co., Mineral 
Point, Wis. 

Minneapolis Brewing Co., Minneapolis, 
Minn. 

Missoula Brewing Co., Missoula, Mont. 

Monarch Brewing Co., Chicago, IL. 

Mount Carbon Brewery, Pottsville, Pa. 

Louis F. Neuweiler’s Sons, Allentown, 
Pa. 

Northern Brewing Co., Superior, Wis. 

Oconto Brewing Co., Oconto, Wis. 

Oertel Brewing Co., Inc., Louisville, Ky. 

Old Reading Brewery, Inc., Reading, 
Pa. 

Henry F. Ortlieb Brewing Co., Phila- 
delphia, Pa. 

Oshkosh Brewing Co., Oshkosh, Wis. 

Peoples Brewing Co., Oshkosh, Wis. 

Peoples Brewing Co., Oshkosh, Wis. 

Phoenix Brewery, Corp., Buffalo, N. Y. 

Pilsen Brewing Co., Chicago, Ill. 

Pilsner Brewing Co., Inc., Cleveland, 
Ohio. 

Potosi Brewing Co., Potosi, Wis. 

Progress Brewing Co., Oklahoma City, 
Okla. 

Regal Pale Brewing Co., San Francisco, 
Calif. 

Reisch Brewing Co., Springfield, Ill. 

The Renner Co., Youngstown, Ohio. 

Rhinelander Brewing Co., Rhinelander, 
Wis. 

Rice Lake Brewing Co., Rice Lake, Wis. 

August Schell Brewing Co., New Ulm, 
Minn. 

The Schoenling Brewing Co., Cincin- 
nati, Ohio. 

Sebewaing 
Mich. 

Sicks’ Century Brewery, Seattle, Wash. 

Sick’s Spokane Brewery, Inc., Spokane, 
Wash. 


Marshfield, 


Brewery, Me- 


Brewing Co., Sebewaing, 
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Hxursit I, MEMBERS OF THE BREWERS’ ASSOCIATION OF AMERICA—Continued 


Sieben’s Brewery Co., Chicago, Ill. 

Silver Springs Brewing Co., Tacoma, 
Wash. 

William Simon Brewery, Buffalo, N. Y. 

Sioux City Brewing Co., Sioux City, 
Iowa. 

Southern Brewing Co., Tampa, Fla. 

Spearman Brewing Co., Pensacola, Fla. 

Spoetzl Brewery, Shiner, Tex. 

Standard Brewing Co., Inc., Rochester, 
N. Y. 

Star Peerless Brewery, Belleville, Il. 

Star Union Products Co., Peru, Ill. 

Geo. F. Stein Brewery, Inc., Buffalo, 
(ly 

Stevens Point Beverage Co., Stevens 
Point, Wis. 

Storz Brewing Co., Omaha, Nebr. 

Straub Brewing Co., St. Marys, Pa. 

Sunshine Brewing Co., Reading, Pa. 

Tampa Florida Brewery, Inc., Tampa, 
Fla. 


Terre Haute Brewing Co., Inc., Terre 
Haute, Ind. 

Tivoli Brewing Co., Denver, Colo. 

Two Rivers Beverage Co., Two Rivers, 
Wis. 

Utica Brewing Co., Utica, N. Y. 

August Wagner Breweries, Inc., Colum- 
bus, Ohio. 

Walter Brewing Co., Eau Claire, Wis. 

The Walter Brewing Co., Pueblo, Colo. 

Geo. Walter Brewing Co., Appleton, 
Wis. 

Warsaw Brewing Co., Warsaw, IIl. 

Wausau Brewing Co., Wausau, Wis. 

G. Weber Brewing Co., Thresa, Wis. 

Weber Waukesha Brewing Co., Wauke- 
sha, Wis. 

West Bend Lithia Co., West Bend, Wis. 

West End Brewing Company, Utica, 
N.Y. 

Worcester Brewing Co., 
Mass. 

Zeman Brewing Co., Mundelein, Ill. 


Worcester, 


ExuHisitT II, TREND TOWARD CONCENTRATION IN THE BREWING INDUSTRY 


Small brewers are experiencing an alarming death rate, even while the volume 


of beer production increases. 


ri yen ending Breweries a -) ae 


une 30— 


37, 678, 313 


71, 018, 257 
81, 725, 820 
86, 604, 080 


1 Approximately, 


Brewing companies in business May 1, 
Breweries closed since May 1, 1955 
Mergers effected since May 1, 1955 
New breweries built and opened 
srewing companies in business Nov. 1, 


= 
|B) Ree) es 


Breweries 


a 


Barrels pro- 


June 3 


2. 
= 


Be 


ss 


gree 7" yi _ _— 


BRESRPSEAE 
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8s 





1955 (operating 285 plants) 


1956 


Brewing company casualties from closing and mergers (from May 1, 1955 


to Nov. 1, 1956) 
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Exuzstr III 


Comparison between local brewers’ prices and those of national brands, in 68 
cities in 26 States 





| | 
Local brewers’ price| National brands’|National brands’ 

























’ to retailers prices to retailers | price advantage 

a City a ut a 

4 Bottles | One-half| Bottles | One-half| Bottles | One-half 

4 barrel barrel | | barrel 

PROS ARVIN SEs ii one cnc nwt ccancawten $2.70 | $12.75 $3.92 | $16.66} $1.22 | $3. 91 

Pueblo, Coll - < . 2222222 - 2s -cccceecenensee- 3.14 12.73 4,49 14. 50 | 1, 35 | 1.77 

Dei Wee Cee a fobs cccccacecceossons 3. 25 12. 38 4.19 13. 20 | 94 . 82 

New Haven, Confi_ ...-..-....-.-.-.-.+<- 2. 82 14. 48 3.06 14. 60 | 24 | .12 

TL POR: DSi g Sis oc nv snsasaticedonntes 3.10; 16.00 4.45 19. 85 1, 35 | 3.85 

Botse, 1dahe..< 2.22)... - nc ccccccscccoeccss } 3.75 14. 00 4.25 14, 95 | . 50 | . 95 

Pe Oe ae 2. 80 13. 05 3.40 16. 00 | . 60 2. 95 

Jollet, TH. . once cdc i eee cece ccencescocsses 2.60 12. 00 3.45 | 15.70 | 85 3.70 

ek RR a een ee | 2. 67 13. 7 3. 60 15. 00 | . 93 | 1.30 

3 EE ee 2.30 12. 50 2.52] 15.50] .22 | 3.00 

q MUGEN, 310 5i4 54-02 c ccc sncesceceeces A ntirgncosncsieii Gee OP Foti si denen eee 2. 50 

a DUE, SIR Sadik nncancdeevcncsoncvas 2. 50 12.70 | 2. 50 | 15.00 | 0 2. 30 
WER f TE... bSdk codon nc cc ccccceantionsne= 2. 20 11, 50 3.05 | 13. 45 | . 85 1.95 

Fort Wayne, Ind.-....--- pnahistsclodpiktaeanland 3. 25 11. 68 3. 46 14.00 | a 2. 32 

Side Gilly . Pg a ncc ec cencewesecncssne 2. 55 12. 25 3.10 13. 50 | . 55 1, 28 

LOUMVERD, BGebe ed s.-- nn cace pincnaneauee 2. 53 12. 23 | 3. 50 | 15. 25 | .97 | 3.02 

Covington, Ky--.------ Scedcecesesceeuses 2.80 12. 10 3.80 | 15. 35 1.00 | 3. 25 
New BedonG | BEGGS. . .<...csescccvccocess 2. 96 14. 45 | 3.75 15. 95 | .79 | 1.50 
Oak Seine, Fetes ~ «qe cccenecccncesscse 2. 50 12.00 | 3. 36 14. 00 - 86 2.00 
RE 2. 54 10. 00 3. 25 13. 00 ov 3.00 
Winona, Minn --.------ ddactvdesocusotoate 2. 55 11, 25 | 3. 50 | 13. 25 - 95 | 2.00 
Mies WE ad. - Sacccsetscitesesee 2.40 | 11. 00 2.80 | 12. 00 40 | 1.00 
NGG GD, Wleitian nc << cstececcsncossess 2. 55 11. 7 3.07 | 13. 25 | . 52 1. 50 
q VertWGiie, Ween soc ense sen cncadesenssa< 2. 60 12. 00 3.45 | 13. 25 | 85 1. 25 
Frankenmuth, Mich...................... 2. 60 12. 50 3. 55 14.75 95 | 2. 25 
3 Sh. CII Bienes cccantadaussaseoncas 2.00 10. 00 2. 55 | 13.75 | . 55 3.75 
; BURG, tiie caaeendindctaepemeannenn 3.30 11.75 4.75 16. 00 1.45 | 4.25 
Grom® FGM Bells. 2 ccc icndoccenctetsond 3. 30 12. 00 4. 60 15. 25 1.30 | 3. 25 
Missoula, Mont a Set Bibi eect 3.25 12. 00 4.00 14. 00 | 75 | 2. 00 

Omaha, Nebr Secliacatee Naug-o: caehcas tales dataan apiacotaiaels 2.60 11. 50 3. 30 13. 25 | .70 1.7! 
Aan) Tea oa ae ei hae ctddeinsasaddu 2.91 13. 50 3.70 14.75 .79 } 1.25 
Buffalo, N. Y----- okve«dbitienetnntiaeas 2.75 13. 50 3.70 14. 50 . 95 1.00 
Hort, Ni Won 95 hl 2. 55 12.00 3.75 15.00 | 1.20 | 3.00 
/ Ution, Nia. Fas. cdacetasecnccdckadiodéceene 2.73 12. 50 | 3.70 14.75 | . 97 2. 25 
a Tolemth, GR. endear <nctnaneonenpeunents 2. 35 11. 50 | 3. 80 15. 50 | 1.45 4.00 
q C: 3 = eS Se 2. 65 11. 50 3.80 15. 00 1.15 3. 50 
, q Oklehomse City, Okis.........2..<........ 2.97 17. 23 4.15 19. 50 | 1.18 2. 27 
| ‘ kT ee 2. 55 12. 30 | 4.50| 16.00 1.95 3.70 
‘ 4 AUGCOIN, Di ieiciginmbsncnncniceoecenmmnnngio 2. 40 12. 50 3.75 14. 75 | 1. 35 2.25 
4 CONG as nicatne, cdpcorennananawdn 2. 55 12. 30 3. 85 | 16. 50 | 1.30 4. 20 
| a LebeGEl. Ftc bs secession Sil awiccaewbdude 2. 52 12. 37 3.85 14. 75 | 1.33 2. 38 
PRR, PR oiciscc cicdsconnnncosedule 2. 94 13. 18 3.85 | 15.00 91 1.82 
: PRC is is as haste hs ctecctctinccincesttnen nets 2.7 12. 50 4.25 16. 00 1. 55 3. 50 
eS ae a 2. 22 11. 40 3.85 15. 00 1.63 | 3. 60 
Sty MEMES DM da do Aes cccddssccidactinsd 2. 65 13. 00 3.7 15. 00 1.10 | 2.00 
PIOVIGGER i Bibs conthknccncecutebaas 2. 90 14. 08 3. 06 14, 83 | .16 - 75 
San Antonio, Tex......-...-. Seucviinchstitdaiedal 2. 95 14. 70 3. 79 18. 36 | . 84 | 3. 66 
; Gite ee ted . US SE. 2. 95 16. 25 3. 85 19. 75 | .90 | 3. 50 
) Salt pe ee eee 2. 35 12. 30 3. 85 16. 20 1. 50 | 3. 90 
; Spokane, Wash aes iin eich eh ch ci carer iiilanl ita 3. 36 14. 00 3. 76 14. 35 -40 | . 35 
) : CONE WORE Senet sn nue s nae aeg 2. 58 12. 64 3. 50 14. 85 .92 | 2. 21 
f Rigen, Walt a elk. 8 ies. 2. 80 12. 50 4.05 16. 25 | 1. 25 3. 72 
_- Huntington, W. Va-..--.....-...---.-.--- 2. 85 15. 00 3. 85 17. 25 1. 00 | 2.25 
) A es todidindiakcdvnsdiashuaed 2. 25 11. 50 3. 20 13. 10 | - 95 1. 60 
ERRMUO NM trot ceehart bn ts) vewescens 2. 60 12. 00 3.10 14. 00 | 50 2.00 
Berlin, Wis____- petal. Jat eedk outa, oh 2.15 11. 00 | 3. 00 13. 90 | 85 2. 90 
) 4 Chipnawe i We IB sti sacicnciineawenasios 2. 40 11. 25 3. 10 12.75 . 70 1. 50 
3 FOURRIEE GH Wile con esicccencnsenceneun 2. 45 11. 25 3.10 13. 00 | . 65 1.75 
; Manitowoc, Wis... .-- dae 2. 35 12. 00 | 3. 10 13. 00 75 1.00 

4 J Nea eees 2. 50 12. 25 2. 95 12. 85 45 . 60 
GOR, WF 50S Sade sacs ttn wtbusses 2.25 11. 50 3.15 13. 95 90 2. 45 
PORES Wii iiss a5 sa-tk iis hie 2. 40 11. 00 3.05 13. 00 | . 65 | 2.00 

Raineiagder, Wil...s5s--..-+----00- q-weh 2. 25 11.10 3.00} 12.50 .75 1. 40 

TN WE tn on nanan caknccce one 2.00 | 10. 50 3.15 | 13. 00 1.15 2. 50 

TWO HEWN. Sores co. Ld ede 2.25 11.7 3.15 | 13.00 | . 90 1.30 

j Wausau, W _ ae a eS ae } 2. 60 11. 25 3. 25 13. 00 . 65 1.75 

; Waukesha, Wis_.-. brisk ceael tata haiti 2. 38 | 12. 40 3.10 13.00 | 72 60 
Me kek RY he 2. 25 11. 00 3.05 | 13. 00 80 2.00 

Wa Giis cb scien 2. 
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Exuisit IV 


The march of the big brewers 





| 
Approximate sales 
volume in barrels 


1946 | 1955 


| 


. Joseph Schlitz Brewing Co., Milwaukee, Wis__-.--_------ a ce -| 2,650,000 | 5, 800, 000 
. Anheuser Busch, Inc., St. Louis, Mo-- U 3,150,000 | 5, 600, 000 
3. P. Ballantine & Sons., Newark, N. J_.........---.--...-.--..---.---.---.---| 2,600,000 | 3,900,000 
Falstaff Brewing Corp., St. Louis, Mo ’ | 1,150,000 | 
5. Pabst Brewing Co., Milwaukee, Wis. - AE Mista Aina 0shae sais taeeste 
3. Liebmann Brew eries, Inc., Brooklyn, N I nae | 1,300,000 3, 150, 000 
. Theo. Hamm Brewing Co., St. Paul, Minn __- 800,000 | 3, 100, 000 
3. F. & M. Schaefer Brewing Co., Brooklyn, N. Y.. ba haa aeale : 2, 150, 000 2, 700, 000 
. Carling Brewing Co., Cleveland, rae ae om 700, 000 2, 700, 000 
. Miller Brewing Co., Milwaukee, Wis 650, 000 2, 200, 000 
. The Stroh Brewery Co., Detroit, Mich. --....-.---.-- beer ee deka 550, 000 2, 150, 000 
C. Schmidt & Sons, Philadelphia, Pa.is =o : 600,000 | 1, 900, 000 
3. Lucky Lager Brewing Co., San Francisco, ‘Calif__ ainda aria ae 560, 000 1, 800, 000 
Jacob Ruppert, New York, N. Y ean: ...------| 1,700,000 | 1,600,000 
5. Drewrys Pe RO EE eee, eee ee ee 330, 000 1, 425, 000 
. Piel Bros., Brooklyn, ae ‘ SS 470, 000 1, 400, 000 
The National Brewing Co., Baltimore, NR a ee 330,000 | 1,300,000 
. Pfeiffer Brewing Co., Detroit, Mich step dense ae 500, 000 1, 200, 000 
‘ Gobel Brewing Co., Detroit, Mich it Be Bs as io ‘ 635, 000 1, 100, 000 
San Francisco Brewing Co., San Francisco, OME: J Bicecn ss aati ila as Ze i 240, 000 1, 100, 000 
Adolp h Coors Co., Golden, "Colo ota ot fh md ee eee 285, 000 930, 000 
Jackson Brewing 6 0., New Te. SAO Be... el ST ee aoe 400, 000 1, 000, 000 
3. Duquesne Brewing Co., Pittsburgh, Pa:............ oped. 3 = | 980, 000 988, 000 
24. Blatz Brewing Co., Milwaukee, Wis_............._-- dian dina ermiacussaaunemiels Sa 930, 000 
. Olympia Brewing Co., Olympia, Wash ; 340, 000 | 





Note.—The 25 leading brewers enjoyed approximately 65 percent of the total beer business in 1955 as 
compared with about 40 percent in 1946, and showed a sales increase in this period of over 100 percent as 
a group. 


In 1955 the 4 top brewers accounted for approximately 21 percent of the total business as compared with 
10 percent in 1946. 


During this 10-year period nearly 200 small breweries, representing 43 percent of the industry, went out 
of business. 


Exuisit V. COMMENTS OF TYPICAL SMALL BREWERS ON THE URGENT NEED FOR TAx 
RELIEF 


(As furnished October 1956 to John E. O'Neill, general counsel, Brewers 
Association of America ) 


1. Boston Beer Co., Boston, Mass., oldest brewery in the United States—Out 
of business October 1956, after 128 years in business 

In a report to the Senate Small Business Committee dated July 12, 1955, w 
wrote as follows: 

“A new labor contract will increase our costs this year about $15,000 and be- 
ginning next March another increase will cost at least $15,000 more. 

“We have offered to sell the stock of the company for less than one-half of the 
book value. Failing to do this, we shall try to merge with another company or 
sell our accounts receivable and trademarks in the process of liquidation, unless 
some remedy can be found to correct this trend among the small brewers. 


* 2 Xe a * at * 


“We believe that it is discriminatory for the Small Business Administration 
to deny small brewers the right to borrow money like any other legitimate small 
businesses. For instance, our accounts receivable total over $300,000. Of this 
amount, approximately 40 percent has already been paid to the Federal and 
State Government in excise taxes. Certainly, if a Federal law was passed 
putting the beer business on a cash basis, our working-capital position would 
be greatly improved. 

“Many States have a cash law, but Massachusetts has a 90-day credit law for 
alcoholic beverages.” 

On October 11, 1956, this company sold its accounts receivable, trademarks, 
goodwill, all of our finished goods (in tanks, kegs, and bottles), most of our raw 
materials and supplies, to Haffenreffer & Co., Inc. 
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The Boston Beer Co., retains the real estate, building, and machinery, but 
cannot engage in the brewing business for 10 years. We are endeavoring to sell 
these at a fraction of their replacement value, but as of now have not received 
any reasonable offers. 

The stockholders of the company have not received any dividends since the 
brewery reopened following repeal. The preferred stockholders may receive 
$70 a share. There will be nothing for the common-stock holders. The total 
capital stock of the company is $626,100. 

It seems most unfair that a product that sells at low prices should stand 
the same dollar-and-cent tax as a high-priced product. This is not true in the 
automotive industry or many other industries. Had we been given tax relief, 
such as $2 rebate on the first 100,000 barrels, in 1954 and perhaps in 1955, we 
might have been able to save this company. 


2. The Walter Brewery Co., Pueblo, Colo. (67 years in business) 


We make the best product that we know how and approved by the outside lab- 
oratories that we use on a definite schedule each month. 

At the jobber level, we do not have a market whereby our jobber could handle 
our products on an exclusive basis and stay in business. Therefore, he must 
take on other brands, which in all cases is one of the five majors. We find it 
very hard to stay in the same house with a major brand, because they can out- 
spend us in every department, and naturally win over the jobber and eventually 
squeeze our brands out because the jobber has lost interest. 

At the retailer level, the operator is pretty much guided by the jobbers’ inter- 
est or attitude and sells the brands that are best represented. 

At the consumer level, some buy for price, some for quality, and others at the 
retailer recommendation. However, the volume on a brand is sold by the prod- 
uct identification in a market, whether it be advertising, public relations, or 
whatever you can afford to do “real big” in the eyes of the public. 

3. The Tivoli Brewing Co., Denver Colo. (100 years in business ) 

Large national breweries and medium size national shipping breweries are 
making it more difficult for the small brewer to stay in business for the following 
reasons: 

Because of their financial positions and large advertising expenditures they 
are able to saturate any market in many mediums of advertising. 

100 percent 24-sheet outdoor postings. 

Giant spectacular and painted liluminated outdoor bulletins. 

Radio: Complete radio saturation spot announcements, programs, etc. 
(baseball sponsorship). 

Television: Outstanding TV commercials complete saturation; national 
TV shows (Schlitz Playhouse of Stars) (TV sponsorship of professional 
football games, etc.). 

Point of sale material: Large quantities of store signs outside, as well as 
inside, to completely dominate their brand identification, at the point of 
purchase. We are not talking about lithographed pieces, but costly plastic 
electric illuminated signs. 

To alleviate the fatalities of the small breweries, we contend there must be 
tax relief to help the small breweries stay in business. After repeal there were 
850 small breweries operating in the United States, today there are 250 breweries. 
It is quite obvious with this extreme decline and fatalities of small breweries, 
it is only a matter of time until the brewing industry is only handled by the 
large major breweries. We feel, that with a tax relief, it will permit a lot of 
small breweries to remain in business, help them to compete and again attain 
solvent operations. 


4. The Hull Brewing Co., New Haven, Conn. (42 years in business) 


The almost continual closing of small breweries, and the constant expansion 
of large breweries is positive proof of need for relief by small breweries for 
the following reasons: 

1. Large brewery expansion proves that the market is still there. 

2. National advertising has made the small brewer's position almost 
untenable. Product quality is not the issue—only product acceptability. 

3. Taxing small and large companies as equals has taken away income 
which is truly necessary for survival from the small company viewpoint. 
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5. Tampa Florida Brewery, Inc. (28 years in business) 


The competitive situation in Florida is getting keener every day on account 
of increased sales promotion of newcomers to Florida. There are quite a few 
rumors about one more brewery to be sold to an out-of-State company. 

It is obvious that the present local breweries will have to spend quite a bit 
more money in advertising and other promotions to keep the business they have, 
with very little chance of improving it. 

If we could get the $2 reduction in Federal tax for the first 100,000 barrels, 
we would have a reserve of extra money to spend in advertising, etc., which we 
need to help us keep going. 


6. Bohemian Breweries, Inc., Boise, Idaho (43 years in business) 


Competitive conditions in this market are such that a brewery of this size 
cannot exist unless we get some relief. Large and medium regional breweries 
meet our price to retailer. They can out-advertise and out-promote us in every 
way. Our State tax is $3.10 per barrel and we do not sell outside the State. 
Neighboring State’s taxes range from 62 cents to $1.30 per barrel and price to 
retailer is practically the same. Our only hope for relief is a reduced Federal 
tax. States are so badly in need of revenue that there is no chance of relief. 


7. Monarch Brewing Co., Chicago,IU. (34 years in business) 


We believe that the high mortality rate of small brewers during recent years 
in itself clearly tells the story of conditions in the brewing industry. The small 
brewer is rapidly becoming smothered by higher unit production costs chiefly 
caused by declining sales volume. If excise taxes were based on either volume 
of sales or the brewer's selling price, the small brewer could afford to step up 
his advertising efforts which could well mean the difference between modest 
success and closing up shop completely. 


8. Atlantic Brewing Co., Chicago, Ill. (23 years in business) 


Smaller brewers have had to charge less for their product than the big national 
brewers who are in a position to use this additional income to expand their 
advertising programs and spend more money on modern plant facilities. In 
many instances, the small brewer has been forced to dump a good portion of 
his output in unprofitable markets to keep his plant going. A dangerous prac- 
tice, but often a necessary one which has aggravated the already difficult situation 
in the industry. 


9. Star Union Products Co., Peru, Il. (107 years in business) 


If the graduated tax were put into practice we could hold our present prices 
and install canning machinery, increase our sales, and advertising program, 
and give more employment by doing so, and replace badly worn out brewing, 
bottling, and other equipment we are now using. Under present conditions 
we cannot afford to pay our plant and office help the wages they deserve, and 
practically no dividends. 


10. Warsaw Brewing Corp., Warsaw, Ill. (42 years in business) 


No small brewery or medium-sized brewery is a match in advertising or hir- 
ing sales personnel for the large breweries as they are in a position to hire sales 
managers at tremendous salaries, they pay their salesmen 2 or 3 times the 
amount plus the allowance of 3 to 4 times the money to spend for entertaining 
to secure the business. It is impossible for any small- or medium-sized brewery 
to match that volume of expenditures. 

The cost of production of a small- or medium-sized brewery is 3 to 4 times 
more than a large brewery, therefore there should be a differential on the first 
100,000 barrels brewed. The large breweries are in a position to purchase cheaper 
as they purchase in greater quantities. They also utilize their equipment around 
the clock, whereas a small plant uses their equipment approximately 2 days 
per week. They are also in a position to buy all automatic machinery where 
a small plant or medium-sized plant does not have the capacity to do so as they 
must employ all labor to handle all work. At the same time the expenditures 
would be prohibitive as their volume is too small for such a large investment. 

In order to stay in business we will have to replace considerable of our ma- 
chinery and we do not have the money to do so at present. We also have large 
expenditures on maintenance of our buildings as we were not financially able 
to take care of same in the past 10 years so they are going down fast and we 
must have relief shortly. Don’t know what the next year or so will bring. 
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11. Centlivre Brewing Corp., Fort Wayne, Ind. (94 years in business) 


Burdensome excise taxes have contributed a great deal to the mortality of 
small- and medium-size breweries because of the fact that the total consumption 
of beer has not kept pace with the increased economy due primarily, in our 
opinion, to price resistance—a bottle of beer is almost approaching the luxury 
class insofar as the workingman is concerned. 

The mortality rate of small- and medium-size breweries could be substantially 
reduced by permitting a reduction of $2 per barrel on the first 100,000 barrels of 
beer sold by the individual brewery. The cost even in excise taxes alone without 
any other consideration would be very nominal insofar as Federal income is 
coneerned and would be practically negligible if consideration would be given 
to the other types of taxes paid by these breweries if they could be perpetuated 
rather than destroyed. 

Large individual and chain regional brewers can invade the normal market of 
the small- and medium-size brewer with profits from other areas over a sustained 
period of time which the local or small brewer cannot compete with particularly 
inasmuch as there has been no concurrent rise in the total volume of beer 
consumed. 

The difficulty which the small brewer has experienced during the past 10 or 
15 vears profitwise and volumewise does not permit the expenditure of capital 
investments in modern and faster equipment to compensate for constantly in- 
creasing costs. 

12. Sioux City Brewing Co., Sioux City, Iowa (22 years in business) 

Competition is getting so strong that it is almost impossible for the small 
brewer to exist unless he has some help. He cannot compete with the big 
brewers in advertising and he cannot hire the personnel to bid for the business 
which the larger brewers are taking away from him. 

If some help was given the small brewers in our case we could then add to 
our personnel and our selling forces could be stronger. 

The dollar spent by the big brewer is not costing him very much for his 
advertising on account of the income bracket he is in. 

Mergers and the constant growth of the large brewers has been an obstacle 


which is making it more difficult all the time for the small brewer to stay in 
business. 


18. Bavarian Brewing Co., Covington, Ky. (18 years in business) 


The large breweries are best able to take advantage of the trend toward in- 
creased mechanization. They have both the capital to install labor saving equip- 
ment, and the volume to utilize it most effectively. As a result, they are able to 
produce at a lower cost. 

Again because of their greater volume, the large brewers are able to produce 
more elaborate commercials on radio and television—and to employ the most 
expensive talent, because these costs are applied against much larger markets. 
As a consequence, in general, they are able to secure more effective advertising at 
lower unit costs than the smaller companies in the industry. 

Breweries having national, or very large regional distribution, have been able to 
capitalize upon those areas of the United States showing greater than average 
growth. They have been able to go where the business is. The smaller company 
has been dependent upon the growth of its immediate area. The changes in 
population and income in California and Texas, for example, as compared to the 
United States as a whole, for the past decade, illustrates this point. 

The factor of increased costs of supplies, materials and labor, has been a 
serious one to all brewers. 

The most effective way of maintaining a satisfactory margin of profit, when 
faced with increasing costs, is through increased volume. The brewing industry, 
however, has been faced with a static market, and this has magnified the effect of 
the cost problem for the smaller breweries in particular. This is because, under 
such conditions, the only way it then becomes possible for an individual company 
to increase its volume is to take business away from another brewer. This, in 
turn, becomest more difficult for the smaller company because of the larger com- 
pany’s lower production costs and greater overall efficiency. 


14. Mankato Brewing Co., Mankato, Minn. (34 years in business) 
; To my thinking there is nothing wrong with the brewing business, per se, it 
is highly competitive, but what business is not in this modern age. The soft spot 


in the picture as a whole is the inquity of the Federal tax program as it relates 
to the brewing business. As it stands, the large brewer with his enormous adver- 
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tising expenditures is being partially subsidzed, as this money is a deductible 
item on operations. He has this money because under the present program his 
ratio of tax dollars from gross dollars leaves him with a considerable larger 
percentage that can be retained as working capital. As small business we want 
no special concessions but we do want equity in a revised, graduated tax schedule 
of some kind, precedent for which has been set in many other industries. 

In our operation, comparable to most small businesses, we are paying approxi- 
mately 55 cents out of each gross dollar for Federal, State, and local taxes, with 
Federal taxes getting over 80 percent of this tax dollar. In a small operation 
versus the large operation this amounts to an almost impossible situation for 
survival, as no matter how close you operate our production costs per barrel are 
2 to 4 times as expensive as our larger brothers, This is not due to inefficiency 
or less wise business practices but is a direct effect of the same dollar tax taking 
a larger ratio of our gross dollars, leaving much less for operating capital. If 
the few small breweries left are to continue to operate we must have excise tax 
relief and not a lowering of the corporate tax on earnings as most of us have none 
to report. 


15. Duluth Brewing & Malting Co., Duluth Minn. (23 years in business ) 


We Irave cut all sales expense, including advertising, to rock-bottom ; and then 
have cut our prices in order to compete. This has resulted in increased sales for 
the past 2 years. 

I feel that Congress’ continued refusal to adopt a beer tax law on a graduated 
scale, such as a lower rate on the first 100,000 barrels sold annually, can only 
class their stand on help for the small-business man as “lip service.” How about 
some real help for the small-business man? 


16. Kessler Brewing Co., Helena, Mont. (92 years in business) 


We would close now but are hoping against hope that something will happen 
so We can continue. Wedo not want to close and throw out employees who have 
been with us for 22 years, and many of them were working for the Kessier Brew- 
ery before prohibition. They are old and finding work would be difficult if not 
impossible. 


17. Metz Brewing Co., Omaha, Nebr. (92 years in business) 


Because local or regional beer all over the country generally sells at a less price 
per bottle or per barrel than national brands, the excise tax of $9 per barrel 
exacted by the Federal Government makes the tax greater percentagewise on the 
beer sold at lesser prices than that sold at a higher price. In the case of regional 
or smaller breweries the tax take of $9 per barrel constitutes a percentage tax 
of more than 30 percent on the selling price per barrel by the regional or smaller 
brewery. This greater cost of excise tax coupled with the higher cost of pro- 
duction by the smaller brewery does indeed cause undue hardships that should 
be rectified. 

The strongest competition condition that any brewery finds today is from the 
powerful advertising, purchasing power, and the merchandising and selling or- 
ganizations of the large national shipping breweries. Cost of product and cost 
of advertising impression in the small brewery cannot help but be higher than it 
is for the national shipper. These higher costs make it extremely difficult to 
have sufficient funds with which to merchandise, advertise, and sell the product 
of the small brewery and to price the product below the national shipper. If 
the excise taxes were on a graduated scale, it would give the smaller company 
the wherewithal with which to compete with the large national shippers. 


18. Dobler Brewing Co., Inc., Albany, N. Y. (23 years in business) 


During the last 10 years we have managed to keep production costs approxi- 
mately uniform while paying large wage increases to union help, establishing 
a liberal welfare plan, a pension plan and many additional fringe benefits. 
This has been accomplished by modernization of methods and equipment. The 
competitive condition between the brewer of this size and regional or national 
brewer is definitely hurt in the amount of money that has to be spent to main- 
tain aggressive sales organization which has to be supported with a strong 
advertising and merchandising campaign. The cost of selling has gone up 
considerably over this period. In the fiscal year 1949-50 the selling and dis- 
tribution expenses amounted to $358,000 and have risen to $466,665 for the 
first 11 months in 1955-56 with an anticipated decline in volume of about 35,000 
barrels for the 2 years. It is our firm belief that excise tax relief of $2 per 
barrel on the first 100,000 barrels would definitely be of assistance to a small 
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brewer. This relief would give additional cash to use for recapitalizing in 
the plant and to better support the selling effort. 


19. Fred Koch Brewer, Dunkirk, N. Y. (68 years in business ) 


It is no more fair to charge the same tax on a local brewer selling at a 
low price than the national brewers than it would be to charge the same tax 
on a Chevrolet as a Cadillac. The personal income tax is based on a sliding 
scale according to the individual income and the tax on many other items is 
based on prices so it seems only fair that the excise tax on beer should be based 
accordingly. At the present time the corporation income tax rate on the first 
$25,000 of income is at a reduced rate. This same reduced rate applies to all 
corporations whether large or small and is comparable to the proposed program 
for small brewers, namely a reduced rate on the first 100,000 barrels sold annually. 
20. The Renner Co., Youngstown, Ohio (71 years in business) 

The large regional brewers are flooding Youngstown with tremendous adver- 
tising programs which we cannot afford to meet. Naturally, they are getting 
a share of our market. 

High taxes have taken beer out of reach of the workingman. It is no longer 
a necessity, but a luxury. This is borne out by the decline in per capita con- 
sumption of beer. The population is increasing but the beer capacity consumption 
is decreasing. 


21. Horlacher Brewing Co., Allentown, Pa. (20 years in business) 


The history of the brewing industry in the United States is definite proof 
that any brewery operating at 100,000 barrels or less cannot stay in existence 
unless some relief is given to the small brewers. A specific example in our 
area, namely the Lehigh Valley Brewers’ Association in 1934 had 14 operating 
brewery members, and unfortunately we are now down to 3. The small brewery 
has little chance in competitive markets due to the large advertising budgets 
of the nationally advertised brands. Without a question, it is our feeling that 
if the Government wishes to aid the small-business man, and particularly the 
small brewer, then certain legislation should be passed giving relief to such 
brewers by way of reducing excise taxes. 


22. Lebanon Valley Brewing Co., Lebanon, Pa. (28 years in business) 


Our production costs are too high with our antiquated equipment and places 
us at a disadvantage to do proper advertising to compete with the national and 
larger regional breweries. Since our greatest portion of business is in packages 
it is very costly to modernize our equipment and enlarge our present bottling 
shop to accommodate more efficient machinery. It would take at least $100,000 
to accomplish proper modernization. How is it possible when profits for the last 
5 years have been averaging about $15,000, most of which has been used to do 
what we can to increase efficiency in our small way. Should we have available 
to us about $100,000 we would then need additional benefits of greatly increased 
depreciation to overcome the large part of the taxes necessary to pay on the 
increased profit after getting the benefit of the graduated tax rate. After all, 
a large part of the increased net profit as a result of graduated taxes would go 
out again in income taxes. Some consideration should and must be given to the 
manner in which this increased income would be spent. What happens when 
our present equipment is worn out? 


23. Henry F. Ortlieb Brewery Co., Philadelphia, Pa. (87 years in business) 


I propose that a line be set at about 500,000 barrels at regular Federal tax rates 
and then charge the brewers $0.50 more tax for over 500,000 barrels and so on 
to 6 million barrels which would amount to: 

Jar 


500,000 barrels eet $9 
Over 500,000 barrels, plus 50 cents more 9. 50 
Over 1,000,000 barrels, plus 50 cents more 10. 00 
Over 2,000,000 barrels, plus 50 cents more 10. 50 
Over 3,000,000 barrels, plus 50 cents more askacs Q2500 
Over 4,000,000 barrels, plus 50 cents more 11. 50 
Over 5,000,000 barrels, plus 50 cents more 12. 00 
Over 6,000,000 barrels, plus 50 cents more 12. 50 
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24. The Old Reading Brewery, Inc., Reading, Pa. (23 years in business) 


The large and medium size breweries have definite competitive advantages 
over the small breweries. Those which we consider important are as follows: 
1. The labor costs per barrel of the larger breweries is much lower because 
of their use of automatic high speed equipment which the small brewery 
either cannot afford or cannot utilize by reason of their lower volume. 
2. The selling costs to both the wholesale and retail trade are much lower 
per package because of the average volume which they sell to each customer, 
3. The most powerful media for beer advertising, by reason of its high 
cost, is available only to the large and medium breweries. The small brewery 
is, therefore, obliged to resort to less effective media and to that extent is 
seriously handicapped in getting his sales message across to the consumer. 
Television has torn away the protection which the small breweries previously 
enjoyed through the dominant use of local radio stations and newspapers. 


25. Fesenmeier Brewing Co., Huntington, W. Va. (57 years in business) 


We have been losing business every year since 1952. This year we will be 
down about 6 percent from last year. If this loss of business continues we will 
be showing a loss on our operations. 

Some relief will have to be given to small brewers if they are to stay in busi- 
ness because everything a small brewery does costs more than a large brewery. 
Take for instance advertising, the preparation costs for newspapers would be 
about the same for one brewery as another but the small brewery will run these 
ads in say 10 newspapers while the large brewery will run these ads in hundreds 
of papers. You can see where the costs increase for the small brewery. The 
same thing is true in all types of advertising. Also the small brewery is at a 
big disadvantage in production since all the fast running equipment has been 
put on the market. 


26. Kingsbury Breweries Co., Sheboygan, Wis. (109 years in business) 


The large brewers, so-called nationals, have been making special deals, bringing 
the cost per unit close to the medium-sized and small-brewers’ price. The large 
brewers flood the market with their outside neon signs and inside signs, regard- 
less of the volume of business enjoyed from the outlet. If the small brewer 
could, in the near future, anticipate a saving in tax of $1 per barrel on the first 
100,000 barrels sold, that would provide a working fund for the small brewer to 
rehabilitate his plant, do more promotional work, and help him stay in business. 

The large brewers establish quotas for their distributors and force these dis- 
tributors to carry large stocks, which take up the available space and use up the 
available capital, so that there isn’t room for the smaller brewers’ products in 
the general scheme of things. The small brewer, in order to obtain sales, is 
forced to sell at lower prices, which do not provide an adequate margin of profit 
to insure its survival. 


27. A. Gettelman Brewing Co., Milwaukee, Wis. (102 years in business) 


In our case particularly, we are located in a large metropolitan area where 
there are several large shipping brewers and our wage scale, taxes, etc. are the 
same as these large brewers. Because our volume is considerably less, naturally 
our cost per barrel produced is considerably higher. Therefore we have to sell 
at the same price they do with a far lesser profit per barrel. 

Since we are in this price category, we, of course, cannot possibly compete with 
the small breweries that ship their products into our market. We, therefore, 
have to try and sell against the giants and because of their public acceptance 
gained through their terrific advertising programs, we again cannot increase our 
volume sufficiently. We tried with a very elaborate promotional campaign this 
year to crack the market a little more but it definitely was not successful. There- 
fore the best we can hope to do is get some relief through a tax equalization 
program and use this extra money to put more men on the street to try and 
promote additional sales. 

With reference to the average small brewer, they have been forced to cut their 
prices to a point where they cannot operate profitably and unless they get some 
tax relief whereby they can hold their present prices and have a little extra 
profit at the end of the year, they are all doomed to expire sooner or later. 

It is very evident that the giants have increased their capacity through multi- 
ple plant operations to such an extent that they are now going to come out with 
a competitive priced beer which will cut into the small brewers’ present market 
considerably. We believe that the tax program should be so set up as to give the 
small volume breweries decided relief and graduate the tax up to 100,000 barrels 
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and then provide some kind of a stop gap whereby anyone producing over 500,000 
or a million barrels does not get any consideration whatsoever. 


28. Potosi Brewing Co., Potosi, Wis. (104 years in business) 


Our serious competition is from the large breweries; have radio and television 
programs that offer the public so much more entertainment or brand appeal that 
a small brewery does not have funds to compete. 

Often point-of-sale advertisement of the large breweries given a tavern is much 
more expensive and attractive, and it occupies less position in tavern and remains 
up longer. 

Pratio of per man output to wages paid by a large brewery is much more favor- 
able for a profitable operation. High speed equipment is too expensive and not. 
practical for small brewery because of limited output. 


29, Rhinelander Brewing Co., Rhinelander, Wis. (23 years in business) 


The large brewers could wipe us out over night with their volume and profits, 
what we need is a difference in taxes on the first 100,000 barrels to give us this 
additional working capital. If we do not get some relief on taxation, we will be 
out of business in the next few years, that is all small and medium size brewers. 


30. Weber Waukesha Brewing Co., Waukesha, Wis. (96 years in business) 


The tremendous volume of expensive advertising financed by national shipping 
breweries, who operate on a much greater relative percentage of profits, because 
of their higher prices, which permit a greater volume of advertising to con- 
sumers, and lower production costs by reason of their volume, place us, as a 
small brewer, in a difficult competitive position. Our products are at least 
the equal and probably the superior of those of nationally advertised brands, 
but because of competitive and relative lower profit margins, we are unable 
to adequately finance advertising expenditures to properly give the consumer 
our story of equality, if not superiority, in the American market. 

The frequently recommended subject of reduction of $2 per barrel for the 
first 100,000 barrels for Federal excise tax would substantially solve our problem 
and that of other small breweries, and yet be fair to the industry as a whole, 
as this tax variation applies equally to all for the first critical 100,000 barrels. 
The revenues thus gained by us would permit us to aggressively advertise and 
possibly even to equalize the advertising expenditures of the national shipping 
breweries. We ask no more than this equalizing factor for advertising, and 
if we are able to gain it, we may assure you that our competitive position with 
the companies that now so seriously overpower us in their ability to reach 
the consuming public, that we feel that we will have enough of a fair equaliza- 
tion to have a good competitive chance, which is all we ask. 


31. Sunshine Brewing Co., Reading, Pa. (23 years in business) 


A constant trend against the small brewer today is always present in the fact 
that the large brewer can come into his territory with a secondary label and 
sell it at a price as low as, and sometimes lower, than the local brewer. Con- 
sequently, the large brewer can lower his prices in a given area any time he 
wishes and destroy the local brewer. A good example of this type of operation 
took place in Tennessee with the Tennessee Brewing Co. in Memphis. This 
brewer was put out of business through competition from St. Louis within a 
period of 1 year. 

Bottles, boxes, malt, hops, ete., regardless of whether produced by a small or 
large company, have the same price wherever they are shipped. It is paradoxi- 
cal in the beer business that merchandise shipped distances from the point 
where it is produced often actually sells at a lesser price than when sold 
within a small radius of the brewery. Needless to say this is poor business 
and often has a disasterous outcome for the brewery, who in the first place, 
may have had so much pressure put on his primary market by the big brewer 
that he was obliged to sell farther and farther away from home. 


82. Chas. D. Kaier Co., Mahanoy City, Pa. (94 years in business) 


Lower costs due to volume, national advertising and the acquisition of other 
plants are factors favoring the large breweries. Small and medium breweries 
cannot maintain their sales, in fact many are experiencing their sharpest dip 
in years because of their limited or reduced volume. They cannot increase or 
hold their present sales level because of the tremendous increase in costs of 
advertising; such as, outdoor advertising, television, radio, newspaper, etc. 
Large breweries are very largely increasing their sales because they are in a 
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position te meet the increased costs and to provide the competitive means 
thereby to market their product nationally. 

Mr. Foranp. We thank you for your contribution. 

Mr. Kroeu. Mr. Chairman 

Mr. Foranp. Mr. Keogh? 

Mr. Kerocu. Mr. O’Neill, I would like to refer briefly to your pro- 
posal with respect to the shipments by tank cars. On page 10 of 
your prepared statement you indicate that up to now permission to ship 
in tank cars has been accorded to those owning more than 1 plant, 
so that it is existing law and has been existing law to permit the type 
of shipment between 1 or more plants owned by the same company; 
isn’t that correct ? 

Mr. O’Nett. It isa matter of existing regulation, Mr. Keogh. Con- 
gress has said that the Secretary of the Treasury has discretion in 
that field. He has exercised it to permit tank-car shipments. 

Mr, Keroeu. However, theoretically, the Secretary can do no more 
than the law allows, so if the Secretary has so exercised authority it 
is because he has basic authority in law. Therefore, let us not get 
into the question as to whether it is in the code or the regulations. 

Again, { repeat theoretically nothing should be in the regulation that 
is not authorized by some provision of the code, but the fact is that 
under the present law the Secretary may permit shipments in tank 
cars between one or more plants owned by the same corporation. 

Mr. O’Netu. That is correct, sir. 

Mr. Keroeu. So that there has been nothing done lately to impair 
the standing of those companies that own and operate only one plant. 

Mr. O’Newu. That is right. 

Mr. Kroen. Do I state this correctly? That the proposal of the 
subcommittee was to extend to 1 or more plants that are under com- 
mon ownership, different corporations commonly held or under com- 
mon control, the same privilege that is now accorded by law to 1 cor- 
poration owning 1 or more plants? 

Mr. O’Nenu. That is correct, sir. 

Mr. Krocu. So that what we were in effect doing was extending 
to some brewer or brewers, who through the media of 1 or more 
corporations, operate under common control 1 or more plants, the 
same privilege that the corporation that owns and operates more than 
1 plant has been enjoying? 

Mr. O’Netu. That was the proposal, sir. 

Mr. Kroc. As I understand your position, you think it should be 
removed for all ? 

Mr. O’Newt. Certainly we think it should not be enlarged, Mr. 
Keogh. The small brewers fear any enlargement of that principle. 

Mr. Keroen. I do not mean to get argumentative, but my point is, 
failing to enlarge it in the narrow area that it was enlarged is in my 
opinion continuing discrimination that operated against those brewers 
who own and operate one or more plants under different corporations, 
but common control or ownership, and in some instances that is a 
technical requirement of the State law. 

Mr. Foranp. Mr. Jenkins? 

Mr. Jenxrns. Mr. O’Neill, I have a letter from Jolin D. Marshall, 
secretary-counsel of the Ohio Brewers’ Association, and he has indi- 
cated in this letter that you would add to or extend with your statement 
the statement that he advocated. 
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If you prefer, I will just ask that it be submitted separately. 

Mr. O’Netx. I had intended to mention that Mr. Marshall was un- 
able to be here and sent me a statement which he would like to have 
offered for the record, which I now do. 

Mr. Jenkins. You are going to ask that his statement be made a 
part of the record 

Mr. O’Netu. Yes, sir 

Mr. Jenkins. Do you have his statement there? 

Mr. O’Nettu. Yes, sir. 

Mr. JeNKrNs. Are you passing it up there now ¢ 

Mr. O’Nemu. Yes, sir. 

At the same time, I might say that Mr. J. Oliver Doern, who is 
listed as a witness here this morning, was unable to make plane con- 
nections and asked me to file as a part of the record his statement. He 
is president of the Pennsylvania Brewers’ Association. 

I have a letter also from Miami, Fla., from the president of the 
American Brewing Co., of Miami, F la., that he asked me to submit for 
the record. 

Mr. Foranp. Without objection, that will be done. 

(The statements of John D. Marshall and J. Oliver Doern, and the 
letter from American Brewing Co., Miami, Fla., are as follows:) 


STATEMENT OF JOHN D. MARSHALL, SECRETARY-COUNSEL, fHE OHIO BREWERS 
ASSOCIATION 


My name is John D. Marshall. I am secretary and counsel of the Ohio 
Brewers Association, a trade organization of breweries located in the State 
of Ohio, with offices at 300 Engineers Building, Cleveland 14, Ohio, and 690 
Neil House Hotel, Columbus 16, Ohio. I have held this position since Stepember 
1933. All but three of the breweries of Ohio are members of this association, 
which, with its predecessors, has been in existence in the State of Ohio for 
many years, both before prohibition, during the prohibition era, and since 
repeal. 

The membership of the Ohio Brewers Association has discussed and carefully 
considered the proposal before Congress for a reduction in the Federal tax ou 
malt beverages of $2 per barrel for the first 100,000 barrels produced by a 
brewery. It strongly favors this proposal. It believes that the enactment of 
an amendment to the law to effectuate this reduction would be of substantial 
benefit to every brewery in Ohio, and to the breweries of the Nation, whether 
large or small. It considers that relief of this nature is essential to preserve 
the existence of some of the smaller breweries. It strongly urges upon this 
subcommittee, the full committee, and the Members of Congress as early enact- 
ment of this proposal. 

In the years immediately following repeal there were 55 separate brewery 
operations in the State of Ohio. At the present time there are 14 breweries 
operated by 13 companies. Excessive Federal and State taxes have lffargely 
contributed to the elimination of 41 breweries in the last 20 years. Larger 
breweries, most of them located in other States, have captured each year a 
larger percentage of the Ohio beer market, so that as of today only 52.4 percent 
of the beer consumed in Ohio is produced in Ohio whereas 10 years ago and 
before the war approximately two-thirds of the beer sold in Ohio was produced in 
Ohio. In addition to the so-called premium brands which are sold in all Ohio 
markets, many breweries from outside of Ohio sell in these same local markets 
at local prices, in some cases at a loss for the particular market, but with the 
purpose of securing larger volume. The small local brewery must have some 
help if it is going to be able to withstand this competition and the proposal 
before your committee gives promise of relief which may be the help needed to 
keep the brewery in business. 

These local breweries employ a lot of people who live in their home com- 
munities. Many of them have been working for the employer for years and have 
reached ages where they cannot find other employment if their breweries close. 
The $2 reduction per barrel on the first 100,000 barrels will not hurt any brewery, 
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will help all breweries, but will be of special benefit to the smaller breweries 
which are struggling against very difficult conditions in their efforts to survive. 

The members of the Ohio Brewers Association sincerely request and hope that 
favorable consideration will be given to this tax reduction. 


STATEMENT OF J. OLIVER DOERN 


Mr. Chairman, my name is J. Oliver Doern. I am president of the Eagle 
Brewing Company of Catasauqua, Pa., also president of the Pennsylvania State 
Brewers Association, and a director and past president of the Brewers’ Associa- 
tion of America. 

Pennsylvania is one of the most important brewing States, and up until a 
few years ago had more breweries in operation than any other State in the 
union. Ten years ago, in 1946, there were approximately 65 brewing companies 
in business in the State. Today there are only 27 companies in business and 
many of them are struggling to survive, and will have to throw in the sponge, 
as have so many other brewers in the past 10 years, unless some relief comes 
quickly. 

Although national beer sales have substantially increased in the past 5 years, 
Pennsylvania brewers have suffered in that period a sales loss of approximately 
7 percent. This sales volume has been captured by large out-of-State brewers, 
some of whom have built large breweries in adjoining States during this period. 

Small brewers have to contend with production costs that are higher than 
the big brewers in every department. A million barrel brewery produces about 
3,800 barrels per employee annually. A small brewery in the 100,000 barrel 
class produces about 1,300 barrels per employee per year, and some small brew- 
eries produce considerably less than this per employee. 

The million barrel brewers utilize their bottling lines, canning lines and 
production facilities around the clock. Most small brewers have only enough 
business to utilize their canning and bottling facilities for 8 hours a day for 
2 or 3 days per week. Production facilities are utilized on a similar reduced 
basis, thus resulting in a substantially higher production and packaging over- 
head per barrel. Yet, in spite of the small brewer’s high operating costs, and 
other handicaps, he sells his product in his locality at a lower price than the 
big national brewer. 

In the field of advertising, national shippers can afford large budgets to 
build up prestige through national advertising, and much of the competition 
among large brewers is for the sale of television entertainment rather than the 
sale of beer. Local brewers are denied the prestige of tihs kind of national 
advertising, because (1) they cannot affort it, and (2) even if they could it 
would be to a great extent wasted circulation. No small brewery can use na- 
tional publications such as Look, Life, or Colliers, nor can he buy time or talent 
on TV and radio such as is available to the national shippers. 

The ability to sell at a lower price is the key to the small brewer's continued 
existence. He cannot possibly compete with the national brewers’ sales appeal 
on any other basis. The vice of the present flat excise tax rate is that it drasti- 
cally restricts the ability of the small brewer to sell at a lower price. It requires 
him to pay a higher percentage of tax than the national brewers pay on their 
product. This is a clear violation of every principle of progressive and equitable 
taxation. 

Practically every one of our tax laws imposes tax liability on a gradutaed scale. 
Expensive jewelry, furs, and similar luxuries pay a higher rate of tax than 
cheaper items in the same line. People of low income pay a lower rate of income 
tax than those of higher income. This principle is recognized in the tax upon 
mutual insurance companies where no tax is assessed against the first $75,000 
of premium income, but a tax of 1 percent is assessed on all over that amount. 
While almost every other item subject to excise tax is taxed upon the sales 
price, beer is burdened with a flat tax of $9 per barrel. 

In order to offset this unequal tax burden I strongly urge your committee, on 
behalf of the small brewers of Pennsylvania, to adopt the proposal sponsored 
by the Brewers Association of America and reduce the Federal excise tax on beer 
by $2 per barrel upon the first 100,000 barrels sold annually by each brewer. 
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AMERICAN BREWING COMPANY OF MIAMI, FLa., 
Miami, Fla., November 23, 1956. 
Hon. JERE COOPER, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. Cooper: First, let me identify myself as president of the American 
Brewing Company of Miami, Fla. I am also secretary of the Florida Brewers 
Conference whose membership is made up of brewing companies with breweries 
located in the State of Florida. 

It is our understanding that several matters pertaining to the malt-beverage 
industry will come up before the subcommittee headed by Mr. Forand. One of 
these subjects should be the present inequity of the Federal beer tax. We urge 
thorough consideration of the proposal for a $2 per barrel rebate to all breweries 
in the United States on the first 100,000 barrels produced. A tax schedule of 
this nature would Save many a small- and medium-sized brewery which will not 
be in business otherwise a few years hence. 

All that is needed is a look at the record in order to ascertain the tremendous 
mortality which has been going on among small breweries in the United States 
during the past 18 years. The giants of the industry are steadily getting bigger 
as the result of closeouts or purchase of other operating breweries. If the pres- 
ent trend continues there will not be more than a handful of big breweries left 
in this country in the next 10 to 15 years. 

It is my understanding that something like 28 breweries have either closed or 
have been combined with others within the past 12 months. This represents 
more than 10 percent of present operating breweries. 

A small brewery simply cannot operate as efficiently as the large brewery. The 
small brewery can make a comparable quality product but his cost per barrel 
is more. Since the selling price of the small brewery is usually less per barrel 
or case than the giants of the industry, the present Federal tax of $9 per barrel 
represents a larger share of the selling price of the small brewery. 

Down here in Florida our main competition is definitely from the giants of the 
industry. We do not accuse these companies as a whole of cutting prices, but 
as a result of their higher selling price per unit they are able to spend tremend- 
ous sums in advertising and in sales promotion. These expenditures are far 
in excess of what a local brewery can afford. 

Mr. John O'Neill, general counsel of the Brewers Association of America, of 
which all but one Florida brewery is a member, will present in detail our plea 
for consideration of the proposed $2 per barrel reduction in the Federal tax on the 
first 100,000 barrels produced. 

We earnestly solicit the consideration of the Forand subcommittee and other 
members of the House Ways arid Means Committee. 

Sincerely yours, 
Louis F. GAarrarp, President. 

Mr. Foranp. Mr.Mason? _ 

Mr. Mason. Congress has a Small Business Committee that is sup- 
posed to look after the interests of small business in their competition 
with big business. The Members of Congress in general have said an 
awful lot about the sympathy that they have for small business in 
their struggles. 

Your presenttion would indicate we can put those words of sym- 
pathy into practical application by granting this $2 a barrel for the 
first 100,000 barrels produced by any and all breweries; is that right / 

Mr. O’New. That is correct, sir. 

Mr. Mason. I am for putting into practical application the words 
that we spout without thinking very much about it. 

Mr. Krocu. May I say to my colleagues from Illinois that we were 
reminded last week by one or more witnesses of the inclusion of some- 
what similar and seemingly clear language in the platforms of both 
major political parties. 

_ Mr. Mason. I do not pay any attention to the platforms of any party, 
including my own. 


85776—57 52 
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Mr. Foranp. Whois your next witness ? 
Mr. O’Nettu. I would like Mr. Koch to proceed. 
Mr. Foranp. You may proceed. 


STATEMENT OF JOHN D. KOCH, PRESIDENT, BREWERS’ 
ASSOCIATION OF AMERICA 


Mr. Kocu. Mr. Chairman, and members of the committee, I am 
John D. Koch, vice president of the Fred Koch Brewery of Dunkirk, 
N. Y. I appear here today as president of the Brewers’ Association 
of America, which is sometimes known and referred to as the Small 
Brewers’ Association. : 

The plight of the small brewer is worsening with the passage of time. 
It is imperative that we have some sort of relief or the brewing in- 
dustry will end up like the automotive industry and several others in 
which large operators have squeezed out smaller producers, leaving 
only token competition at the smaller levels of npatietion. 

Some might say that there has been a weeding out of the marginal 
operators, or that there were just too many brewers in the country. 
The truth seems just the opposite; that there are not enough local 
brewers. The demise of local operators has actually left a void in 
local markets, as evidenced by the decline in the per capita consump- 
tion of beer. While the Nation’s population swells, barrelage stays 
the same, or declines. To a great extent this is due to the fact that in 
local-areas people get accustomed to drinking low-priced local beer, 
which has been consciously brewed to suit the taste of beer drinkers in 
the community. When such a brewer goes out of business the void 
is filled, if at all, by high-priced nationally advertised brands of which 
less is consumed. 

In order to obtain accurate factual data to submit to your com- 
mittee, our association a few months ago undertook a survey of its 
members by sending out a questionnaire soliciting profit and loss data, 
sales figures, and general information concerning operating problems. 

Full information was supplied on this questionnaire by 78 brewers, 
representing over 50 percent of the membership of the Brewers’ Asso- 
ciation of America, and also representing about one-third of the brew- 
ing companies in the United States. 

The information thus submitted by these presently operating com- 
panies has been correlated to give your committee a group picture of 
the American brewing industry; and it is a very gloomy and depress- 
ing picture, as you will readily observe from the consolidated data 
contained on the chart which I am submitting as a part of my 
testimony. 

I would like to point out particularly the fact that these statistics 
do not reflect the operations of any of the 118 breweries which have 
been forced to close their doors since 1950. It is a statistical picture 
of 78 brewers who have continued to operate in the atmosphere of 
fierce competition provided by the giants of the industry. 

As you will note from the accompanying chart, only 58 of these 
brewers turned in a profit in 1951, and in the year 1955 the number 
showing a profit dwindled to only 51. Although the average net profit 
for these 51 brewers is indicated as $96,000 in 1955 as compared with 
$116,000 in 1952, our survey discloses that 30 of these brewers, repre- 
senting about 60 percent of the group, showed a profit under $50,000 
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in each of the past years. In terms of profit per barrel, the average 
brewer pocketed $1.11 on each barrel of beer in 1952. In the past year 
this has dropped to only 75 cents, which represents a 48 percent drop 
over the 4-year period. 

It will be noted from my chart that 27 of the 78 breweries cooperat- 
ing in our survey lost money on their operations in 1955, as compared 
with 21 who lost money in 1951. The total average losses of this group 
in 1955 amounted to $1.09 on every barrel of beer sold. The total 
barrelage on which a loss was suffered has gone from slightly under 
a million barrels in 1951 to nearly a million and a half barrels in 1955. 

I don’t want to bore members of this committee with statistics, 
ro ause it is often said that you can make statistics tell any story you 
wish to tell. However, these statistics on the brewing industry tell 
only one story, which is a distressing one. 

I believe it can be conservatively stated that the 78 brewers cooperat- 
ing in our inquiry represent a capital investment in buildings, ma- 
chinery, real estate, and other tangible assets in an amount exceeding 
3100 million. In 1955 they paid to the Federal Government alone in 
excise taxes $53,780,886, while pocketing only 6 percent of this amount 
as profits. The 27 brewers in deficit operations in this group paid in 
1955 excise taxes of $12,980,000 to the Federal Government, but wound 
up the year with a loss of over $1 on every barrel of beer sold. 

In 1955 this group of 78 breweries had a total payroll of over $30 
million which of course contributed to the economic welfare of a great 
many communities. 

These figures well illustrate the fact that the average small brewer 
works first for Uncle Sam as a tax collector, second for his employees 
as a paymaster, and winds up with practically nothing for himself 
except depreciation on machinery and equipment, and future dark 
prospects of having to close up his plant. 

At this point I would like to draw a parallel. Not all the big 
brewers publish their financial data, but some of them do. In order 
to emphasize the plight of the average small brewer, please com- 
pare the operations of the 78 brewers in our study with those of 
one of the largest brewers in the country. The net profits of this 
large company the past 4 years exceeded $46 million representing 
about $ 2 per barrel on all sales; and according to trade publications 
the company’s net earnings for ‘the first 9 months of 1956 amounted 
to $9,329,000, a 17 percent increase over the corresponding period of 
1955. Furthermore, the sales volume of the company in the third 
quarter of 1956 was 9 percent greater than in the third quarter of 
1955. This comparison assumes added significance when we reflect 
that the 1955 sales volume of the 78 brewers in our survey was ap- 
proximately equal to the 1955 sales of this one large brewery. 

Although there is no complete data available with respect to ad- 
vertising expenditures, it is conservatively estimated that the adver- 
tising bill for each of the top 5 brewers in the United States is more 
than double the total amount of profit realized by the entire group 
of 78 brewers included in our survey. 

Other witnesses before your committee have provided more details 
concerning the small brewers’ problems. All the facts considered to- 
gether illustrate the striking need for some relief if the remaining 
local brewers in the country are to be given a fighting chance to sur- 
vive. We hear much in financial circles of the fairness of a 6 percent 
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return on investment. The small brewers are not asking for any 
6 percent on their investment, but merely for a chance to save their 
plants from bankruptcy, prevent deterioration of their buildings and 
machinery, keep old employees on the payroll, and come out at least 
with their heads above water. Certainly no small brewer should be 
expected to pay Uncle Sam $9 tax upon every barrel of beer he pro- 
duces, pay his employees at regular union rates, and then wind up by 
going to the bank for a loan to pay off a deficit of $1.09 per barrel on 
all of his sales. 

Members of the committee, I join with my colleagues in urging you 
to halt the continued trend toward concentration in the brewing in- 
dustry by adopting the relief proposal sponsored by the Brewers’ 
Association of America. 

I thank you, sir. 

(The chart referred to is as follows :) 


Breakdown of 78 small brewers operations on basis of data submitted to Brewers’ 
Association of America in October 1956 


Classification 


. Number of brewers showing profits_-_- 58 57 
. Their total barrelage _- 5, 304, 101 5, 495, 389 
Their total profits ___.- $6, 155, 169 | $6, 656, 138 
. Average profit per brewer eerie $106, 123 
. Average barrelage per brewer --.--- ae 91, 450 
Average profit per barrel _- $0. 89 


CoP be 


. Number of brewers showing losses- - 2 6 ’ 
. Their total barrelage -- 981, 458 e , 071, 1, 466, 5: 
. Their total losses 3, 526 b, 6 ‘ % $1, 442, 396 
. Average loss per brewer-_- Simei : , Oa 3e $32, 574 $53, 442 
. Average barrelage per brewer - -------- ; 3, 837 , 590 44, 693 54, 316 
. Average loss per barrel.........-.....-- . 46 ‘ . 96 $0. 99 | $1.09 


1 
2. 
3 
4 
5 
6 


SUMMARY 


. Total barrelage of 78 brewers__-_------- t y 6, 415, 959 6, 343, 376 6,182,720 | 5,975, 654 

. Net total profit............... ens $6, 029, 553 | $5,120,979 | $4,816,881 | $3, 501, 299 

Average barrelage.................--. 80, 82, 256 81, 325 79, 266 | 

. Average profit per brewer..........-.--- $62, 164 $77, 302 $65, 653 $61, 755 
Total rederal excise tax paid... .....-_]$56, 570, 031 |$57, 743, 631 |$57, 090, 384 |$55, 644, 480 | 

. Total payroll_-_--- ; chiens ates hoe! 

Total advertising expenditures-_--____- 

Average advertising per brewer 

. Average advertising per barrel__..-.-.--- 





COND Pon 





| 


Mr. Foranp. We thank you, Mr. Koch. 
The next witness is Mr. Charles Murphy. Mr. Murphy has been 
on the Hill a long time. 

Mr. Epernarter. Mr. Murphy has not been on the Hill. He has 
been down in the White House. 


STATEMENT OF CHARLES S. MURPHY, BREWERS’ ASSOCIATION OF 
AMERICA, WASHINGTON, D. C. 


Mr. Murpny. I am back in old and familiar surroundings, Mr. 
Eberharter, and it is mighty good to be here. 

Mr. Exsernarrer. You were with the Senate committee for a long 
time, were you not? 

Mr. Murpuy. I was in the Senate Legislative Counsel’s Office and 
had the privilege on a number of occasions of working with this com- 


mittee on some bills that originated on the Senate side and came 
over here. 
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There were some few occasions when this committee took jurisdic- 
tion over bills that originated in the Senate. 

Mr. EserHarter. You ran a very fine service. I remember your 
service. Those were in the old days. 

Mr. Murpeuy. Thank you, sir. 

I am now an attorney with offices in the Pennsylvania Building, 
Washington, D. C. I am appearing here in behalf of the Brewers’ 
Association of America. 

Previous witnesses have told you about the rapid growth of monop- 
oly in the brewing industry and the alarming mortality rate among 
the smaller brewers. With your permission, I wish to address myself 
principally to two questions: 

1. Why we feel that the only remedy to this situation is by way of 
excise tax relief. 

2. And why we propose the particular form of tax relief that we 
have suggested. 

The reason we ask for relief by way of a change in the excise tax 
is simply this: Because it is the excise tax itself which is largely 
responsible for the growth of monopoly in the industry. Our request 
is not merely a plea for relief from a burdensome tax. It is a plea 
to correct a situation where the tax law of the United States is itself 
a major factor in driving small concerns out of business and foster- 
ing the growth of monopoly and the concentration of economic power. 

The present excise tax on beer of $9 a barrel is such a large part 
of the price that it dominates the economics of the industry. The 
amount of this tax may be equal to from 35 to 70 percent of all the 
other costs incurred by the brewer with respect to his beer. And 
it is not unusual to find a small brewer who collects $40 to $50 in 
excise tax for Uncle Sam for every $1 he keeps for himself in net 
profits. I think this last figure is one that is well worth keeping in 
mind from the standpoint of protecting the Government’s revenue 
by keeping the small brewers in business. When a company is col- 
lecting 50 times as much revenue for the Government as it is earning 
for itself, it seems to me that the Government has a very definite 
interest in keeping that company alive. 

Since the $9 tax is such a large part of the price of beer, it badly 
upsets the competitive balance which would otherwise exist within 
the industry. In the nature of things, small-business concerns have 
certain competitive advantages over large-business concerns, and large 
concerns have other competitive advantages over the small ones. In 
the brewing industry, the large breweries have many competitive 
advantages over the smaller ones—lower production costs per barrel 
and greater advertising power being notable examples. Nevertheless, 
the smaller breweries have certain advantages which would make it 
possible for them to stay in business in their own local markets if 
normal conditions were not upset. Although the production costs 
of small breweries are higher, the distribution costs in a limited mar- 
ket are natural lower. This makes it possible for the small brewer 
to charge a lower price in his local market than the national brewer. 
That is the normal price pattern in the industry—local brewers selling 
for substantially lower prices than national brewers. It is this price 
differential which makes it possible for small brewers to sell their 
product in spite of the greater prestige appeal the giants of the in- 
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dustry are able to create by expensive national advertising. The 
lower price of the local brewers is desirable economically not only 
because it makes it possible for the small concerns to exist, but also 
because it makes more reasonable prices available to consumers who 
can ill afford to pay the premium prices of the national brands. 

Now comes the $9 tax which is imposed uniformly on every barrel 
of beer no matter what it sells for. As we have said a number of 
times, this is like imposing the same tax on a Chevrolet that you do 
on a Cadillac, and 1 don’t believe you would think of doing that. 
Such a tax would not only be inherently unfair to producer and 
consumer alike, it would also inhibit the sale of Chevrolets. The 
price differential would be reduced and consumers would have a 
strong disposition to feel that if they had to pay the tax on a Cadillac, 
they might as well try to get one. When you apply this principle 
to the beer industry where the excise tax 1s so large in relation to 
the price of the product, the results are simuly disastrous for the 
smaller brewers who must depend on the price differential for getting 
business. 

Basing the tax rate on volume rather than price imposes a rela- 
tively much heavier burden upon the small brewer than upon the 
national companies. This discrimination is so great as to completely 
upset normal relationships in the industry. The result has been an 
unconscionable mortality rate among the smaller brewers. About 
three-quarters of those in business 20 years ago are now defunct. A 
large proportion of the few that are left are closing their doors each 
year. In a few years, at the present rate, the entire industry will be 
tightly held by a few large corporations. 

Last spring, the Christian Heurich Brewing Co. right here in 
Washington was forced out of business because it could not operate 
profitably in the face of this tax. All over the country, small brewers 
i financial difficulty have been hanging on—hoping that Congress 
would take action to equalize the tax burden so they can survive. 
Many of them have been losing money year after year. One by one 
they are giving up thestruggle. Only 2 months ago the oldest brewery 
in America—The Boston Beer Co.—was forced to close its doors after 
being in business since 1828. One small brewery, which has had in- 
creasing losses for the past 5 years, writes us as follows: 


The $2 reduction on the first 100,000 barrels of beer produced means the dif- 
ference of staying in business or closing our doors. 


Another one says: 
Reduction of $2 per barrel is life or death to us. 


The only hope these brewers and others like them have of getting a 
fair chance to stay in business is through congressional action to 
distribute the tax load more equitably. 

We ask this committee for relief because the evil flows directly 
from the excise tax with its unequal burden. We do not believe there 
is any way to save the small concerns in the brewing industry except 
by a change in this tax which in and of itself stifles competition and 
fosters monopoly. 

The small brewers believe that the most practicable method of cor- 
recting this situation is through the proposal to reduce the tax by 
$2 a barrel on the first 100,000 barrels produced each year by each 
brewer. However, we are not wedded to this particular proposal and 
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would be glad to have this committee provide some other form of 
relief if that is deemed preferable. 

We regard our proposal as a form of graduated tax which has a 
prec edent both in the cor porate income tax and the individual income 
tax. The small brewers’ problem, of course, cannot be met by modifi- 
cation of the income tax because income tax relief does not help a 
business that has losses instead of profits, and that is the unhappy 
situation of all too many of the small brewers. The situation in the 
brewing industry can only be met by changing the tax which itself 
gives rise to the evil. 

Many excise taxes are impoesd on an ad valorem basis. We ask 
that the same principle in modified form be applied to beer. The 
small brewers get less for their beer than the large brewers. It ought 
to be taxed less. 

Consideration has been given to the possibility of asking that the 
excise tax on beer be converted entirely to an ad valorem tax. The 
small brewers would be glad to see this done. However, it seems to 
us that this would be less practicable and would require a more drastic 
change in the present system than the proposal we have submitted. 
Our proposal would require only a very simple change in the method 
of collecting the tax on beer and would present no important ad- 
ministrative problems. A regular ad valorem tax on the other hand 
would require many changes and would present extensive problems. 
Also, our proposal would concentrate the relief where it is needed, 
with minimum effect upon the revenue. Accordingly we believe this 
proposal should be adopted now to meet the present drastic emer- 
gency, although further study might well be given to ds possibility 
of changing completely to an ad valorem basis later as a long- range 
measure. 

The question has been raised as to whether this amendment would 
establish a precedent that would result in other industries demanding 
a lower tax rate on a portion of their sales. We doubt very much if a 
situation comparable to that in the brewing industry actually exists 
in any other industry. Even if this were true, it would not justify 
maintaining the present tax structure on beer which gives such a great 
and disproportionate advantage to the large brewers. If other in 
dustries can show such gross inequities and present so reason: a 
remedy, they too should get relief—for certainly the Revannshen! 
ought not to use its taxing power to help the strong against the weak 
and to foster the concentration of economic power in industry. A fail- 
ure to correct this wrong cannot in good conscience be justified on the 
ground that to correct the wrong might set a precedent. 

Tn conclusion, we believe that our proposal i is feasible and equitable. 
We know it is urgently necessary. Time is running against us. The 
small brewers need relief if they are to survive, and they need it 
quickly. It is no help to the sm: all brewer who is being forced out of 
business to be told that this is not the year for excise tax relief. It is 
small comfort even to be told that there are other situations just as 
inequitable or that this may create a difficult precedent. We do not 
believe that either of these considerations absolves the Government of 
the duty and obligation to right its own wrongs when they are 
discovered. 
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It is for these reasons that we respectfully and earnestly ask this 
committee to grant the small brewers the relief they so badly need. 

Thank you very much. 

Mr. Foranp. We thank you for your presentation. 

The next witness is Mr. Klein. 

Mr. Klein, identify yourself for the record, please. 

Mr. Mason. Mr. Chairman, before Mr. Klein begins his testimony, 
I want to say that Mr. Klein is from my home community and has 
been in my home a good many times. He has had my assurance that 
so far as I am concerned, I will do everything I can to grant what 
they are asking, and I notice he has only two pages and a third, which 
makes it a very effective statement. 

Mr. Foranp. The Chair wishes to state that whatever Mr. Mason 
says goes a long way with me, but I want to compliment the gentleman 
on having such a wonderful Congressman as Mr. Mason. 


STATEMENT OF FRANK J. KLEIN, EXECUTIVE VICE PRESIDENT 
AND GENERAL MANAGER, STAR UNION PRODUCTS CO., PERU, 
ILL. 


Mr. Kiery. Thank you. Weappreciate it. 

Mr. Chairman and members of the committee, my name is Frank J. 
Klein and I am executive vice president and general manager of the 
Star Union Products Co., a small brewery operating in Peru. Ill. 

This brewery was founded about 111 years ago and has been operat- 
ing ever since, except during prohibition time. Our brewery is one 
of a very few small breweries left operating at the present time, and 


we feel that unless we have some relief from competition of the large, 
nationally operating breweries, it will be only a very short time before 
we are compelled to cease operation. 

The small brewers of Illinois are in the midst of a desperate struggle 
to survive against the competition of big brewers from inside and 
outside the State. There are only 14 breweries now operating in IIli- 
nois—most of them small; there were 40 of them in operation 10 years 
ago. 

The casualty rate in that period has been 65 percent. The trend 
in Illinois is indicated by a 15-percent drop in the sales of Illinois 
brewers during the past 5 years in the face of rising national sales. 
In 1950, the sales volume of Illinois brewers was slightly over 4 million 
barrels as compared with 3,400,000 in 1955, most of which represents 
large brewers’ business. 

I come here today to urge your committee to halt the collapse of 
the entire small brewing industry of Illinois, and of the country, by 
adopting the tax-relief proposals sponsored by the Brewers’ Associa- 
tion of America. 

You may ask why Congress should be concerned over the survival 
of the small local brewer. The average small brewery represents a 
substantial investment of local capital, provides needed industry to 
its community, and employment to scores of local citizens. The brew- 
ery workers’ union will attest that the small brewers employ more 
men per barrel of beer produced than do the national shippers. 

When the business of a small brewer is lost to a national shipper, 
the industry and employment provided by the plant are not merely 
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“shifted,” but irretrievably lost. The delivery truck of the national 
shipper replaces a thriving community industry, employing engi- 
neers, firemen, production workers, packaging, labeling and shipping 
clerks, and a sizable staff of office administrative help. 

The small breweries employ local help who spend their earnings in 
the community in which the brewery is located—thereby increasing 
the volume of business of the grocer, butcher, and the clothier, who, 
from their profits, are required to pay income tax, benefiting the com- 
munity business. 

When local breweries shut down, the entire locality suffers. Every- 
body knows that local breweries like all local enterprises do a much 
better job of supporting local community chests, shieabiens of com- 
merce, church me civic groups than do the national shippers. They 
also pay local taxes on land and buildings which the nationals do not 
and their executives and employees pay local and State taxes in sub- 
stantial amounts—small breweries are forces in the community for 
civic betterment, and when the local brewery folds up, the community 
and its citizens lose in hundreds of different ways. 

The small brewers have a hard enough time surviving against the 
concentrated economic power of the national brewers in any event. 
When you add to that the unequal burden imposed by the present 
flat rate of the excise tax, the task 1s almost hopeless. 

Mr. Chairman and members of the committee, I urgently ask you to 
lend a helping hand to the few remaining small brewers of the coun- 
try so that they may be able to stay in business, and continue serving 
their communities. 


Thank you. 


Mr. Foranp. We thank you ene for your presentation. 
¢ T 


Are there any questions e Chair hears none. 

The next witness is Mr. Joseph E. Brady. Is Mr. Brady here? 

Come forward, please, sir, and identify yourself for the purpose of 
the record. 


STATEMENT OF JOSEPH E. BRADY, DIRECTOR OF LEGISLATION, 
INTERNATIONAL UNION OF UNITED BREWERY, FLOUR, CEREAL, 
SOFT DRINK, AND DISTILLERY WORKERS OF AMERICA, AFI-CIO 


_ Mr. Brapy. Mr. Chairman and members of the committee, my name 
is Joseph E. Brady. I am the director of legislation for the Interna- 
tional Union of United Brewery, Flour, Cereal, Soft Drink, and 
Distillery Workers of America, AFL-CIO, with international head- 
quarters at 2347 Vine Street, Cincinnati, Ohio. 

I have been instructed by our membership to present a statement 
before this committee urging favorable consideration by this com- 
mittee of a graduated excise tax for the brewing industry. 

The present flat tax rate of $9 per barrel upon all brewers imposes 
an unequal tax burden upon the small brewers and it is our contention 
that in order to keep these small breweries—small businesses—from 
closing down, a reduction of $2 per barrel on the first 100,000 barrels 
of beer—31 gallons—sold by any brewery in any calendar year, from 
the present $9 per barrel to $7, will be a step in the right direction to 
save the remaining small breweries from bankruptcy. 
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This proposed $2 per barrel reduction on the first 100,000 barrels 
would give financial relief to approximately 142 small breweries— 
small businesses—who are in dire need. 

Small breweries—small businesses—are experiencing an alarming 
Tr rate. In 1934 there were 725 breweries in operation. These 

25 breweries produced 37,678,313 barrels of beer in that year. In 
1955 there were only 289 breweries in operation and they produced 
90,285,000 barrels of — in that year. 

In this year of 1956, 269 breweries are in operation and they have 
produced through September of this year 71,800,000 barrels of beer. 
These figures show that although production has jumped from 37 
million barrels in 1934 to 90 million in 1955, 456 breweries have closed 
and the majority of these were closed due to the fact that they could 
not meet the competition of the larger breweries. 

I call to the attention in the Sixth Annual Report of the Select 
Committee on Small Business of the United States Senate, January 
12, 1956, Hon. John Sparkman, chairman, the following excerpt: 

In industry after industry, the prevailing trend is in the direction of fewer 
but larger companies. Representatives of former multiunit industries which 
in recent years have undergone a marked reduction in the number of companies 
comprising the total industry is that of malt beverages. In 1934 there were 


725 breweries; in 1947 only 440, and in 1955 this number had shrunk to 254 
companies operating 289 plants. 


The present trend toward monopoly in the brewery industry is not 
a healthy one and serious efforts should be made by the F ederal Gov- 
ernment, through a reduction of the present excise tax to help save the 
remaining sm: all brewers from going out of business. 

Mr. Chairman and members of this committee, the main interest 


of our union in urging favorable action for tax relief which would 
help the small brewers remain in business is strictly a “bread and 
butter” one. The brewing industry is 100 percent or ganized and our 
union represents the majority of the workers in that industry. When 
one of these small breweries closes, members of our union become 
unemployed. 

The majority of them have worked in the brewing industry most 
of their lives and it is the only job they know. Many of these w vorkers 
are over 40 years of age and in our present society it is difficult and 
often impossible to find employment in other lines of endeavor. 

So you see, Mr. Chairman and members of the committee, we do 
have an interest and that interest is people. Surely, smal] brewers 
and brewery workers are just as important to the economy of this 
great country of ours as other groups seeking consideration of their 
problem. 

At the 34th biennial convention of our International Union of 
United Brewery, Flour, Cereal, Soft Drink and Distillery Workers of 
America, AFL-CIO held in Toronto, Canada, in August 1956, over 
300 delegates from all sections of the United States unanimously 
wee a resolution in support of this $2 reduction of the present 
excise tax of $9 to $7 per Sareal on the first 100,000 barrels of beer 
sold by any brewery in any calendar year. Appended to my statement 
is a copy of this resolution. 

This proposal to reduce excise taxes by $2 per barrel on the first 
100,000 barrels sold is not new. In the 83d Congress, former Senator 
Edwin Johnson proposed an amendment to H. R. 8224 which was 
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considered in March 1954 by the Senate Finance Committee. This 
amendment would have given relief to the small brewers on the basis 
of a $2 per barrel reduction on excise taxes. I might add, Mr. Chair- 
man, that that amendment lost in the Finance Committee by a 7-to-6 
vote. 

Similar legislation was introduced in the 2d session of the 84th Con- 
gress. There seems to be no disagreement along political lines about 
the need to give aid to small businesses. So the question is not a political 
one. In the 1956 platform of the Democratic Party the small-business 
issue was treated in part as follows: 

We pledge ourselves (1) to the strict and impartial enforcement of the laws 
originally fostered and strengthened by the Democratic Party and designed to 
prevent monopolies and other concentrations of economic and financial power ; 
and to enact legislation to close loopholes in the laws prohibiting price discrim-- 
ination. (2) To tax relief for all small and independent businesses by fair and 
equitable adjustments in Federal taxation which will encourage business expan- 


sion and to the realistic application of the principle of graduated taxation to 
such corporate income. 


The same issue is treated in the Republican platform in the follow- 
ing language, in part: 


We pledge the continuation and improvement of our drive to aid small business. 
Every constructive potential avenue of improvement—both legislative and execu- 
tive—has ben explored in our search for ways in which to widen opportunities 
for this important segment of America’s economy. 

Small business can look forward to expanded participation in Federal procure- 
ment—valuable financing and technical aid—a continuously vigorous enforcement 
of antitrust laws—important cuts in the burdens of paperwork and certain tax 
reductions as budgetary requirements permit. 


In conelusion, on behalf of our union and its 70.000 members, I wish 


to thank the committee for giving me this opportunity to present this 
statement to them. 
( The resolution referred to follows :) 


The following Resolution No. 72 was unanimously approved by the delegates 
in attendance at the 34th Biannual Convention of the International Union of 
United Brewery, Flour, Cereal, Soft Drink and Distillery Workers, AFL-CIO, 
which was held in Toronto, Canada August 13-17, 1956: 


“RESOLUTION No. 72 
“TAX REDUCTION, SMALL BREWERIES FIRST 100,000 PRODUCTION 


“Whereas most small breweries in the United States are experiencing great 
difficulty in maintaining their sales volume due to the tremendous increase in 
the cost of advertising, such as television, newspapers, ete. ; and 

“Whereas in 1944, 25 of the largest breweries in our country had 37 percent 
of the total sales of all beer manufactured: and 

“Whereas in 1954 these same 25 breweries now sell over 60 percent of all beer 
produced: and 

“Whereas in 1934 there were 725 breweries in operation and in August of 1956 
there were only 219 breweries operating 269 plants; and 

“Whereas due to competitive methods many of our small breweries are now 
faced with the struggle of continued existence, thereby endangering the livelihood 
of thousands of our members; and 

“Whereas the only logical approach to granting relief to small breweries is 
to support legislation such as H. R. 7147, 84th Congress, 2d session, which was 
a bill proposing $2 excise tax reduction to all breweries on their first 100,000 
barrels of production; and 

“Whereas this would grant relief to the entire brewing industry, especially 
to the small breweries who are now faced with a precarious future: Now, there- 
fore, be it 
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“Resolved, That this convention go on record as supporting legislation that may 
be introduced in the next session of Congress, such as was proposed in House 
Resolution 7147 ; and be it further 

“Resolved, That this convention instruct the general officers and the general 
executive board members to support such legislation and to martial all the forces 
of the labor movement in support of the tax relief that will mean the preserva- 
tion of the livelihood of thousands of our members.” 


Submitted by members of local union 64, Salt Lake City, Utah, Bugene Sondrup, 
secretary. 

Mr. Foranp. We thank you. 

Mr. Brapy. Mr. Chairman, if I may just make an oral statement, 
in order to comely with the wishes of this committe and not be repeti- 
tious, we most heartily and sincerely endorse and support the state- 
ments made by the distilling industry here today with reference to the 
expiration date taking effect on the temporary taxes due to expire 
March 31. 

That phase of their testimony we certainly endorse. We also en- 
dorse previous testimony by the musicians union on the cabaret tax. 
I understand that the economic policy committee of the AFL has been 
asked to testify at these hearings and it is my understanding that 
Stanley L. Ruttenberg will be here this afternoon. 

Thank you, Mr. Chairman. 

Mr. Foranp. We thank you for your contribution. Mr. Eberharter 
has a question. 

Mr. Eperuarter. Does your union also have employees of the larger 
breweries, the so-called national breweries? 

Mr. Brapy. Yes, Congressman; we do. You are speaking of Bud- 
weiser, Schlitz, Pabst, et cetera; all the large ones. 

Mr. Exsernuarter. I notice you said that the action taken was unani- 
mous and I just wondered whether employees of those breweries, the 
national breweries, also go along with the rest of the membership. 

Mr. Brapy. Yes, Congressman Eberharter. In fact, the larger del- 
egation to our convention did come from those breweries, because they 
represent a larger membership than some of the small plants in other 
cities where they have a small membership, and it was unanimous. 
There was not a dissenting vote on that. 

Mr. Kroeu. Mr. Brady, are the employees of such fine and well- 
established breweries at Liebmann’s, Piel’s, and Schaefer’s, all in 
Brooklyn, N. Y., members of your organization ? 

Mr. Brapy. They were up to about 4 years ago, sir. We have the 
brewery employees in upstate New York, but not in New York or 
Brooklyn area. They were for many, many years, and, of course, 
through things beyond our control and no fault of ours, they just took 
aj op to another union, but we hope to get them back one of these 
days, for unity’s sake. 

Mr. Foranp. We thank you, sir. 

The next witness is Mr. LeRoy Payne. Is Mr. Payne here? 


Come forward, please, sir, and identify yourself for the purpose of 
the record. 


STATEMENT OF LEROY PAYNE, PRESIDENT AND GENERAL MAN- 
AGER, E. & B. BREWING CO., DETROIT, MICH. 


Mr. Payne. Mr. Chairman and members of the subcommittee, my 
name is Leroy Payne and I live at 510 Lakeland Avenue, Grosse Point, 
Mich. I am president and general manager of the E. & B. Brewing 
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Co., located at 2437 Orleans Street, Detroit, Mich. Our brewery is the 
second oldest in Michigan. It was organized in 1873 under the name of 
Eckhardt & Becker Brewing Co., and the name later changed to the 
E. & B. Brewing Co., Inc. I am familiar with all phases of operations, 
including material costs, labor, advertising, selling, and competitive 
conditions in the Michigan market. 

This company is not affiliated with either of the two large trade 
organizations in the brewery industry and has been independent for 
the past 7 years. It is affiliated with a large number of other trade 
organizations such as the Board of Commerce, Manufacturer’s Asso- 
ciation, and the food industry groups. 

I might inject I appear only as a representative of one small com- 
pany. In Michigan there are 5 breweries in excess of 1-million- 
barrel capacity each, plus Falstaff, Drewery’s, and Blatz, all of com- 
parable size and all selling at approximately the same retail price. 

All maintain complete advertising and selling departments in the 
Michigan markets. All prices are published under the State law 
and practically all engage in volume deals and pay premiums for 
display locations. E. & B. sales are from 150,000 to 200,000 barrels 
per year—distribution is 35 percent off trucks operated by the com- 
pany, 40 percent by the distributors in the Detroit area, and the bal- 
ance by distributors outside the Detroit market area. Practically 
all are sold within 75 miles of our plant. 

This company has operated profitably for the last 5 years ending 
December 31, 1955; it will lose money in the year 1956. Our company 
has lost sales volume in the last 3 years, the declines being very small 
in the area serviced by our trucks and the principal loss being in the 
area serviced by distributors trucks. 

Such loss of business has not been due to product trouble, as can be 
verified by the Wallerstein Laboratories, by letter under date of Octo- 
ber 8, 1956: 


Your beer was found to be clean in odor and taste and was considered to have 
excellent flavor qualities. 

Such loss was not due to poor advertising. The Hooper rating on 
television advertising places our company at the top of all breweries 
in this area. Our advertising appropriation for television is approxi- 
mately one-fourth of that by our larger competitors. We have, how- 
ever, been unable to advertise by way of newspaper, volume radio, car 
cards, et cetera, due to high cost of same, and the limited budget under 
which we operate. 

Here are the most important reasons for such sales decline. One, 
loss of distributors and a gradual constriction of the sales area where 
the product is sold. During the past 3 years the number of distribu- 
tors handling the products of this company have been reduced ap- 
proximately 40 percent. Representatives of the larger companies 
consistently approach our distributors and readily admit that E. & B. 
is solvent and a well-run company, but point to the greater number 
of failures of smaller breweries. 

Our industry is compared with other industries—notably the auto 
and auto-supply companies in the Michigan market. Such com- 
parison usually results in statements that Packard, Studebaker, Hud- 
son, Kaiser, and Willys have suffered great financial difficulties and 


that a great number of auto-supply companies have gone out of 
business. 
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Discussions end with the statement that only big business can sur- 
vive in this country. The representatives of the larger breweries 
then show the advertising budget of their company. They make 
statements of the proposed budget to be spent in that distributor's 
area—nearly always false—but enough to cause our distributor to 
compare such budget with the amount E. & B. is spending. 

After a number of visits by the salesman, the distributor usually 
puts in the brand of the larger company. Practically every time 
the larger company increases its budget for a short time, puts in a 
large selling organization, and then suggests to the distributor to dis- 
continue a competitive price brand; namely, our brand. Thus, the 
smaller brewery loses distribution and sale of its products in an area 
where it has spent considerable money to secure and to service. 

For many years our company has been able to maintain intact its 
distributorships in the Detroit market area, but within the last 214 
months 2 of our 3 largest distributors have given up districts in the 
Detroit area to distribute and sell brands of the larger companies 
herein named. 

Neither of the brands now distributed in their area equal in amount 
what he sold for our company. Each has been a distributor for many 
vears and has been successful in the operation of their business. Both 
have advised that they could not see any future in doing business 
with a smaller company. 

All Detroit breweries are unionized, and all have labor contracts 
with the same locals and pay the same rates of pay. Such contracts 
are always negotiated by the larger breweries, and in our own instance 
the old contract was extended and pay increases provided for, without 
any consultation, negotiations, or actions on our part. 

‘\ll contracts discriminate in favor of the larger company is shown 
by unit costs for delivery of beer. One-man operation, 100 cases per 
day: 2-man operation, 250 cases per day; and 3-man operation, un- 
limited in number in 8 hours. There are so many more inequities 
that appear, but time does not permit calling attention thereto. 

Our company maintains group insurance on all employees; also 
health, life. and accident benefits. It also provides for termination 
and retirement benefits for all employees. Approximately two-thirds 
of the employees in this company are past the age limits for hiring in 
the Detroit area and would have difficulty to secure employment should 
our company cease operation. 

Within the last several months some of the large nationals have 
marketed second brands to sell at popular prices, and also one of the 
companies, here unnamed, has reduced its price from national to local 
level and has consistently and falsely claimed premium beer at popular 
prices. 

Great confusion has arisen in the industry due to this invasion of 
the larger breweries. and such confusion must, of necessity, become 
greater as more of the national brands either cut their price or intro- 
duce secondary brands to sell at popular prices. 

I have talked to the management of breweries of. like size located 
in Cleveland, Fort Wayne, Milwaukee, Chicago, and Toledo, and each 
of the companies attribute their decline in sales exactly to the causes 
herein outlined. 

The balance sheet of our brewery shows an invested capital of 
$1,871,000. Land and building values are predicated on 1934 costs, 
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plus such machinery as may have been added since that date. The 
reproduction or actual value of our plant far exceeds the book value. 
On such investment last year, the company paid $1,622,290 in excise 
tax to the United States Government, and.after depreciation it earned 
for its stockholders $47,386. 

This year, due to a decline in sales, our company will pay to the 
Government approximately $1,380,000, and its stockholders will suffer 
a loss in excess of $100,000. So, for the past 2 ye ears, the Government 
has received from our company approximately $3 million, while the 
stockholders will suffer a loss of approximately § $50, 000. 

We employ approximately 200 people, and our payroll amounted to 
$1,100,000 in 1955. In 1956, due to wage increases and other items, 
the payroll will be approximately the same, although we ae al 
decline in sales. So the Government got, in the last 2 years, $3 million ; 
the employees got $2,200,000 ; and the stockholders lose sereainadits 
$50,000. 

Assuming that the Congress of this country would pass legislation 
giving tax relief on the first 100,000 barrels, this company could com- 
pete in both advertising and selling efforts within the limited area its 
products are sold. It could in any given area match any advertising 
appropriation where it became necessary to maintain distributors and 
distribution. 

It could compete with the sales effort if such effort became necessary 
to compete with competition. We could meet competition in types of 
packages offered—a problem which is difficult for most smaller com- 
panies to do. 

From the information obtained by management of other breweries 
of our size, and from my own experience and operation, I am of the 
firm opinion that the operations of small breweries will be terminated 
shortly unless relief is obtained from two sources: One, from the un- 
ions who must recognize that separate contracts must be made with 
smaller companies—and I inject herein that Mr. Brady informed me 
of that, but a contract was negotiated in the past 6 weeks and we had 
no such benefit—and the Congress of the United States must grant 
some tax aid to such smaller breweries. 

Mr. Foranp. We thank you for your contribution. 

Are there any questions / If not, we thank you. 

Mr. Payne. Thank you, sir. 

Mr. Foranv. The next is the Wine Conference of America repre- 
sentatives in conference here. Come forward, please. 

The Chair notices that there are four representing the organization : 
is that correct ? 

Mr. Taytor. Yes, sir. 

Mr. Foranp. Do you have a principal statement, or do you all plan 
to testify ¢ 

Mr. Tayvor. I would like permission, Mr. Chairman, to have all of 
the members here speak. We have cut down our briefs that we have 
submitted to a minimum, and I think that we can get through in prob- 
ably about an average of 5 minutes each. 

Mr. Foranp. That would be very satisfactory. Just identify your- 
selves as you start speaking. 
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STATEMENT OF GREYTON H. TAYLOR, TAYLOR WINE CO., INC., 
HAMMONDSPORT, N. Y. 


Mr. Taytor. My name is Greyton H. Taylor. I reside at Ham- 
mondsport, Steuben County, N. Y. Iam one of the family who owns 
the Taylor Wine Co., Inc., which was established there in 1880 by 
my grandfather and my father. 

My work in the company has to do with the marketing of wines and 
champagnes, although, with my brothers Clarence and Fred, I man- 
age our vineyards and the production of our wines. 

We have been a grape-growing and wine-producing family for 76 
years. We own about 500 acres of vineyards along the hillsides of 
Lake Keuka, in the famous Finger Lakes grape-growing and wine- 
producing district of New York State. 

The grapes we grow produce about one-third of our yearly require- 
ments. The other two-thirds of the grapes we need are purchased 
from about 75 independent growers who have dealt with our family 
for three-quarters of a century. 

I mention this because I want to make the point clear here that 
most of the wineries in these United States are predominantly agri- 
cultural. In order to be a good vintner, it is necessary to know how 
to grow good grapes, how to produce good wine, how to finance these 
operations, and how to market the wines produced. 

I am here also representing the 21 member associations of the Wine 
Conference of America as chairman. In behalf of the Wine Confer- 
ence of America, I would like to submit, for the record, a brief entitled 
“The Exorbitant Federal Tax on Light Sparkling Wines—What It 
Costs the Growers, the Government, and the Consumer.” 


Mr. Foranp. How large a volume is that? The committee will have 
to look that over. 

Without objection, it will be made a part of the record. 

(The document referred to follows :) 


Tue ExorBirANtT FEpERAL TAx ON LIGHT SPARKLING WINES—WHuatT It Costs 
THE GROWERS, THE GOVERNMENT AND THE CONSUMER 


INTRODUCTION 


Across the United States—from north to south, from east to west—over 150,000 
farmers grow the vines from which come the wines of the United States. 
Yearly, these growers put from one-third to one-half of their approximately 
2 million-ton crop into wine—with the balance going to juices, jams, jellies, 
raisins, or fresh shipment for table use. 

Wine is the most important single outlet for their crop, and these farmers 
grow the wine themselves, about 75 percent of wine production being grower- 
owned or controlled. 

Wine is thus a substantial farm enterprise in the country’s agricultural 
economy. It is important to the economies of nearly one-third of all our States— 
and of major importance to many States, including California, New York, Ohio, 
Michigan, and Washington. 

Recovery of this agricultural economy from the financial crisis caused by 
prohibition was not easy. For 20 years following repeal, wine-growing was 
characterized by low returns caused by an underconsumption of wine in a 
country that had largely lost the feeling for wine as a sensible part of temperate 
daily living. 

Aside from brief periods of high prices during the Second World and Korean 
Wars, the wine industry was in a continually depressed condition, as was 
officially recognized by the Treasury Department as late as 1951. 

In the last 3 or 4 years, however, the wine industry, through hard merchan- 
dising effort, has managed to stabilize itself at a level of return which, although 
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now steady, is even yet not comparable to the returns received in most fields 
of agriculture, and far below the returns received in most fields of American 
industry and business. 


GENERAL FEDERAL TAX POLICY ON WINE 


Generally speaking, the Congress has always tried to recognize the impact 
of tax on this agricultural industry—and quite properly so, for grape costs 
plus Federal tax are the principal items of basic cost when wine leaves the 
bonded wine cellar where it is made. A very clear statement of this congres- 
sional policy was made in 1951 by both the Committee on Ways and Means 
and the Committee on Finance, as follows: 

“Your committee deemed it appropriate to make only a moderate increase 
in the case of taxes on wine because of the importance of wines to the grape 
growing industry. Between one-third and one-half of the total grape crop is 
customarily absorbed by wine. The demand for wine, therefore, also has an 
important effect on the prices which can be obtained by producers for raisins 
and fresh grapes, the two other important uses of grapes. Moreover, in view 
of the fact that it has been necessary for the Department of Agriculture at 
times since the end of World War II to support the price of raisins, it would 
appear inappropriate for your committee to make a substantial increase in 
the tax on wine which might have the effect of requiring further price support. 
In addition, it should be pointed out that wine consumption in the United States 
relative to consumption of other forms of alcoholic beverages is relatively low 
when compared to the relationships generally established abroad. Moreover, 
the wine industry is one of the few industries which has been classified under 
the excess profits tax as a depressed industry.” 

This statement of 1951 merely reflected the attitude of Congress ever since 
the wine industry was reestablished after repeal. 

A study of average returns received by growers for their grapes shows that 
the Federal tax rates on the principal items of their finished wine have (except 
for dislocations during a shooting war) maintained a fairly steady relationship 
with actual grape values. 

Thus on dessert and appetizer wines (such as ports, sherries, and vermouths), 
the Federal tax for nearly a quarter of a century has, in terms of dollars 
per ton of grapes, been in a ratio of approximately twice the number of dollars 
per ton received by the farmer. 

In the case of the still light table wines (such as clarets, burgundies, sauternes, 
rhine wines, ete., having no more than 14 percent alcohol by volume), the 
rate of Federal tax has run, in terms of dollars per ton for grapes, at an 
amount approximately equal to the grower’s own return. 

There is a third wine item, however, that has been completely overlooked. 
This is the group of light sparkling wines, of which there are a number of basic 
types, such as champagne, sparkling burgundy, sparkling rose, and sparkling 
muscat. 

In 1936, when Congress first overhauled the tax structure for alcoholic 
beverages following repeal, it set for these light sparkling wines a tax rate, 
in terms of dollars per ton for grapes, roughly about four times the dollar value 
of the grapes themselves. This seemed reasonable enough, but it should be 
remembered that the wine industry was then only just getting on its feet. The 
special investments in equipment, plant, and properly trained personnel, needed 
for sparkling wines, were not yet generally available. No one then knew 
whether this ratio was actually too high or too low in relation to actual market 
possibilities. And then what happened? 


THE EXORBITANT TAX ON LIGHT SPARKLING WINES 


Starting in 1940, with war on the horizon, Congress increased all its tax 
rates, including those on wine. Actual war, and cold war, resulted in further 
— tax increases in 1941, 1942, 1944, and 1951, which have not yet been 
reduced. 

In the case of table wines and dessert wines—with the rising dollar value of 
frapes—Congress managed to maintain, and still maintains, a rate of Federal 
tax, in terms of dollars per ton for grapes, substantially in line with the ratios 
established during the 1930's i. e., a tax rate about equal to grape value in the 
case of table wines, and a tax rate about twice the value of grapes in the case 
of dessert and appetizer wines. 
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But the light sparkling wines—perhaps because they were such a small per- 
centage of the total wine picture—received a different treatment. Here, as you 
will see from the attached chart, the rate jumped from the equivalent of $80 
per ton of grapes to the equivalent of $544 per ton of grapes—where it stands 
today at 20 times the value of grapes to the grower. 

Now, what has happened in the 10 years since the close of World War II 
(1945 compared with 1955) ? 

Today sparkling wine sales in this country are only about 1% percent of all 
wine sales. In the same period the continental United States population went 
up 24 percent. The sales of all wine went up 52 percent. The sales of light 
sparkling wines went up only 21 percent. Obviously, while the growers are 
making some little headway, on an overall basis, toward improved wine con- 
sumption in this country, nevertheless, the sales of the light sparkling wines— 
only a miniscule of the total—are not even keeping up with the population 
growth. 

It is the unanimous opinion of the entire wine industry in this country that no 
appreciable market will ever be developed for these light sparkling wines until 
the present exorbitant tax—so far as we know, the highest in. the world—is 
reduced to a point where it bears some reasonable relationship to the actual 
value of grapes to the grower. 


THIS EXORBITANT TAX IS ALSO COMPLETELY UNJUST 


We winegrowers sometimes forget that not everybody knows as much about 
our wines as we do. So perhaps we should explain at this point what sparkling 
wines really are. 

To make a sparkling wine we first take a light table wine—like a burgundy 
if we want a sparkling red wine, or like a chablis wine if we want a sparkling 
white wine such as champagne—and put it through a slight secondary fermen- 
tation in sealed bottles or other closed containers. This fermentation creates a 
small quantity of carbon dioxide gas that goes into solution in the wine. When 
you buy the wine, the carbon dioxide is still in it and foams up slowly and 
steadily when you open the bottle and pour it into a glass. You serve the wine 
quite cold so that the bubbles will not foam away, but will stay in the wine as 
long as you are sipping it. 

The carbon dioxide does two things. It not only gives a pleasant bubbly 
sensation to your taste, but also adds a little flavor of its own to the wine, giving 
it zest as well as sparkle. Except for these two changes, the wine is still the 
same light table wine that it was before the secondary fermentation. 

Now the United States is probably the largest consumer in the world of bev- 
erages made with carbon dioxide. Practically all soft drinks contain it. It is 
absolutely essential in such beverage as beer. Most consumers of spirits prefer 
to mix the spirits with carbonated mixers like soda water. Consumer prefer- 
ence in this country obviously favors the sparkling beverages. 

In these foregoing cases the carbonation is either untaxed or else is not spe- 
cially taxed. In wine alone is the consumer unable to exercise his preference 
for a sparkling beverage, because of a punitively high Federal tax. This tax 
costs the consumer over $1.25 a bottle after normal distribution charges—and 
prices these wines out of the reach of all but the very few. 

No other wine-producing country has ever pursued a tax policy having such 
fantastic results. 

This tax is unfair to the some 60 million consumers who enjoy wine as a part 
of temperate daily living. 

It is unfair to the many winegrowers who would like to supply these con- 
sumers with wines that they prefer. 


WHAT WE PROPOSE 


The United States wine industry proposes that the Congress return to its pre- 
war policy on sparkling wine taxation and set a tax rate which is not in excess 
of roughly four times the general value of grapes. 

Under today’s conditions this rate should not be in excess of $1 per gallon. 

This rate would still be the highest rate on any type of wine. Currently, table 
wines are being taxed at 17 cents a gallon, and dessert and appetizer wines at 67 
cents a gallon. 

The wine industry believes that sparkling light table wines should not be 
penalized, taxwise, as against their still wine counterparts that are taxed at 
17 cents per gallon. 
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Nevertheless, we realize that the consumer is willing to pay somewhat more 
for a sparkling wine than he is for the same wine as a still wine. Therefore, our 
proposal is based on a practical balance of the considerations involved. 

The tax rate we are proposing would, in the opinion of the industry, achieve 
maintenance of the status quo so far as tax revenue to the Government is con- 
cerned. The decrease in tax under our proposal would result in approximately 
a $1 per bottle decrease in the consumer price of all sparkling wines from their 
present prohibitive values of $3 to $4 a bottle. Im this calculation, we have 
taken into consideration the normal markups on the Federal tax that are applied 
by wholesalers and retailers after the wine leaves the bonded wine cellar. 

This reduction in consumer price will result in substantial increases in salable 
sparkling wine sales. 

This conclusion is not ours alone, but is the opinion of those people in the dis- 
tributing trade who are in daily contact with consumers and who make their 
living by knowing exactly what consumers want and exactly how much they are 
willing to pay for it. To sample this opinion, the industry asked the wine ad- 
visory board—an instrumentality of the California State Department of Agri- 
culture, operating under the California Agricultural Marketing Act since 1938— 
to survey wine marketing areas throughout the country. 

This is what they found: 


THE LOWER TAX WILL INCREASE BOTH SALES AND FEDERAL REVENUE 


The fieldmen of the wine advisory board asked 358 retailers in 19 marketing 
areas throughout the country, the following question : 
If the Federal tax on sparkling wines were reduced so that you could lower 
your bottle price by $1 what percent increase in sales could you expect? 
And this was the result: 
Number of 


Anticipated increase : retailers 


100 percent 
0 to 75 percent 


The weighted average increase anticipated by these retailers was 329 percent. 

Although not instructed to do so, some of the fleldmen took the same question 
to 19 wholesalers, as a check against the larger retail survey. Here again the 
results were similar, with a weighted average anticipated increase of 315 percent. 

The full details of this survey were printed in the March 1956 issue of Wines 
and Vines, and we are attaching this article for your further information. 

However, it seems very clear that the reduced tax is going to result in a sales 
volume substantially larger than the increase (239 percent) needed to equal 
the present Federal revenues from the exorbitant $3.40 per gallon tax. 

It is also clear that this increased volume is going to be of substantial benefit to 
growers—on the order of an additional $3 million annually for their grapes. 

Naturally, too, the Federal Government will derive additional revenues on the 
business incomes not only of the growers, but also of those wholesalers and 
retailers who distribute the sparkling wines. 


SUMMARY 


The exorbitant wartime Federal tax is $3.40 per gallon on light sparkling 
wines is unjust and unreasonable. 

It has priced these wines far beyond the reach of most of the some 60 million 
Americans who regard wine as a part of normal, temperate living, and who 
associate light sparkling wines—like all light table wines—-with gracious and 
moderate use. 

It has perpetuated the false belief that light sparkling wines are produced 
solely for a limited market consisting of a few well-to-do consumers, whereas 
these wines are in fact designed to be a preferred beverage for use in moderate 
daily living in the average home. 

It has substantially injured market outlets for growers of grapes especially 
suited for these delightful vineyard beverages, and has deprived growers of a 
needed source of income. 

All these drastic and artificial restrictions have been accomplished without 
benefit to the Federal Government, which has been deprived of the additional 
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revenue coming from the far larger market that would be created at the more 
reasonable—and historically justifiable—tax level of $1 per gallon. 
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[Reprinted from Wines and Vines, March 1956] 


SPARKLING PROSPECTS roR SPARKLING WINES IF TAx Is REDUCED 


A national sampling of wine wholesalers and retailers, conducted recently 
by field representatives of the Wine Advisory Board, indicates a widespread 
belief in the distributive trade that reduction of the Federal tax on sparkling 
wines from the present $3.40 per gallon to $1 per gallon would: 

1. Boost sales as much as 300 percent, and 

2. Do so within about a year of the time the tax is reduced. 
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A bill which proposes to drop the tax on sparkling wines to $1 per gallon is 
now before Congress (introduced by Congressman Leroy Johnson of Stockton, 
Calif.) and this has raised the question as to whether the lower per-gallon tax 
would mean an actual income loss or gain to the Government. 


GETTING CONSUMER PRICE DOWN $1 


In pursuing the answer to this question, it was estimated by industry members 
that a $1 per gallon tax would enable the retailers to drop their consumer fifth 
price by approximately $1 based on the following factors: 

The differential between the present and the proposed tax amounts to 48 
cents a fifth at the winery. With the markups in common use today (25 precent 
by the wholesaler and 50 percent by the retailer), this would result in a consumer 
price about 90 cents below today’s level. 

But, with a substantial volume increase on what would still be a relatively 
high priced item, it was assumed that the distributing trade would probably 
operate on slightly lower percentage markups; and this, it was believed, could 
reasonably lead to the anticipated $1 drop in consumer price. 

Seeking opinions other than their own, industry representatives first queried 
retailers in the Washington, D. C. area, who were handling a wide variety of 
California, eastern and foreign sparkling wines at a wide range of prices. 

The retailers were asked, “If the Federal tax on sparkling wines was reduced 
so that you could lower your bottle price by $1, what percent increase in sales 
could you expect?” 

The response was described as surprisingly enthusiastic, with retailer esti- 
mates ranging between 300 and 500 percent. 


SURVEY OF RETAILERS SHOWS BELIEF THAT LOWER CHAMPAGNE PRICES CAN TRIPLE 
SALES IN SHORT TIME 


A lower champagne tax, by boosting volume, can easily result in a greater total 
tax revenue to the Government 

Following this response, it was determined, to test the distributive trade on a 
broader scale, and the Wine Advisory Board instructed its fieldmen, during the 
course of their regular duties in a 1-week period, to contact the proprietors of 
reiail outlets in their territories and ask them not only the question about in- 
creased volume but also how long they thought it would take for this increase to 
become an actuality. 


What 358 retailers think 

The field survey was made on a national scale during the first week of Novem- 
ber and ineluded 358 outlets in 19 marketing areas.’ In addition, some of the 
fieldmen, on their own initiative, asked the same questions of 19 wholesalers in 
Portland, Oreg., St. Louis and Kansas City, Mo.; Cincinnati, Buffalo, Boston, and 
Los Angeles. 

In the retailer survey, the estimates of gallonage increase ranged from zero to 
500 percent as follows: 

Anticipated increase 


Number of 
retailers 


SG ee a 
400 percent 

300 percent 

200 percent 

100 percent 

0 to 75 percent 


Applying these percentage increases, in the proportions indicated in the 
table, to total United States consumption of sparkling wine indicates an antici- 
pated sales increase of 329 percent—or to an annual volume of between 8% and 
9 million gallons. 


1 Boston, Metropolitan New York and Long Island, Syracuse and Buffalo, Bridgeport 
(Conn.), northern metropolitan and suburban New Jersey, Detroit, Chicago, San Fran- 
cisco Bay area, California north of San Francisco, Los Angeles, Fresno, Long Beach 
(Calif.), metropolitan areas of Texas, Washington, D. C., southeast Florida, Cincinnati, 
Kansas City (Mo.), St. Louis, the St. Paul and Minneapolis area of Minnesota, metropolitan 
areas of Wisconsin, and Portland (Oreg.). 
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In the retailer survey, the question of time involved in bringing about the in- 
dicated increase ranged from “immediately” to as long as several years. Nearly 
all the retailers (99 percent) believed the increase they anticipate would oecur 
within a year; and 77 percent expected it to come within 6 months or less. 

There was no particular pattern discernible in the retailer survey with regard 
to the size of the outlet, nor was any particular geographical pattern noted, with 
the possible exception of rural California north of San Francisco and the mann- 
facturing suburbs around Boston. Both these areas tended to predict somewhat 
lower percentage increases than in other regions. 

No specific reason appears for this, but it has been noted that the northern 
California area is a large consumer of standard red table wines, and the Boston 
area has been economically hard hit in recent years. 

As for the completely unplanned wholesaler survey, it provided a useful check 
against the retail survey. Applying the same technique in estimating the increase 
in volume as was used with retailers, the estimated average increase expected 
by the wholesalers was 315 percent (against the retailers’ 329 percent). 

With regard to the time involved in making this gain, the wholesalers were 
not quite so quickly optimistic as the retailers. Nearly two-thirds (63 percent) 
of the wholesalers expressed their belief that the increase in sparking wine 
consumption would take place approximately in the second half of the year 
following any $1 per bottle price reduction. 


Conclusions reached are reasonable 


On the basis of the foregoing, it is felt that certain reasonable conclusions 
could be reached : 

1. The retailer sample was considered sizable, and an increase in the number 
of outlets sampled in the same marketing areas would probably result in the 
same type of reply, and in approximately by the same proportions. 

2. The present retail price of sparkling wines is a definite hindrance to their 
volume movement; and the distributive trade, both at the retail level and the 
wholesale level, is acutely conscious of this fact. 

3. The proposed tax reduction to $1 per gallon for all sparkling wines would 
result in an increase in volume of at least 300 percent, and this increase would 
take place within about a year from the time the tax was reduced. 

A number of other interesting facets concerning the future of sparkling wine 
sales (at a lower consumer price) were noted by those in charge of the survey. 

One was the fact that some of the WAB field representatives found a number 
of store owners definitely interested in doing a positive promotional job on 
sparkling wines if the lower consumer price could be brought about. 


Sparkling specialties possible 


A second is the realization that the new Federal Wine Law authorizes the 
production of sparkling wine specialties such as sparkling May wine, bottled 
champagne punches, ete., and the lower tax would make these new products 
economically feasible. 

It was also noted that an increase could be anticipated in the business done 
in sparkling fruit wines. These were formerly popular in certain sections of 
the country but have practically gone out of existence because of the present 
exhorbitant tax 

Moreover, it was felt that the lower tax would permit the development in this 
country of the lightly “charged” effervescent wines so widely known and liked 
abroad. These are not now produced in this country because of the high tax. 

All in all, the expansion in volume indicated by the survey, the group in charge 
concluded, would not only involve increased business for existing brands of 
sparkling wine, but would also bring some new business of a different character. 

As far as tax revenue is concerned, it appeared fairly certain that the Govern- 
ment would, within a reasonable period, more than make up the initial loss of 
revenue that would probably occur in the first few months after tax reduction. 

It is on this basis that the sparkling wine producers hope to achieve their 
long-sought-for reduction in the excise tax on sparkling wines. 


Mr. Taytor. Thank you. 

This brief has been prepared from substantial information supplied 
by a very great majority of the farmers who grow wine themselves 
and those who make wine from the grapes of others in this country. 

This is the first time our conference has appeared before you re- 
questing consideration of an equalization of excise taxes on a class 
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of wine we know as sparkling wine or champagne. I am not appear- 
ing today before you with the request that the tax on sparkling wines 
be removed, as are many other businesses which bear F eden excise 
taxes. 

I am endeavoring to present to you the fact that the present tax 
on champagne and other light sparkling wines, which amounts to 
$3.40 per gallon, is an exorbitant tax for the product which we grape 
growers and vintners produce. 

As you will see when you study the brief I have submitted for the 
record, this tax actually amounts to $544 per ton, and is about 20 
times the average farm value of grapes received by the grape growers 
of this country from grapes crushed for winemaking purposes. This, 
gentlemen, I am sure you will agree, can be rightly termed an exor- 
bitant tax. 

With such a tax in existence, the champagne and sparkling wine 
producers of this country and those producers who ship sparkling wine 
into the United States can look forward only to the continued eco- 
nomic factor of the “point of diminishing returns.” 

I am sure that if your committee wishes to pursue this factor further 
you will find that the handicap of exorbitant tax we have been working 
under over these many years let delegated champagne to the position 


of only a sideline in the normal winery operation. The sale is so 
limited because of this exorbitant tax that very few, if any, wineries 
can operate profitably selling champagne alone, as is so common in 
Europe. 

Perhaps at this point you will wonder whether or not champagne is 


a profitable sideline. I can truthfully say that on most brands it is. 
But the only reason that it is profitable is the fact that the overhead 
marketing cost is carried by the still wines and vermouths that most 
of these companies produce. 

This situation does not augur well for the development and growth 
of a highly useful and revenue-producing industry in the United 
States. When Congress sees fit to tax sparkling wines at a point 
where only a few can afford to buy them, Congress not only restricts 
the production of these delightful wines, but performs a disservice to 
the grape farmer. 

If the grape farmer had a better market for the fine quality grapes 
that go into champagne, he could plant a great percentage of these 
types of grapes, diversify his crop and raise his income considerably. 
In my opinion, this exorbitant tax lifts these delightful beverages out 
of the reach of all but a few people who can afford them and even then, 
only on a few special occasions. This tax, in fact, sets up a high social 
barrier so that the majority of the wine-drinking people of our country 
can only afford to drink these wines perhaps once or twice in their 
lifetimes. 

Here, indeed, is a rare and unusual example of American short- 
sightedness in regard to productivity. The volume sales of cham- 
pagne would result in many more people being able to buy cham- 
pagne, a larger productive capacity among wine prducers, a greater 

rofit for the grape farmer, and more revenue for the the United 
States Government. 

Were I permitted, I would present to you what this tax on bubbles 
means. Here I would have a set of glasses with light, dry, red or 





824 EXCISE TAXES 


white table wines without bubbles in them. Under the present law 
these wines are taxed at a rate of 17 cents a gallon. 

Here, on the other hand, would be glasses of light, dry, red and 
white sparkling wines. Presumably because of the pop of the cork, 
the difference in the tax of the wine between these two sets of glasses 
is exactly $3.23 a gallon. 

These sparkling wines are basically light table wines which receive 
their sparkle or bubbles due to a second fermentation in a bottle or 
other closed container. 

In other words, because of bubbles, the wine in the glasses of cham- 
pagne are being taxe 20 times the excise tax on a still wine. I can 
assure you we wine growers feel this is an exorbitant price to put on 
a few bubbles. 

While we farmers and wine growers are acutely aware of what such 
a tax is doing to us, we wonder what would happen to, say, the auto- 
mobile industry in our country if a comparable differential in the tax 
rate was placed upon automobiles? 

A fine make of car which now sells in the neighborhood of $3,000, 
and which because of its price is available to the great majority of 
people in our country, bears an excise rate of 10 percent, or about $300. 
The manufacturers of such automobiles also make cars that sell at a 
much higher price, a price commensurate with the fine workmanship 
put into them. 

The tax rate, however, remains the same, and for very good reasons. 
If, for example, you were to apply the same formula to automobiles of 
all classes that now is applied to still table wines and sparkling wines, 
then a precision automobile would be taxed 20 times the tax applic- 
able to an automobile within the reach of most of our people. 

Under these circumstances, a car selling for $4,000 would carry a tax 
of $8,000, and the total price would soar to $12,000. 

Here it is interesting that champagne accounts for only about 114 
percent of wine sales. 

This method of taxation has always amazed and astounded the gra 
and wine growers. Over the period of from October 1914 to the 
present date, the tax on champaigne per gallon has varied consider- 
ably. It has been down as low as 50 cents per gallon and at two differ- 
ent periods it has been 60 centsa gallon. It has been $1 a gallon and 
$1.20 a gallon, $2.40 a gallon and, at the present time, it is $3.40 a 

allon. 
. From our brief, you will find significant figures which bring us to 
the conclusion that a fair and reasonable Federal tax rate, under 
present economic conditions, should be $1 per gallon. 

Our member associations of the Wine Conference of America de- 
cided on this figure after long and careful deliberation. Our studies 
show that a substantial reduction in the consumer price on a bottle 
of sparkling wine would result in a significant increase in the consump- 
tion of this beverage in the United States. 

Such an increase not only would give the grape farmer the added 
income he sorely needs, but it would permit him to plant the more 
select varieties of grapes needed for this delightful beverage. 

We have, therefore, the prospect of continuing as we have in the past, 
producing sparkling wines and champagnes in limited quantities 
which can be enjoyed only by the chosen few on special occasions, or we 
can look forward to the natural growth of an industry—a natural 
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owth which has been permitted for generations in foreign countries 
throughout the world. 

Not only would a fair equalization of the tax levied on champagne, 
as compared to other alcoholic beverages, result in a greater benefit 
for the grape grower, the wine grower, his employees, the industry as 
a whole and the United States economy as a whole, but it would re- 
sult, according to surveys reported in our brief, in greater revenue 
from the production and sale of sparkling wines for the United States 
Government. 

Thank you very much, gentlemen, for your kind attention to my 
part of this presentation. If there are any questions, I or my asso- 
ciates would be very pleased to answer them. 

Mr. Foranp. The questions will be reserved until all the members 
have spoken, if that is agreeable. 

Mr. Krocu. May I at this time be recognized to make a very brief 
statement ? 

Mr. Foranp. The gentleman is recognized. 

Mr. Krocu. New York State, as we know, Mr. Chairman, is famous 
for many things, but we like to think that one of the finest products 
that comes out of the State is that produced in the family-owned com- 
pany up at Hammondsport, and while I am not expressly authorized 
to say this on behalf of our very distinguished colleague from that part 
of the State, the Honorable Daniel A. Reed, I am sure if he were here 
he would join with me in commending the Taylor family for its great 
record in the State of New York. 

Mr. Taytor. Thank you, Mr. Keogh. 

Mr. Foranp. Who is your next speaker ? 


STATEMENT OF FRANK SCHOONMAKER, WINE EXPERT, 
NEW YORK, N. Y. 


Mr. Scuoonmaker. My name is Frank Schoonmaker, and my pro- 
fession is one that could perhaps be described as “wine expert.” I have 
written four books on wine and a great many articles on wine. I have 
a wine importing business at 1036 Park Avenue in New York City, 
with an office in Paris and in addition, I act as technical and mer- 
chandising consultant for one of the leading wine-producing com- 
panies of California, the Almaden Vineyards. 

Like the other witnesses who are appearing here today, I feel that 
the present Federal tax on sparkling wine is ill-advised and excessive, 
not only from the point of view of the farmers who make up the wine 
industry, but from that of the Government itself. 

I am convinced that the industry and the farmers who make the 
industry possible are bearing an unfair and unjust load, and I am 
convinced that a lower tax rate on sparkling wines would actually 
produce substantially more revenue for the Federal Government. 

We hope very much that you gentlemen will see fit to recommend 
that the sparkling wine tax be reduced, and I hope you will not object 
or feel that I am being a little premature if I quote to you what a great 
American said 150 years ago on precisely this subject, Thomas Jeffer- 
son : 

I rejoice as a moralist at the prospect of a reduction of the taxes on wine by 
our National Legislature. 


I think it is a great error to consider a heavy tax on wines, as a tax on luxury. 
Surely it is not from the necessities of our treasury that we thus undertake to 
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debar the mass of our citizens from the use of an innocent gratification. This 
aggression on the public taste and comfort has been ever deemed among the 
most arbitrary and oppressive abuses by the English Government. It is one 
which, I hope, we shall never copy. 


As Mr. Taylor has pointed out, sparkling wine—or champagne—is 
really nothing more than still wine with bubbles in it. If it has be- 
come a luxury in this country, it has been made a luxury by what 
Mr. Jefferson called our National Legislature. 

True, champagne has been considered, and is considered by many 
people today, as something just for the rich, but I think we should 
all remember that a great many things which were once considered 
“just for the rich,” are available to everybody today—bathrooms, 
central heating, cars, fresh vegetables and fruit in winter, and hun- 
dreds of other things that we consume and which are part of our 
national life. 

Many of these—I venture to say all of these—would have remained 
luxuries if an unduly high production tax had been imposed upon 
them in the beginning. 

Gentlemen, what you are taxing when you tax champagne is wine 

lus bubbles, and when you ask sparkling wine to pay 20 times as 
nigh a rate as still wine, 95 percent of your tax is a tax on bubbles. 
Why should the bubbles in soda water and Coca-Cola, and the bubbles 
in bubble gum, for that matter, go untaxed, when your tax on the 
bubbles in wine is at the rate of $3.23 a gallon? 

In connection with my business, I visit usually twice a year the 
vineyard districts of the great wine-producing countries of Europe, 
and I have had many and frequent opportunities to compare the 


situation of those who grow the grapes for sparkling wine in France 
and Germany, for ee with the situation of our American farmers 


who grow the grapes for sparkling wine here in the United States. 

To be sure, champagnes and other sparkling wines are taxed in 
France, but the tax on champagne in France is substantially less 
than the amount the farmer gets for the grapes he grows. Here the 
tax is 20 times as much as the farmer gets for the grapes he grows. 

As a result of this moderate and proper tax, your French farmer, 
growing grapes which he sells to sparkling wine producers, gets on 
an average of three times as much per ton for his grapes as the man 
who grows grapes in California. I hardly need add that the French 
farmer pays his labor less than a quarter as much per hour as we pay 
our labor in the United States. The French farmer gets this higher 
price primarily because the tax in France on sparkling wine is a 
moderate and a fair one. 

Some 5 years ago the Government of West Germany became aware 
that the German sparkling wine producers and the farmers who grew 
the grapes for sparkling wines were in the throes of a real depression. 
It was decided to reduce the German internal tax on sparkling wine by 
67 percent, from 3 German marks per bottle to 1 mark per bottle— 
from 75 cents a bottle, in other words, to 25 cents. What happened? 

This is what happened: Within 3 years the sale of German spar- 
kling wine quadrupled. At the end of 3 years the German Govern- 
ment was actually receiving in excise taxes alone substantially more 
than it received at the higher rate. The sparkling wine industry was 
prosperous, the farmers were back on their feet, and, as prosperous 
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taxpayers, they were paying substantial sums in the form of other 
taxes as well to the German Government. 

It is my conviction, and the conviction of the other gentlemen who 
are appearing before you today, that precisely the same thing will 
happen in this country if the excise tax on American sparkling wine 
is reduced to $1 a gallon. 

It is interesting to note that we, in America, produce 96 percent of 
the still wine that we consume. On the other hand, 2s only 
85 percent of the sparkling wine that we consume. y! Simply 
because sparkling wine today is a luxury. It has been maintained 
artifically as a luxury purely by a very high tax rate. 

Our producers and our farmers have never been allowed, in the 20 
years since the repeal of prohibition, to tap the real market in this 
country—the mass market. The unique prosperity of this country as 
a whole is based on this mass market, cal our farmers and producers 
have the skill and ingenuity and ability to tap this mass market if 
they are allowed to do so. 

If they are allowed to do so, it is our conviction that the Federal 
Government will receive more income, not less income, and we are 
quite aware that the duties and tasks of you gentlemen is to provide 
more income; not less income. 

Mr. Foranp. We thank you, sir. Who is the next witness? 

Mr. Kroeu. Mr. Chairman, may I ask Mr. Schoonmaker a question ¢ 

Mr. Foranp. You may. 

Mr. Keroeu. In other words, it is your opinion as an expert that a 
reduction of the rates on these wines would, in fact, produce according 
to your experienced judgment a greater sum for the Treasury ? 

Mr. ScHoonMAKER. Within 2 to 3 years; yes, Mr. Keogh. 

Mr. Mason. Mr. Chairman, I want to say that it is my opinion as a 
tax expert that that would be true. 

Mr. Scnoonmaker. Thank you, Mr. Mason. 

Mr. Foranp. Your next witness ? 


STATEMENT OF HENRY 0. SONNEMAN, SILVERTON, OHIO, OFIO 
GRAPE INSTITUTE, AVON LAKE, OHIO, OHIO GRAPE GROWERS 
& VINTNERS ASSOCIATION, SANDUSKY, OHIO 


Mr. SonneMan. My name is Henry O. Sonneman, a resident of 
Silverton, Ohio, which is adjacent to Cincinnati. I am here today 
representing the interests of the Ohio Grape Institute of Avon Lake, 
Ohio, and the Ohio Grape Growers & Vintners Association of San- 
dusky, Ohio. 

I am also president of the family-owned Meier’s Wine Cellars, 
Inc., established in 1895, and we have wineries at Silverton and San- 
dusky, Ohio, as well as vineyards at Isle St. George, which is one 
of the Lake Erie islands. 

I am appearing here today in support of the United States wine 
industry’s program to seek a reduction of the present Federal excise 
tax on champagnes from $3.40 per gallon to $1 per gallon. 

I have been associated with the wine industry in Ohio since 1923, 
and I have spent all of my life in and around the grape-growing 
regions of Ohio. I have seen the great changes and decline of the 
Ohio vineyards during theses many years. 
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I had planned to present you here with a map to tell you a little 
about the wine-growing regions, but in an effort to save time I am 
sure you know that when I speak of the Sandusky-Vermillion area, 
it is an area that is west of Cleveland. Oddly enough, also, in Cin- 
cinnati back in 1820 to 1830 the first bottle of wine grown on Ameri- 
can soil was labeled and offered in competition with the then only 
source of wine—European imports. 

Much has happened during the following 125 years. Vineyards 
prospered in many counties of Ohio along the shores and islands 
of Lake Erie, and in the south along the banks of the Ohio. Most 
of these vineyards were planted and cultivated by immigrants from 
the vineyards of Europe prior to the turn of the century and shortly 
thereafter. In a ‘utiath vineyard plot of 10 to 20 acres they found 
os arin freedom from tyranny and the joy of working with 
the soil. 

And it was a good thing for the State, as almost all this vineyard 
land was of a marginal value—not rich enough to grow the staple 
crops of wheat, corn, rye, or even to make good year-after-year pasture- 
land. But, as grapes thrive well in soil of minimum richness, and as 
these people had very little money, it enabled them to get a start 
here in the New World. 

Lone too, William Pitt, the Earl of Chatham in 1708 to 1728, had 
said : 


Trade increases the wealth and glory ofa country; but its real strength and 
stamina are to be looked for among the cultivators of the land. 
Thus, the State of Ohio needed and still needs the thousands of acres 
of marginal land to be cultivated for good, steady, income-crop pro- 


ducers. 

Grapes are also grown in a limited way in many other sections of 
the State, but I wish to call your particular attention to the areas of 
Sandusky, Vermillion, Avon Lake, and the Lake Erie Island region. 
This is the famous area for growing the Catawba and the Delaware 

rape which is a fine white-wine grape used in the production of the 
est champagne and sparkling wines. 

Here some 20 years ago flourished hundreds of acres of fine white 
wine varietal grapes in order to supply the wineries with fine cham- 
pagne vintages, wineries not only in Ohio, but in other States as well. 
But. what is the picture today ? 

If you were to take a flight over the island region—Put-in-Bay, 
Middle Bass, Kelleys Island—you would see many acres of abondoned 
vineyards which were formerly planted with the Catawba and Dela- 
ware varieties. These areas are now growing up in sumac, locust and 
other brush because the market for sparkling wines has become 
stagnant. 

Drive along United States Route 6 between Cleveland and Lorain, or 
United States Route 20, east of Cleveland, or on State Route 254 
from Dover to Avon, and you will see mile after mile of abandoned 
vineyards—their jumble of old wilted grape posts reminding one of 
a long forgotten cemetery with tilted tombstomes which can no longer 
stand erect to bear the force of the elements, and are now slowly 
sagging to the ground to be soon overrun with underbrush to obliter- 
ate the location completely. 

Gentlemen, the farmer of this area wants to see his land prosper. 
He does not desire to be forced to go into industrial towns in order to 
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make his living. He prefers to live on the farm, but unless he can be 
assured of a market for his grapes, this land will soon be forgotten 
forever as a grape-growing region. sinh Fas 

At the advent of prohibition there were some 30 wineries in the 
Sandusky area. Most of these produced champagnes and sparkling 
wines exclusively. Also, on each of the islands there were various 
champagne cellars. Of course, prohibition did ruin many of these, but 
some few survived and have struggled through the years, but because 
of the high Federal excise tax on champagne, very little sparkling 
wine is now produced from this area. Old names such as Sweet 
Valley, White Star, Netter, Dorn, and many others are now non- 
existent. 

The investment in equipment and the risk of capital is too great for 
the average grape grower to create a market for a brand label so long 
as present excessive Federal tax rates on sparkling wines prevail. It 
takes 5 long years of toil and cultivation to develop a vineyard to 
produce its first vintage; then a minimum of 2 years longer before 
these wines can be blended to produce champagne and other sparkling 
wines. 

Our winery and other wineries would be willing to assure the grape 
grower that they would take their crops year after year if the grower 
will grow the grapes, but the winery cannot do this under present 
conditions where the selling price of the finished goods must be in- 
creased by 20 times the price paid the grower for his crop. 

Here is an industry of farmers who want to survive; a group of 
small business people who really need help—not financial assistance— 
but help from the terrific burden of taxation on their finished 

sroducts. Please give us a chance to survive and prosper in our 
tate. 

Mr. Foranp. Thank you, sir. 

The next witness? 


STATEMENT OF JOHN F. 0’CONNELL, MENLO PARK, CALIF. 


Mr. O’Conneti. My name is John F. O’Connell. I am a recon- 

structed New Yorker who, at advanced middle age, moved to Menlo 
Park, Calif., where I presently reside. 
_ Lam president of Paul Masson Vineyards, whose principal office 
is located at 1256 Market Street, San Francisco, Calif. We are a 
member of the Wine Institute, which is the trade association for the 
California wine industry, and which is in turn a member association 
of the Wine Conference of America. 

We are engaged in growing varietal-type grapes and in producing 
wines and champagnes in Santa Clara County, Calif. We are the 
largest shipper and, I believe, the oldest maker of bottle-fermented 
Senree a in the State of California, and are vitally interested in 
the champagne business both as farmers and vintners. We grow 
our grapes in Santa Clara County and produce our champagne in 
San Jose, seat of government of that county. Our business was 
founded in 1852 and it has had a long and impressive history. 

However, it is not directly concerning our own business interests 
that I address your honorable committee; rather I am privileged 
and honored to speak to you distinguished gentlemen today on behalf 
of the 46 champagne producers of California, a group composed 
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principally of small-business men whose future economic success— 

rhaps survival, in some instances—rests largely in your hands, 
Some of these fine men—tough but honorable competitors, if you 
please—raise the grapes which they use to produce the still and 
effervescent wines they market, while others depend in whole or in 
part on farmers whose sole occupation is the growing of grapes. 
During fiscal year 1955 these men produced 46 percent of all the 
sparkling wines made in this country, and it is estimated that the 
ratio increased to 49 percent in fiscal year 1956. 

We come before you, as I have said, as small-business men. But 
we come also as farmers engaged in one of the leading agricultural 
pursuits in the State of California. Our industry traces its agricul- 
tural history to Fra Junipero Serra and his band of Franciscan 
missionaries, who brought civilization, culture, and the Christian re- 
ligion to California in 1769 as they established mission after mission— 
and vineyard after vineyard—in their progress northward from 
Mexico to the site of the city of Sonoma. 

We make our plea, also, as laboring men, because the making of 
effervescent wine from still wine involves principally time and labor— 
manual labor in its literal sense. Each bottle of champagne which 
we send into the channels of trade has been handled—actually han- 
dled—at least 300 times by men whose livelihood depends solely on 
this employment. 

The farmers who produce grapes suitable for making champagne 
somehow find it difficult to understand the logic of a rate of Federal 
tax on a ton of grapes, if used to produce champagne, which nets $544 
to the Federal Government while the farmer realizes but $25 to $35 
on the same grapes, from which he must pay all costs, including taxes. 
What they think of the justice of such taxation hardly needs saying. 

The plight of the laboring man, resulting from the repression of 
employment by reason of excessive rates of tax on champagne, also 
clamors for justice and is deserving of your sympathetic considera- 
tion. Clearly, the great differential in rates of tax on still and effer- 
vescent wines, Pry pein is largely discriminatory against. labor. 

I should like, if I may, to develop another aspect—a profoundly im- 


oyteie aspect—of the excessively high taxes on effervescent wines. 
t concerns the great stake of the American E le in the success of 
ivi 


the alcoholic beverage control efforts of the in ual States. On this 
point I speak from a background of a quarter of a century of public 
service devoted almost equally to the fields of criminal law enforce- 
ment and of the administration of the alcoholic beverage control law of 
the State of New York. 

Coincidentally, today is the beginning of the 24th year of repeal 
of national prohibition. Only the veteran members of the 84th Con- 
gress held office in this distinguished body on December 5, 1933, when 
the President of the United States took official cognizance of the rati- 
fication of the 21st article of amendment to the Constitution of the 
United States by the State of Utah, an act which tolled the death 
knell of prohibition and signaled the birth of repeal. Few persons, 
whether officials of Government or ee citizens, were taken by 
surprise by the ratification of repeal, but due to the speed of its adop- 
tion many States were unprepared to take immediate action to imple- 
ment it. 
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The joint resolution which led to repeal passed the Senate on Febru- 
ary 16, 1933, and the House 4 days later. Between February 20 and 
December 5, 1933, 35 States had ratified the new amendment, and 
the action of the Utah Convention on the latter date completed the 
ratification in the impressive time of 914 months after its submission 
to the States by the Con ; 

It has been well said that— 

At the time of that historic occurrence, three centuries of experimentation in 
alecoholic-beverage control in this country, featuring weakness, inaction, halfway 
measures,. primary or exclusive emphasis on the collection of revenue, political 
convenience, judicial intrusion and delay, and the abrogation of the right of citi- 
zens to drink in moderation, had attained the status of tragic failure. 

The crusade for repeal was conducted for the most part by public- 
spirited citizens who were neither “wets” nor “drys.” Their motiva- 
tion was a burning desire to restore to public service and to private life 
the integrity and ae that had been so badly compromised by the 
official corruption and hypocrisy which grew and flourished under 
prohibition. 

Speakeasies, bootleggers, racketeers, and criminal syndicates were 
symbols of the time and were, in the contemplation of these crusaders, 
integral parts of national prohibition in operation. 

They were determined that all this pestilence had to go, and that 
prohibition, with which it was inextricably enmeshed, had to go 
with it. 

They were equally determined that a new approach to control, recog- 
nizing the right of the individual to drink in moderation, should be 
charted and followed. Their philosophy was set forth concisely in a 
report, approved 17 years later by the alcoholic beverage control ad- 
ministrators of 45 States, in this language: 

The public interest requires strict compliance with rigid standards of aleoholic- 
beverage control by a respectable and law-abiding industry, under a sound law 
administered by an able and upright ABC agency, supported by an informed and 
understanding public opinion. 

Several studies, many of them official, were in progress when repeal 
seemed imminent and a few had been completed when prohibition 
ended. The purpose of those studies was to help State governments 
to decide upon means and methods of oraigahtia rational and 
effective control once repeal should come into being. Unfortunately, 
in the urgency of the moment most of the persons who made those 
studies failed to grasp the importance to posterity of their delibera- 
tions. Accordingly, few written minutes of the meetings and dis- 
cussions of those bodies were prepared and, to the extent of my know!- 
edge, only 1 or 2 reports were ever reduced to print, with the result 
that the bibliography of the movement for sound alcoholic-beverage 
control under repeal is most inadequate. 

_ The purpose of State alcoholic-beverage-control laws is the promo- 
tion of temperance and moderation and respect for an obedience to 
law. Legislators in several States incorporated that, or a similar, 
statement of purpose into their control statutes. They also made it 
a point deliberately to accord preferential treatment to light wines and 
beers, on the ground that such treatment was in conformity with the 
purpose of the law and conducive to its attainment. 

Light wines in no manner and to no degree lose their character as 
such by reason of effervescence. Whether still or effervescent, they 
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remain a beverage of moderation, to be consumed principally as a 
part or complement of a meal. : 

Prior to repeal, Governor Lehman of the State of New York, in 
anticipation of its adoption, appointed a commission known as the 
Conway Commission to study the problem of control and to make 
recommendations for appropriate legislation. Membership on that 
commission was restricted to outstanding citizens with widely dif- 
ferent backgrounds and with no axe to grind. They applied them- 
selves intelligently to the task at hand and made extensive studies 
of past successes and past failures. They made several well-thought- 
cut recommendations and were largely instrumental in — 
the law that was subsequently enacted by the legislature and sign 
by Governor Lehman. 

‘ Like members of similar commissions in other States, they took the 
position that the cause of true temperance would be fostered by 
comparative gentleness in taxing and otherwise regulating the distri- 
bution and sale of light wines and beer. 

Illustrative of this conviction, it may be pointed out that in its 
first official report, the New York State Liquor Authority, the control 
agency of the State government, advised the Governor and Legisla- 
ture that it was cognizant of the “definite policy to encourage the 
substitution of light wine and beer for hard liquors” and that “to 
encourage the consumption of beer and wine rather than hard liquor, 
the authority has been liberal in the matter of wine and beer licenses.” 

Six years later, the same authority in its annual report stated : 

Of course, no trend can be deduced from such evidence (of consumption 
rates), but it does revive the hope that the path of true temperance—a more 
moderate consumption with increasing emphasis on the lighter beverages—may 
yet be signed. 

Whether the State of New York can successfully accomplish its 
mission and purpose of orienting its people towards the “path of true 
temperance” in the way of “more moderate consumption with increas- 
ing ee on the lighter beverages,” and whether other States 
similarly engaged and similarly determined can attain success, to 
some extent depends upon the attitude of the Federal Government 
with respect to its relationship to State alcoholic beverage control. 

On this point, we turn again to the reports of the Joint Committee 
of the States To Study Alcoholic Beverage Laws and find that— 


although the 21st amendment had restored to each State the right to deter- 
mine what is needed in the way of regulation and control of the alcoholic-bever- 
age business within its borders to protect the health, welfare, safety, and morals 
of its people, there was serious apprehension in the minds of several ABO 
administrators lest excise-tax collections by the Federal Government nullify 
and defeat the ABC programs of the individual States. 


In that same report the impingement of all taxes on control was 
discussed and the following observation was made: 


Every authority on liquor control believes that excessive taxation adversely 
affects control, and that unless taxes are adjusted reasonably they will under- 
mine control and defeat its purposes. 


We agree thoroughly with the conclusion of the joint committee 
that— 


public demand for alcoholic beverages for the temperate use of consumers 
should be recognized and respected by government— 


and that— 
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legislation which makes licitly produced alcoholic beverages unavailable for 
the temperate use of consumers is contrary to the public interest. 

In conclusion, may we ask respectfully that you consider carefully 
and weigh deliberately the following points: 

1. Aleoholic beverage control by the States is a function of govern- 
ment of paramount importance to the health, welfare, safety, peace, 
and morals of the American people. 

2. The efforts of the individual States to administer their alcoholic 
beverage control programs successfully deserve the support and sym- 
pathetic consideration of the Federal Government. 

3. Excessive taxes adversely affect alcoholic beverage control. 

4. Legislation which makes effervescent wines unavailable for the 
temperate use of consumers is contrary to the public interest. 

5. A path to true temperance will be found by increasing emphasis 
on the lighter beverages, including effervescent wines. 

6. Light wines, whether still or effervescent, are beverages of 
moderation. 

7. Light wines, in no manner and to no degree, lose their character 
as such by reason of effervescence. 

8. Adjustment of the Federal excise tax on effervescent wines to the 
realistic rate of $1 per gallon will accord with the philosophy of State 
alcoholic beverage control, will promote temperance, and will, in 
actual fact, produce additional revenue for the Federal Government. 

May I, on behalf of myself and my colleagues, thank you, gentle- 
men, sincerely for your careful consideration and thought. 

Mr. Foranp. I have one question here. Could you enlighten the 
committee as to the alcoholic content of champagne and sparkling 
wines ¢ 

Mr. O’Conne i, It is roughly 11 or 12 percent. 

Mr. Foranp, That is different from the still wine by quite a margin? 

Mr. O’ConneELL. No; it is approximately the same. 

Mr. Foranp. Under the data here we have different rates applicable 
on still wines, for wines not over 14 percent, and then from 14 to 21, 
and then 21 to 24, and then over 24 percent, but we did not have the 
information as to the alcoholic content of the champagne. 

Mr. O’Connett, Champagne belongs in the same category as the 
still table wines, which is in the 11- to 12-percent category, under 14 
percent. 

Mr. Foranp. Under 14 percent? 

Mr. O’ConNnELL. Yes. 

. Foranp, We thank you. 
r, Eberharter has a question. 
. Epernarrer. [ would like to ask Mr. Schoonmaker a question, 
said in his statement he is a wine expert. Just exactly what 
causes the bubbles to appear in this wine? Are they made from the 
same type of grapes or 1s in a different type of grape that produces 
the bubbles? 

Mr. Scnoonmaxer. The bubbles are produced by a process which is 
conducted in the winery. When you make champagne you start with 
an ordinary still wine, something in the nature of a Chablis, and that 
once bottled is refermented in the bottle. 

Mr. Exeruartrer. How do you do that? 

Mr. Scuoonmaker. A certain amount of sugar and yeast is added 
to the wine and the second fermentation takes place. 

85776—57-—_5 4 
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Mr. Esernarter. After it is bottled? 

Mr. Scpoonmaker. After it is bottled. 

Mr. Esrernarter. Fermentation takes place in the bottle? 

Mr. ScHoonmaker. In the bottle, and since the gas cannot escape, 
it remains imprisoned in the wine and the wine becomes a sparkling 
wine. 

Mr. Esernarter. Thank you very much. 

Mr. Kroon. Mr. Chairman, I was almost tempted to ask Mr. Schoon- 
maker to list for the record the good years so that the record might be 
educational and informative, but I will withdraw that. I would like 
to direct a question or two to Mr. O’Connell. 

For how long were you chairman of the New York State Liquor 
Authority ? 

Mr. O’Connetu. Twelve years. 

Mr. Krocu. When did you conclude your service there? 

Mr. O’Connetx. 1955. 

Mr. Kroon. And did you not conduct the joint study referred to in 
your statement ? 

Mr. O’Connety. Yes, sir; I was involved in that from beginning 
to end. 

Mr. Kroeu. So that your opinion as expressed here is based ee 
upon the experience that you gained as chairman of the New Yor 
State Liquor Authority and your previous law-enforcement activities, 
as well as your activity since? 

Mr. O’Connetu. Basically the testimony I have given today is 
repetitious of what I have already said on many occasions while I was 
in an Official capacity, Congressman. 

Mr. Kerocu. I would like to have the record note, Mr. Chairman, 
that it is generally conceded that under the chairmanship of Mr. 
O’Connell, the New York State Liquor Authority enjoyed one of its 
greatest periods of popular support and he has been commended on 
many fronts for the excellent job that he did. 

Mr. O’Connett. Thank you very much, Congressman. 

Mr. Kroon. I will not refer either to your reference to your moving 
from New York. 

Mr. Mason. Mr. Chairman, when New York and California join 
hands, poor Illinois is absolutely in the middle. 

Mr. Foranp. We thank you, gentlemen, for your contribution. 

(The following letter was later received for the record :) 


WASHINGTON, D. C., December 11, 1956. 
Re: Tax Reduction on light sparkling wines 
Hon. ATME FORAND, 
Chairman, Subcommittee on Excises, 
House O fice Building, Washington, D.C. 


Dear Mr. Foranp: The four industry witnesses who testified for the wine 
conference before you on December 6, are particularly appreciative of the cour- 
tesy and consideration with which your subcommittee received their testimony 
and the basic brief which they filed for the record at that time. 

The wine conference feel there are certain points that should be clarified 
for the record and for the benefit of the committee staff when they may be 
working on our problem. 

1. We failed to include in our testimony a statement to the effect that our 
program calls for a reduction in tax not only down to $1 per gallon for 
naturally sparkling wines, but also a reduction in tax on artificially car- 
bonated wines down to 50 cents per gallon. We omitted reference at that 
time to the artificially carbonated wines because they have never been of 
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much commercial significance, and we do not, believe they ever will be, 
regardless of tax rate. 

2. During the testimony, the chairman, apparently at the request of the 
subcommittee staff, brought out the point that still wines are taxed in 
3 brackets (0 to 14 percent alcohol by volume; 14 to 21 percent alcohol by 
volume; and 21 to 24 percent alcohol by volume), but that the naturally 
sparkling or artificially carbonated wines rates had no alcohol content 
brackets. The industry witnesses replied that the sparkling wines actually 
are under 14 percent by volume in alcohol, usually around 11 to 13 percent. 
We should like to make it clear, for the record, that our request for tax 
reduction on effervescent wines is limited entirely to wines having an 
alcoholic content not in excess of 14 percent by volume. Furthermore, 
we have no objection, if the Congress should see fit to grant our request, 
to the tax reduction being limited specifically in the statute to wines having 
not over 14 percent alcohol by volume. We know of no effervescent wines 
being made at an alcoholic content higher than this, and we believe that a 
specific limitation of 14 percent alcohol by volume would be proper and 
desirable when our requested tax reduction is granted. 

It is possible that members of the committee, or members of the committee 
staff, may have further questions they would like cleared up. In such event, 
I will be available here in Washington at any time for that purpose, and can 
either give the answers myself or procure them immediately from the member 
associations of the wine conference. 

Sincerely yours, 

THe WINE CONFERENCE OF AMERICA, 
By: Epwarp W. Woorron, 
Secretary. 


Mr. Foranp. We are delighted to have as our next witness our 
colleagues, Congressman Scudder of California. Of course, we know 
you well and favorably, but will you please identify yourself for the 
purpose.of the record ¢ 


STATEMENT OF HON. HUBERT B. SCUDDER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Scupprer. Mr. Chairman, and members of the committee, I am 
Hubert B. Scudder, Member of Congress from the First Congressional 
District of California. 

In 1951 an exorbitant and discriminatory tax increase was proposed 
for domestic wine. In statements before the Ways and Means Com- 
mittee and on the floor of the House, I urged that the proposed tax not 
be enacted. I was very pleased with the action of the committee, and 
the Congress, in turning down the proposed rate and enacting a mod- 
erate increase which has enabled a depressed industry to improve 
its condition somewhat through energetic marketing techniques. 

_ The tax rate on table wines and still wines was thus maintained in 
line with ratios established during the 1930’s. This rate is based on 
a tax about equal to grape value in the case of table wines, and a rate 
about twice the value of grapes in the case of dessert wines. 

But an entirely different treatment has been accorded sparkling 
wines. The tax rate on this type of wine has jumped from the equiva- 
lent of $80 per ton of grapes in 1940 to $544 per ton where it stands 
today—20 times the value of the grapes to the grower. This is an 
exorbitant rate. 

_ One of the leading wine producing areas of the United States is 
situated within the con ional district I represent. I know the 
proud, industrious people who grow our grapes and produce our fine 
domestic wines. They do not want special treatment—they only 
want to be treated fairly. P ? 
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All they ask is that the tax rate on sparkling wine be reduced to the 
prewar level which would be roughly four times the value of the 
grapes. Even then it would be the highest rate imposed on any type 
of wine. 

Such a reduction will enable producers to market a product priced 
within the means of the average consumer. I firmly believe their re- 
quest is based on a sound justification. After all, a sparkling wine 
is nothing more than a still wine which has been put through a sec- 
ondary fermentation, but the alcoholic content of this temperate 
beverage remains the same—1214 percent. 

In other words, the tax on sparkling wines is based on no other real 
premise except the added effervescence. It does not apply to soft 
drinks and other beverages containing carbon dioxide, so it seems 
reasonable that sparkling wines should not be singled out for a 
discriminatory tax. 

Spokesmen for the United States wine industry are urging a reduc- 
tion of the tax rate to $1 per gallon. They are not asking for a 
repeal—they are only asking for equal treatment. 

I trust this committee will take action to bring about an equaliza- 
tion of this inequitable tax situation, thus permitting the outlet for 
sparkling wine to expand and make available to growers a market for 
their grapes and a needed source of income which is being denied them. 

Thank you. 

Mr. Foranp. We thank you, Mr. Scudder. Our next witness on the 
schedule for today is the Honorable B. F. Sisk from California. 
While we all know you very favorably, would you identify yourself 
for the benefit of the record. 


STATEMENT OF HON. B. F. SISK, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF CALIFORNIA 


Mr. Sisk. Mr. Chairman and members of the committee, I deeply 
appreciate the opportunity to add my voice to those urging a realistic 
and just reduction in excise taxes on champagne and other sparklin 
wines, and I sincerely hope your committee will take the first neede 
step toward early action on this proposal. 

This is a matter of very great importance to thousands of growers 
and workers in my district and to the entire grape industry which is 
so important in our area. 

In my view, present excise taxes on champagne and sparkling wines 
are unjust and discriminatory. I am also convinced that if they are 
reduced to a proper level in keeping with those on other wines, the net 
revenue flowing into the Treasury will at least equal that now received, 
because the volume of champagne use will be considerably increased. 
This view is strongly supported by impartial and extensive surveys. 

We have a situation in which an important agricultural industry 
may be substantially benefited by a revision of our excise-tax law with- 
out injury to the position of the Treasury and under these circum- 
stances, I can see no valid reason against the step. 

I would like to repeat that champagne and sparkling wine has no 
higher alcoholic content than still wine taxed at the lower rate. The 
excessive tax on champagne and sparkling wine is truly a tax on bub- 
bles. Producers of the types of grapes used in these wines are more 
seriously affected by competition vith foreign imports than any other 
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members of the grape industry. The only result of discriminatory 
taxes against them is to make their competitive position more difficult. 
This is a discriminatory tax, of serious consequences, with no basis or 
principle justifying its continuation, and I strongly urge that your 
committee recommend its abolishment. 

Mr. Foranp. If there are no questions, we thank you, Mr. Sisk. 

Mr. Sisk. Thank you, Mr. Chairman. 

Mr. Foranp. Without objection, the Chair will include in the record 
a letter from the American Chicle Co., together with a statement. 

(The letter referred to follows :) 


AMERICAN CHICLE Co., 
Long Island City, N. Y., December 4, 1956. 
Hon. Arme J. FORAND, 
House Office Building, House of Representatives, Washington, D. C. 


HONORABLE AND DEAR SiR: I was glad you agree that our position with respect 
to Sen-Sen should become part of the record of the subcommittee hearings on 
excise tax matters now being held. The material enclosed contains all of the 
information necessary as it traces this case back to the 80th Congress, July 
18, 1947, when an act, H. R. 958, for the removal of the words “Aromatic 
Cachous” from section 2402 (a) of the Internal Revenue Code passed the House 
of Representatives with a favorable report from Mr. A. L. M. Wiggins, then 
Acting Secretary of the Treasury. 

Since that time simlar measures have been introduced, acted upon favorably 
by the Committee on Ways and Means and passed by the House in every session 
of Congress concluding with the measure you introduced in the 84th Congress, 
H. R. 4668, which passed the House unanimously on July 27, 1955. 

All pertinent data substatiating our contention that our product, Sen-Sen, 
is actually discriminated against and secondly that the amount of revenue pro- 
duced is negligible, in the report I prepared and submitted February 21, 1950, 
also the statement filed July 31, 1951, with the Senate Finance Committee. All 
that has changed is that my position has changed from that of brand manager 
to sales manager. Also the 82d, 83d, and 84th Congress, as well as the 80th and 
8ist have since seen fit with endorsement by the Department of the Treasury 
to initiate and give unanimous passage in the House to measures similar to the 
original act, H. R. 958 of the 80th Congress. 

We hope you will want to place this material before the present investigating 
group. 

Sincerely, 
L. H. Smitey, Sales Manager. 


MEMORANDUM SUBMITTED BY THE AMERICAN CHICLE COMPANY OF LONG ISLAND 
City, N. ¥., IN SUPPORT OF THE REMOVAL OF THE TERM “AROMATIC CACHOUS” 
FROM THE SECTION OF THE INTERNAL REVENUE CODE COVERING TOILET PREP- 
ARATIONS 


Doubtless you gentlemen are besieged these days by industries, trade associ- 
ations, and the like seeking excise tax relief. We have no affiliations of that 
kind and speak only as the manufacturer of Sen-Sen confection which we 
believe is being, in effect, discriminated against through the reappearance 
po Bg old term “aromatic cachous” in the Federal excise tax laws of 1941 and 

Our situation differs from all others, we feel, in that our product Sen-Sen 
is actually discriminated against within its own field and, secondly, in that 
the amount of revenue produced is negligible. 

An act, H. R. 958, for the removal of the words “aromatic cachous” from 
section 2402 (A) of the Internal Revenue Code, passed the House of Repre- 
sentatives July 18, 1947, with the following favorable report: 


[H. Rept. No, 934, 80th Cong., Ist sess.] 


“The Committee on Ways and Means, to whom was referred the bill (H. R. 
958 ) to amend section 2402 (a) of the Internal Revenue Code, having con- 
sidered the same, repert favorably thereon without amendment and recommend 
that the bill do pass. 
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“The purpose of this bill is to exempt aromatic cachous from the retailers’ 
excise tax on toilet preparations. Under existing law a tax of 20 percent is 
imposed upon such articles sold at retail. Aromatic cachous include Sen-Sen 
and other breath-sweetening pellets other than chewing gum or candy. The 
other articles subject to the excise tax on toilet preparations normally are 
applied externally. Moreover, aromatic cachous frequently are sold in com- 
petition with confections which are not subject to tax. As a result, admin- 
istrative problems have arisen which would be eliminated with but minor 
loss of revenue by deleting aromatic cachous from the scope of the tax. The 
following favorable report was received from the Treasury Department: 


TREASURY DEPARTMENT, 
Washington, D. C., June 24, 1947. 
Hon. HarRoLp KNUTSON, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. 0. : 


My Dear Mr. CHAIRMAN: Further reference is made to your letter, dated 
May 13, 1947, enclosing two copies of H. R. 958 (80th Cong. Ist sess.), a bill to 
amend section 2402 (a) of the Internal Revenue Code by striking from that 
section the words “aromatic cachous.” You request comments and recom- 
mendations of the Treasury Department on this proposed legislation. 

Section 2402 (a) of the code imposes an excise tax upon the sale at retail of 
certain specifically named products, including perfumes, cosmetics, hair dressings, 
toilet powders, aromatic cachous, etc., and any similar substance, article, or 
preparation any of which are used or applied or intended to be used or applied 
for toilet purposes. 

All products enumerated under section 2402 (a), with the exception of aro- 
matic cachous, are customarily used and intended to be used for external 
application, whereas aromatic cachous are designed to be placed in the mouth 
and eventually swallowed. 

It appears that an aromatic cachou, being a silvered aromatic pellet made of 
licorice, cashew nut, gum, etc., for sweetening the breath, is more in the nature 
of nontaxable competitive products such as mouth washes, liquid breath sweet- 
eners, candy mints, etc., which are advertised and used for sweetening the breath. 
Insofar as aromatic cachous and the latter-named nontaxable products are used 
for similar purposes, a discrimination results from application of the retailers’ 
tax to aromatic cachous. 

The removal of aromatic cachous from the class of taxable products would 
tend ot decrease the difficulties of administration and it is believed would result 
in a negligible loss of revenue. No objection is therefore offered by this Depart- 
ment to enactment of H. R. 958. 

The Director, Bureau of the Budget, has advised the Treasury Department that 
there is no objection to the presentation of this report. 

Very truly yours; 
A. L. M. Wiacerns, 
Acting Secretary of the Treasury. 


This act, together with the favorable report from the Department of the 
Treasury, unfortunately reached the Senate Finance Committee too late to be 
acted upon during the session in which it passed the House. 

Another identical act, H. R. 257, was introduced in the 1st session of the 81st 
Congress. Upon being referred to the Treasury Department, Acting Secretary 
of the Treasury, Mr. Thomas J. Lynch, addressed a letter to the Honorable 
Robert L. Doughton, chairman of the Committee on Ways and Means, dated 
March 17, 1949, which again recommended enactment of this bill in essentially 
the same phraseology as contained in Mr. A. L. M. Wiggin’s original recommen- 
dation quoted above. If needed again, we feel that the recommendation of the 
Treasury Department would be the same now as it has been on these two previ- 
ous occasions. 

Speculating as to how the term “aromatic cachous” happened to appear in the 
toilet preparations section of the present law, we think it may have been con- 
tinued, more or less by accident, after its first and possibly second appearance 
during the Civil and Spanish-American Wars respectively. We base this upon 
the following history of the appearance of this term, starting with an act of July 
1, 1862, reading in part as follows: 

“PERFUMERY AND CosMETICS.—For and upon every packet, box, bottle, pot, 
phial, or other enclosure, containing any essence, extract, toilet water, cosmetic, 
hair oil, pomade, hair dressing, hair restorative, hair dye, toothwash, dentifrice, 
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toothpaste, aromatic cachous, or any similar articles, by whatsoever name the 
same heretofore have been, now are, or may hereafter be called, known, or dis- 
tinguished, used or applied, or to be used or applied as perfumes or applications 
to the hair, mouth, or skin, made, prepared, and sold or removed for consumption 
and sale in the United States, where such packet, box, bottle, pot, phial, or other 
enclosure, with its contents, shall not exceed at the retail price or value the 
sum of twenty-five cents, one cent.” 

A similar stamp tax employing essentially the same language was imposed 
during the Spanish-American War by an act of June 13, 1908. 

The next appearance of this tax was in the Revenue Act of 1917, then in the 
manufacturers’ excise tax of 1982, and finally in the Federal excise tax of 1941 
and 1944. 

Originally, this tax was directed at imported breath-sweetening silvered pellets 
sold lavishly and often at fancy prices in phials and even in bulk form. In those 
days, there were a variety of products of this nature and all were taxed uni- 
formly. Today, as stressed in Mr. A. L. M. Wiggins’ letter, most items used for 
so-called breath protection are put up either in liquid or tablet form and thus do 
not fall within the meaning of the term “aromatic cachous”. This results in 
a competitive disadvantage to our product Sen-Sen which, to our knowledge, is 
the only product that is taxed under the present law. Sen-Sen is not a 
silvered aromatic pellet. However, it is in pellet form and is made with a 
licorice base and is perhaps the only product sold today that comes even close 
to the definition of the term “aromatic cachous.” 

Sen-Sen has always been sold principally at candy counters. Candy and cigar 
stores carry nothing that is taxable aside from Sen-Sen and thus this tax 
had a crippling effect upon the retail distribution of the product, many stores 
preferring not to handle it at all rather than tabulate sales and fill out tax 
forms on Sen-Sen which is not important to their total business anyway. Sen- 
Sen is a 5-cent product, making the amount of tax revenue derived therefrom 
more bother than it is worth to collect. 

Candy and cigar stores in large numbers have discontinued the product and 
drugstores have removed it from the candy counter, where it belongs, to the 
cosmetic section where other taxable products are sold. The result has been 
that sales have suffered, in relation to other products which we manufacture, 
by as much as 70 percent annually. The retailers who refuse to handle Sen-Sen 
or elect to display it in a department foreign to its nature are not prompted to 
do this because the tax is 20 percent, but because they refuse to be bothered col- 
lecting it. Hence a reduction in the amount of the tax would serve no purpose 
insofar as this particular problem is concerned. Instead, outright elimination 
is all that will restore our product to its former position. 

Before departing from the history of the appearance of this term in excise- 
tax legislation, it should be pointed out that when it made its first appearance 
toothwash, dentifrice, and toothpaste were also embraced in the law, as were all 
perfumes applied to the mouth. The present law specifically names only prod- 
ucts which are customarily used and intended to be used for external applica- 
tion, aromatic cachous being the sole exception to this. 

We have no basis for contending that favorable action on this proposal will 
vastly increase employment or result in satisfying consumers on a broad scale. 
Unfortunately our trade is entirely too apathetic, electing not to be bothered with 
the one product that puts them in the business of collecting excise taxes. We 
hope that we have established the discriminatory nature of the tax and the 
reasons for its crippling effect upon our small Sen-Sen business. 


Mr. Foranp. The committee stands in recess until 2 o’clock. 
(The following material was submitted for the record :) 


STATEMENT OF Hon. JOHN MCF ALL, MEMBER OF CoNGRESS-ELECT, FROM THE 
lirn District, CALIFORNIA 


Mr. Chairman and members of the committee: Thank you for the opportunity 
to add my voice to the already lengthy list of those urging a reduction in excise 
taxes on champagne and other sparkling wines. 

Champagne sales are very minute in the wine picture in California, primarily 
because of this levy which I feel is both ridiculous and unrealistic. 

Under the present tax laws, champagne is taxed by the Federal Government 
20 times as high as the identical table wines from which it is made, but to which 
no carbonation has been added. 
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Thus the tax can be nothing more than a levy on bubbles. 

Producers of the types of grapes used in the champagne and sparkling wines 
are more seriously affected by competition with foreign imports than any other 
members of the grape industry. These discriminatory taxes only make their 
competitive position more difficult. 

The $3.40 levy now burdening the industry is the equivalent of a tax of $544 
per ton of grapes from which the sparkling wines are produced—some 20 times 
the value of the grapes. In contrast, the tax of 67 cents a gallon on dessert and 
appetizer wines is only the double the grape value. 

The economy of some sections of my district is built around the grape industry 
and this matter is of great importance to the growers and workers that I 
represent. 

Since this discriminatory tax has no basis or justification, I strongly urge 
your committee to recommend its abolishment. 


LEAGUE OF DISTILLED SPIRITS RECTIFIERS, INC., 
WASHINGTON, D. C., December 12 1956. 
Hon. AIME J. Foranp, 
Chairman Subcommittee on Excise Tax Technical and Administrative 
Problems, Committee on Ways and Means, House of Represenatives, 
Washington, D.C. 


My DeAr CONGRESSMAN: Pursuant to leave granted at the hearings before your 
subcommittee on December 6, the following is submitted on behalf of the members 
of the League of Distilled Spirits Rectifiers, Inc. The league is a national trade 
association of the independent rectifiers cf distilled spirits. A list of the mem- 
bers of the league is attached hereto. 

By way of introduction an independent rectifier of distilled spirits is defined as 
one who purchases his basic supplies of whisky, alcohol, rum, brandy, and wine 
from the distiller or wine producer. He does not distill or produce spirits, or 
wine, from grain, fruit, or other commodities. The rectifier uses spirits and 
wines in the production of his own brands of whisky, gin, vodka, cordials, liqueurs, 
and specialties, and in the bottling of straight whiskies and other products, under 
his own brand names, without rectification. 

It will at once be apparent therefore that the independent rectifier operates at 
a decided disadvantage when compared with the distiller or distiller-rectifier. 
The rectifier is obliged to pay the distilled spirits tax of $10.50 per proof gallon 
at the time of withdrawal of his spirits from the internal revenue bonded ware- 
houses. Frequently such warehouses are at a considerable distance from his 
rectifying plant and in the meantime he has tremendous amounts of capital tied 
up in prepaid Federal taxes. In the case of the distiller-rectifier the rectifying 
plant is generally located in close proximity to the distilleries and bonded ware- 
houses so that the matter of withdrawal and transfer of spirits from the ware- 
house to the rectifying plant can be accomplished with a minimum delay and tying 
up of capital in taxes. 

Furthermore, the rectifier suffers serious losses in connection with spillage and 
bottling losses, which inevitably occur in the operation of a rectifying plant. The 
hardship is not by reason of the cost of the spirits themselves, because this is 
negligible when compared with the tax of $10.50 which has been paid on such 
spirits. Under existing law there is no provision for the recovery of the taxes 
applicable to such lost spirits. 

In the case of distillers where bottling in bond operations are conducted the tax 
is imposed on the spirits in bottles at the time of withdrawal. Thus all bottling 
losses are automatically adjusted, since the tax is payable only on the net amount 
after bottling. Furthermore, bottled in bond spirits may be stored in bond until 
srders are received, and the tax is then payable. 

These are some of the difficulties under which the independent rectifiers are 
now operating. It was for this reason that we welcomed the passage of section 
5061 of the 1954 Internal Revenue Code providing for a return system of tax 
payment. If a reasonable time was allowed under this section for filing of re- 
turns and payment of the tax, subsequent to withdrawal from bond, then, and 
to that extent, the huge investment of capital for tax money would be postponed. 
But almost 2 years have elapsed since the return system was authorized, and no 
action has been taken by the Treasury Department to initiate the return system, 
which does not become effective until authorized by the Secretary. 

When the Special Committee on Code Revision was established in the Alcohol 
and Tobacco Tax Division in 1954 this office was the first to suggest relief for 





EXCISE TAXES 841 


rectifiers by way of providing for the optional establishment of bonded rectify- 
ing plants. In such a plant the tax would be paid on the finished product when 
it left the rectifying plant in bottles, This plan was not adopted by the com- 
mittee for administrative reasons, but in lieu thereof provision was made in 
section 5008 of H. R. 12298 for some degree of relief in the case of bottling 
losses. 

But when the bill was under consideration by your committee section 5008 (c) 
(4) was added, which makes the loss allowances contingent upon the institution 
of the return system authorized by section 5061. So, as the matter stands, there 
is a serious doubt as to when, if ever, the relief provisions will be made effective. 
We are not informed as to the reason for thus bringing these two unrelated 
sections together. 

The Committee on Ways and Means has repeatedly recognized the inequity 
of collecting taxes on spirits lost during bottling operations, or otherwise, without 
fault of the operator. Thus section 3150 (b) of the 19389 Internal Revenue Code 
was amended by Public Law 261, 8ist Congress to provide for the collection of 
tax on beer on the amount removed in consumer packages, rather than the 
amount entered into the bottling house (sec. 5055 of the 1954 code). 

During the 2d session of the 80th Congress, paragraph 813 of the Tariff Act 
of 1930 was amended so as to provide that import duties should be payable only 
upon the quantity of alcoholic beverages actually imported into the United 
States, rather than upon the quantities shipped from foreign countries. 

Finally section 2901 of the 1939 Internal Revenue Code was amended by 
Public Law 448, Slst Congress to provide for collection of the tax on the amount 
of spirits in a barrel at the time of withdrawal from bond, instead of the limited 
allowances under the old Carlyle Tables (sec. 5011 (a) 1954 code). In explana- 
tion of this amendment the Committee on Ways and Means stated in its report 
(H. R. 1488, October 13, 1949) : 

“* * * vour committee does not believe that it is equitable for the Government 
to collect the tax on spirits lost in bond, if the loss occurs without fault or 
negligence of the taxpayer and under circumstances over which he has no 
control.” 

If the collection of the tax on lost spirits is inequitable under the conditions 
above referred to, it is likewise inequitable to enforce collection in the case of 
bottling losses, and, we submit, it is correspondingly inequitable to postpone the 
period for adjustment until it may please the Secretary of the Treasury to in- 
augurate the return system authorized by section 5061 of the 1954 Internal 
Revenue Code. 

We therefore urge: 

(1) That section 5008 (c) (4) of H. R. 12298 be stricken, and 

(2) That an early date be specified for the inauguration of the return system 
of tax payment authorized by section 5061 of the 1954 Internal Revenue Code. 

Respectfully submitted. 

LEAGUE OF DISTILLED Sprrits REctiriers, INC., 
By BriecGs G. SImpicH, 
Assistant General Counsel. 


LIST OF MEMBERSHIP LEAGUE OF DISTILLED SPIRITS RECTIFIERS, INC., AS OF 
DECEMBER 1, 1956 


Alexander Young Distilling Co., 708 South Second Street, Philadelphia, Pa. 
Austin, Nichols & Co., Ine., Kent Avenue and North Third Street, Brooklyn, N. Y. 
Mr. Boston Distiller, Inc., 1010 Massachusetts Avenue, Boston, Mass, 

Bohemian Distributing Co., 2254 East 49th Street, Los Angeles, Calif. 

The Distillers Co., Ltd., 620 Fifth Avenue, New York, N. Y. 

Esbeco Distilling Corp., 25 Jefferson Street, Stamford, Conn. 

Sidney B. Flashman Co., Inc., 70 Scollay Square, Boston, Mass. 

The Samuel Freedman Co., First National Bank Building, Cincinnati, Ohio 
Heublein, Inc., 380 New Park Avenue, Hartford, Conn. 

Kasser Distillers Products, Third and Luzerne Streets, Philadelphia, Pa. 

Ed. Phillips & Sons Co., Northwest Terminal, Minneapolis, Minn. 

Cointreau, Ltd., 445 Park Avenue, New York, N. Y. 

Sazerac Co., Inc., 2231-2237 Decatur Street, New Orleans, La. 

Standard Distillers Products, Inc., 308-310 East Lombard Street, Baltimore, Md. 


(Whereupon, at 1: 10 p. m., the subcommittee recessed, to reconvene 
at 2 p.m., the same day.) 
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AFTER RECESS 


(The hearing resumed at 2 p. m., Hon. Aime J. Forand, chairman 
of the subcommittee, presiding. ) 

Mr. Foranp. The first witness this afternoon is Mr. Julius Wile. Is 
Mr. Wile here? Will you identify yourself for the record, please ¢ 


STATEMENT OF JULIUS WILE, VICE PRESIDENT AND PRODUCTION 
MANAGER, JULIUS WILE SONS & CO., INC., NEW YORK, N. Y. 


Mr. Wirz. My name is Julius Wile. I am vice president and pro- 
duction manager of Julius Wile Sons & Co., Inc., 2 Park Avenue, New 
York, N. Y., and 300 North Street, Teterboro, N. J. My company is 
primarily engaged in the business of importing wines and spirits and 
distributing them throughout the United States. In respect to such 
problems as concern the importing end of the business, we are most 
adequately represented by the National Association of Alcoholic 
Beverage Importers, Inc. 

However, in addition to being importers, we are also rectifiers 
engaged in the manufacture and bottling of cordials, vodka, whisky, 
and the importation in bulk and bottling of wines, rum, and brandy. 

The veciineate of our rectification plant represent something over 


25 percent of our total business. 

ulius Wile Sons & Co., Inc., was established in the year 1877 and 
for almost 80 years has been in the alcoholic-beverage business con- 
tinually, operating under license No. LL-58, for medicinal wines and 
spirits during the years of prohibition. It is a company which is inde- 


pendent of any other business. In the categories of large business 
versus small business, we are definitely on the small-business side, yet 
our operations are important to the industry since we are specialists 
in our own field. 

As a rectifier, we are one of the few independent rectifiers and as 
such are confronted with problems both specific to us and general to 
the rectifying industry. Many of these problems are onerous to small 
business and of no particular consequence to larger businesses whose 
rectifying operation is a minor part of their affairs. 

First of all, I should like to state that I am fully in accord with the 
pending bill to make changes in the Federal excise-tax laws. The 
manifold simplifications in the proposed bill can only be of benefit 
to the industry as a whole, and I should not like to introduce anything 
of a controversial nature which might delay passage of this legislation. 

However, I have asked to appear before you gentlemen in order 
to present the views of a small yet important independent rectifier 
with respect to certain parts of the bill, as well as several matters 
which have not been included in the bill, as follows: 


NEW LEGISLATION 


The new legislation continues the separation of distilling and recti- 
fying, whereas from the consuming public’s point of view, they are, 
and should be, one and the same. The distiller has an advantage over 
the rectifier, at present, in that he can operate entirely before payment 
or determination of taxes, and he can continue so doing up to the 
point of completion of bottling of certain distilled spirits including 
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whisky, brandy, gin, and vodka. On the other hand, the rectifier pro- 
ducing identical or similar products can only operate on a taxpaid or, 
after passage of the legislation under discussion, the tax-determined 
basis. This provides a distinct advantage for the distiller in two ways: 

(a) Any Soon during the course of manufacture are completely tax 
free for the distiller. ile it is true that the new bill provides for 
reasonable losses on a tax-determined basis for rectifiers, there is 
always the possibility of a minor disaster, or error in manufacturing, 
which would either cause a loss of alcohol or make goods unsalable, 
and which, in a rectification plant, would be taxable on amounts over 
the table of allowances. These losses would involve not only the value 
of the merchandise which is nominal, but the taxes which represent 
many times the liquid value. There seems to be no logical reason for 
such a risk to be carried by the rectifiers. 

(6) Today the producer of goods which are bottled in bond has the 
privilege of storing these goods until such time as either the bond 
period is terminated or the goods are removed from bond. On the 
other hand, the rectifier must pay the taxes on all spirits used by him 
before they can even be received into his plant. It is my understanding 
that the provisions for tax determination have been evolved to provide 
tax relied, in that the taxes would not become due until sometime after 
the determination was made. Under this system the bonded bottler 
will retain an enormous advantage since, after bottling, a determina- 
tion of taxes will not be made until the end of the bonded period, or 
until the goods are removed from the bonded premises, which would 
naturally be done at the moment of a sale or even after the sale has 
taken place. On the other hand, the rectifier will have taxes deter- 
mined on spirits before he can use them and will not get the full bene- 
fit of the waiting period. In the first place, many items produced in 
the rectifying plants take a period of time during the actual course of 
manufacture. In the second place, operating after tax determination, 
the rectifier must bear in mind a production schedule in line with 
normal sales. In the case of the producer of popular blends, this is 
not a problem since his immediate sales needs permit economic-size- 
production runs. On the other hand, the small rectifier who makes 
cordials and specialties is concerned with a large variety of items and 
sizes. 

The success of many cordial and specialty lines can only be insured 
by producing and bottling a complete selection of flavors and sizes, 
In some cases the requirements of odd flavors and sizes are such that, 
under today’s conditions, as low as 5 cases of an item is produced. 
This is certainly a most uneconomical situation. Under the tax-deter- 
mination setup this would not change. However, were production 
= in bond, then larger quantities could be made and stored for 

ture use. 

There is one other factor which is of extreme importance and that 
is the seasonal fluctuation and demand. This is true not only for all 
wines and spirits, but is particularly true for those cordials and 
specialties made by the small rectifier who not only is faced with a 
financing problem in the busy season, but is also faced with the problem 
of obtaining extra bottling labor for his peak production. I have seen 
examples of rectifying plants which were entirely inoperative during 
the summer months, and yet, to preserve their business, they main- 
tained key personnel on their payroll, and later on in the same year 
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were short of labor. If it were possible to produce these products in 
bond, production would be evened out over the entire year instead of 
producing in a hurry just prior to sale as is done today. 

Attached hereto is exhibit A which indicates the varying amounts 
of money tied up in internal revenue taxes alone for production of 
100 to 1,000 cases per day. Almost all the independent rectifying 
plants in this country fall withm this range of production. You 
will note that a production of 400 cases per day, which is quite nominal 
for a rectifier, involves $8,000 per day in internal revenue taxes. One 
week’s production involves $40,000. A 2 months’ production repre- 
senting an inventory turnover of 6 times a year involves internal rev- 
enue taxes of a third of a million dollars. Three months’ average in- 
ventory, representing an inventory turnover of 4 times a year, involves 
internal revenue taxes of over a half million dollars. These are ex- 
tremely large amounts of money which today must be paid before recti- 
fication, and in the future much of it would have to be paid before 
sale, whereas the same production in bond involves no outlay of cash 
for taxes, and no difference in revenue to the Government. 


ABATEMENT, REMISSION, REFUND AND ALLOWANCE FOR LOSSES OF 
DESTRUCTION OF DISTILLED SPIRITS 


(a) A distiller and bottler in bond has a distinct advantage over the 
rectifier in another manner. The proposed law provides abatement 
or refund of taxes on spirits lost or destroyed while in bond, with 
certain exceptions, up to the point where the tax has been determined. 
By the same token, the rectifier who is subject to the same type of loss 


would be liable for all of the taxes on the lost merchandise over and 
above the table of allowances. 

(6) The return of tax-determined distilled spirits to bonded prem- 
ises. In addition to what has been written above, there is a distinct 
provision for the return of tax-determined spirits to bonded premises 
for immediate redistillation, denaturing or mingling with other spirits 
in the bonded section. This provision applies only to spirits which 
have been found unsuitable for the purpose for which intended, and be- 
fore any processing thereof, and before removal from the original 
container in which such distilled spirits were withdrawn from the 
bonded premises. This provision, generous in itself, would be com- 
pletely voided if the spirits were transferred from one tank to an- 
other, as a simple example, or if manufacture of an item were started 
and the spirits then found to be unsuitable. This, I believe, is an un- 
reasonable limitation of action and a penalty to the rectifier. 

(c) On the other hand, the regulations applying to wine are such 
that wine can be returned to a bonded cellar at any time for recondition- 
ing or destruction. There seems to be no reason why wine can be 
returned to bond without restriction, whereas the return of spirits 
is restricted not only in the time element, but after return to bond 
spirits can only be destroyed, whereas wine can be reconditioned. In 
addition, there are many oceasions when goods become unmerchant- 
able after sale, and there should be provision made for return of 
these goods to bond for destruction, or there should be made pro- 


vision for reconditioning of such goods in the bottling department 
with normal loss allowance. 
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Gentlemen, I have mentioned in some detail those items which are 
different for bottling in bond, as against rectifying plant activities. 
I have made an effort to point out how the rectifier, who is often 
small business, has definite disadvantages in competing with a dis- 
tiller and his bottling-in-bond department. Here is a prime example 
of how small business is handicapped. 

On the other hand, there is this to be considered. The new law 
divides the alcoholic beverage industry into three parts, that is, dis- 
tilled spirits, wines, and beer. In the overall distilled-spirits category, 
there are provided only two types of premises, bonded and bottling. 
The bonded premises cover distillation, storage, denaturization, bonded 
bottling, and any other process permitted prior to tax determination. 
After this arbitrary division, all other operations are conducted on 
the bottling premises which include rectification, bottling, and so 
forth. In some cases this includes the payment of a rectification tax 
in addition to the internal-revenue tax. It seems absurd that a con- 
sumer who likes his whisky straight should pay one tax, but that 
another consumer who likes his whisky to consist of several whiskies 
blended together, or whisky which has been corrected in color by the 
addition of caramel, should have to pay an additional tax of 30 cents 
per proof gallon, although the 2 products might be very similar in 
appearance and taste. By the same token, the manufacture of gin 
does not require payment of rectification tax, whereas the more tem- 
perate consumer desiring to drink an after-dinner liqueur at a lower 
alcoholic content is penalized by the extra rectification tax. 

For all of the reasons heretofore stated, bearing in mind that we 
are in general accord with the bill as written, I urge you, first of 
all to recommend passage of the legislation. Secondly, I suggest 
either the continuation of your committee’s efforts, or the establish- 
ment of another subcommittee, to consider the drafting of supple- 
mental changes in law to permit the production and bottling of all 
types of distilled spirits taking place on the same type of premises, 
so that under no circumstances will moneys have to be tied up in ad- 
vance of bottling for the purpose of paying taxes. As far as the Gov- 
ernment’s revenue is concerned, it will not be affected, since the only 
thing that actually would occur is that the point of tax payment would 
be changed. In other words, instead of the taxes being collected at 
the time of withdrawal of the particular spirit from the distillers’ 
bonded warehouse, it would be collected or determined at the time 
of withdrawal from the bottlers’ bonded warehouse. This is the 
system used all over the world. It limits losses to the value of the 
spirits rather than to the value of the spirits and the taxes combined. 
It would also eliminate the unfair discrimination which today divides 
the rectifiers from all other parts of the industry. This would also 
be consistent with the intent of Congress to tax goods as they flow 
into channels of commerce instead of at some point before the process 
of manufacture is completed. 
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(The exhibits are as follows:) 


Exurit A 


Amount of money tied up im internal-revenue tares using average of 2.40 wine 
gallons per case at 80° or $20.16 per case 


Time held in inventory— 
Production 


100 eases per day 
200 cases per day 


500 cases per day 
1,000 cases per day 


Used average of 21 working days per month. 
ADDENDUM 


In addition to expressing my own personal views, I have submitted the previous 
statement to— 

Mr. Thomas McMaster, president, Arrow Liqueurs Corp., Detroit, Mich. ; 

Mr. Jacques Mercier Cointreau, president, Cointreau, Ltd., Pennington, N. J.; 
and 

Mr. Lawrence W. Pugh, president, Bols Distributing Co., Inc., 350 Fifth 
Avenue, New York City, who are the sales agents for Ervan Lucas Bols, Inc., 
Englewood, N. J., of which firm Mr. Pugh is vice president. 

All three of these people have indicated their complete accord, as per copies 
of their letters attached. 

Derroit 7, Micu., November 28, 1956. 
Mr. Jutius WILE, 
Julius Wile Sons & Co., Inc., New York, N. Y. 


Dear Juvie: Thanks for your letter of November 27 which arrived here today. 

We have read the statement that you propose to make before the Subcom- 
mittee on Excise Taxes of the Committee on Ways and Means of the House of 
Representatives, scheduled for December 6, 1956. We think this is a very good 
statement and we agree with the sentiments that you have expressed in this 
statement. 

There is no doubt that the contemplated changes in the Federal excise-tax 
laws are long overdue and we hope that favorable action will be forthcoming 
on these proposed changes. 

We also agree that while these proposed changes will be of benefit to the in- 
dustry generally, we think that the proposed additional changes set forth in 
your statement should be incorporated in the new laws. There is no doubt that 
the position of the independent rectifier and cordial maker in this country is not 
an easy one and anything that can be done to simplify, streamline, and modern- 
ize his operation will not only redound to his benefit and aid in his ability to 
compete with the larger operator, but also will eventually be translated into 
advantages to the consumer. 

With every good wish, I am, with kindest personal regards, 

Yours very truly, 
Arrow LIQUEURS CorP., 
Tuomas McMaster, President. 


New York 22, N. ¥., November 28, 1956. 
Mr. Junius WILE, 


Julius Wile & Co., Inc., New York, N. Y. 
Dear Mr. Wire: I have read with great interest your statement to be pre- 
sented at hearings on changes in the Federal excise-tax laws. 
Had I been called upon to express my opinion, I would not have changed a 
word to your statement. It is clear, up to the point. and represents our views. 
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I have great hopes that the desires that you will express in the name of our 
colleagues will become a reality. 
Very sincerely yours, 
COINTREAU, L1D., 
Jacques MERCIER CoINTREAU, President. 


New York, N. Y., November 30, 1956. 
Mr. Jutius WILE, 
Julius Wile Sons € Co., Inc., 
New York, N.Y» 
Deak Jutrus: Thank you for giving me the opportunity to study the testimony 
you are submitting to the Forand committee concerning the rectifiers’ views of 
the tax situation. 


I certainly concur with the points you have made and especially the emphasis 
on the unfairness of paying such a heavy tax in advance of processing the liquid. 
I sincerely hope your efforts will help to bring about the tax relief for rectifiers 
which is so urgently needed. 
Yours very truly, 
Bots DIstTRisutTine Co., INC., 
Lawrence W. Puen, President. 
Mr. Foranp. Does that conclude your statement? 
Mr. Wiz. It does. 
Mr. Foranp. Are there any questions? If there are no questions, 
we thank you, sir. 
The next witness is our colleague, the Honorable Joel T. Broyhill. 
We know you well and favorably, but for the purpose of the record, 
will you identify yourself please? 


STATEMENT OF HON. JOEL T. BROYHILL, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF VIRGINIA 


Mr. Brorumu. Thank you, Mr. Chairman. My name is Joel T. 
Broyhill, a Member of Congress from the 10th Congressional District 
of Virginia. 

Mr. Chairman, in the interest of conserving time and also to try 
to avoid repetition, I have filed a complete statement with the com- 
mittee wition 1 hope you will permit to be inserted in the record. 

Mr. Foranp. That will be done. 

(The statement is as follows:) 


SrareMeEnt or JoeL T. BroyHitt, RePuBiican, or VirGINIA 


I offer, in tentative language, an amendment which will broaden the 
exemption from the 20-percent tax on club dues and initiation fees. 
The amendment is proposed in two alternative forms. 

The more inclusive form would substitute a comma for the period 
at the end of section 4243 of the Internal Revenue Code and insert 
thereafter “and community clubs or associations formed for construc- 
tion and operation of a community nonprofit swimming pool.” 

The narrower amendment, which would give swimming-pool clubs 
or associations the tax treatment intended for all clubs when this tax 
first was introduced, is as follows: Strike the period at the end of 
section 4243 and insert the following new matter: “, and the members 
of community nonprofit swimming-pool clubs or associations, to the 
extent of initiation or other fees for capital stock or other security 
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insofar as these payments represent investment in the swimming pool 
and related physical assets of the association.” 

The tax imposed by section 4241 (for which sec. 4243 provides 
exemptions) is a 20-percent charge on persons who pay dues or ini- 
tiation fees—the fees including stock or bonds required to be pur- 
chased as a condition of nemibarship—in social, sport, or athletic 
clubs. ‘The tax originated as a war-tax measure in 1917. (The tax 
was opposed by the Senate Committee on Finance.) The tax was 
included in the title of the act imposing a war tax on admissions and 
dues. The House report stated, “Your committee also recommends 
that a tax equivalent to 10 percent of the dues paid to any social, 
athletic, or sporting club or organization be levied, to be paid by the 
person paying such dues.” The rate on dues was the same as the 
rate on admissions. Apparently dues were taxed in order to provide 
parity of treatment between clubs and other places for recreation. 
Without the provision, the club form might have offered a tax-evasion 
device. 

At the present time, there is no tax on admissions to publicly owned 
swimming places; and admissions to commercial pools are taxable only 
when they exceed 50 cents, thus exempting 85 percent of the users of 
such pools, 

More serious than this discriminatory treatment of persons using 
a community swimming pool is the tax charged against those who 
pay for building the pool. The tax on initiation fees, dues, or assess- 
ments, to pay for facilities, is a tax on capital. It was recognized as 
such shortly after World War I. A representative of the Indiana 
Association of C. P. A.’s and the Hamilton Club of Chicago described 
the operation of the tax in the following remarks before the Senate 
Committee on Finance in hearings on the Revenue Act of 1921: 

I recommend that the law be specific in taxing the dues and fees of clubs 
and societies, and that the amount of any money paid by the members of any 
such organization for permanent improvements should not be taxed, because of its 
nature as a capital expenditure. 

Gentlemen, how many of you belong to clubs that have put in a new golf link or 
made any other permanent improvement and been assessed and have had to pay 
10 percent for a tax upon that due? That is administration. It is not in the law. 
The Department kas administered it in that manner, * * * 

There should be something in the law to exempt a capital expenditure, because 
the income tax is not based on capital but on income; and for permanent im- 
provements, whether there are additional assessments or dues in the nature of 
an assessment of the members, it does not make any difference, it is capital and 
should be exempted (p. 502). 

In hearings in subsequent years, repeal of the tax was proposed by 
representatives of the clubs formed for that era’s booming sport, golf. 

The tax was not eliminated, however, and rates now are double the 
level at which they were charged from 1917 to 1941, and double the tax 
rate charged where admissions are taxable. 

The proposed amendment would have no significant effect on Fed- 
eral revenues. The entire revenues from taxing dues and initiation 
fees was only $47 million in 1956. The proposed amendment would 
cut off only a part of that revenue, leaving the revenue from other 
social and athletic clubs untouched. 

The amendment would be of substantial value to many people, par- 
ticularly in new and developing metropolitan areas. The tax pro- 
duces little revenue, but it hits hard those who must pay it. A 20- 
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percent rate is high. That is apparent to any one who pays $200 for 
a share in the cost of a community swimming pool and then adds $40 
for the Federal Treasury. If his share later is sold, presumably 
another 20 percent, $48 would have to be paid by the new member 
of the club. 

The language of the regulations is so inclusive that the tax on dues 
and initiation fees is made into a capital levy. And more, it is an 
unlimited capital levy, since it is imposed on the investor as a charge 
for the privilege of making an investment of capital. There is nothing 
to limit the tax to 100 percent of the original investment. The tax 
of course is not labeled a capital levy. But it is not a tax on income. 
It is not a tax on admission, because it is paid by members of a club 
whether the facilities are used or not. 

Thus this tax is not a tax on income or consumption or turnover of 
commodities; it is a capital levy without limitation to the amount of 
the value of the original capital. 

The tax deliberately penalizes community action and thereby tends 
to compel children and their parents either to go without a swimming 
place or to use a ree or commercial pool. I have no thought of 
minimizing the value of municipal and commercial enterprises. But 
[ do want to point out that the tax law discriminates in their favor, 
by complete or partial exemption from admissions tax, and by making 
no levy on capital such as is made against community pools. 

The tax on club dues makes the people in any community unable to 
choose freely between different forms of association to meet their 
recreational needs. And it does so by discriminating against the most 
fundamental of associations. The association of like-minded indi- 
viduals attempting to provide for their common benefit without in- 
fringing on the property of anyone else, is fundamental in any social 
structure. Associations of this sort are of earlier origin than com- 
mercial enterprises or municipalities, and are as desirable as they are 
universal, 

The discriminatory tax on club dues and fees may be the result of 
oversight more than intent. Its effects can find no justification in 
economic terms. A tax on the capital of a swimming-pool association 
stands in the way of community efforts to provide neighborhood pools. 
Children and families cannot go to a neighborhood pool if none is 
built, but are forced onto the highways for a day at the beach. Waste, 
weekend fatigue, and the danger of the highways often outweigh the 
benefits of swimming. When people return to work they often are 
less productive than when they left. The economy made less produc- 
tive and community life is not enriched. 

The tax obstacle to community swimming pools runs counter to the 
trends of development in our cities and towns. The trend is toward 
decentralized residential areas and shopping centers, toward metro- 
politan areas in rings around the city rather than a central city alone. 
Recreation facilities need to follow the same pattern. But heavy 
financial budens now rest on municipalities. All of the tax and bor- 
rowing authority of the municipality or the metropolitan area are 
needed to provide basic facilities and to prevent decay of the central 
city. Municipal governments are not in financial condition to pro- 
vide adequate swimming facilities. And little can be expected in the 
way of development of State parks. Nor are such parks often near 
enough to new metropolitan developments to meet their needs. Com- 
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mercial swimming pools have not proved profitable. Their number 
fell from 5,000 in 1930 to hardly 900 a quarter of a century later. The 
community swimming pool club or association can provide some of the 
facilities which metropolitan development requires, if the present dis- 
criminatory tax treatment is removed. The amendments which I 
have suggested to the Internal Revenue Code are intended to accom- 
plish this purpose. 

Mr. Broynitz. I have a few brief comments I want to make. 

I am appearing before the committee today in the particular interest 
of trying to get the excise tax repealed insofar as the swimming pools 
are concerned, with particular een on the community-type 
swimming pool and not the so-called social-type swimming pool, 
which we generally find at swimming clubs. I am not expecting, nor 
should I want this committee or Congress to have class legislation in 
repeal of the excise tax, but certainly the problem and the burden upon 
the community is generally on the community-type pool and not the 
so-called social-type swimming pool. 

The 20-percent excise levy on swimming pools discourages commu. 
nities from constructing private pools, and thus forces youngsters to 
seek other means of recreation. Oftentimes, it is unhealthy recreation 
and association. I think we could broadly state that the excessive 
excise taxes do contribute in some way to juvenile delinquency. 

The growing communities in northern Virginia—and it is true 
throughout our land—are denied public pools because the local gov- 
ernments cannot afford them. The need for swimming facilities has 
been recognized by our civic leaders. To meet this need, they have 
often banded together and by public subscriptio ht to bring 


n, soug 
to their children the benefits of this recreation. These communities 
are not rich. They are good, solid middle-class communities, inter- 


ested in their youngsters’ welfare. Despite the inequitable excise tax, 
some of them now contain swimming pools, but that unfair tax miti- 
gates against providing the pools we really need. 

The language of the law imposing this tax is extremely faulty. 
Definition of it is difficult to the end that the Internal Revenue Service 
has rendered an interpretation that encourages communities to use 
subterfuge. For example, where one community sells stock to cover 
the entire cost, it is penalized by the full tax. Another community 
taking advantage of the law, can sell a stock certificate limited to $10 
and raise the remainder by subscription pledges. In this manner, they 
can be tax exempt. Yet both types of communities are engaged in 
a nonprofit project. The difficulty of employing the latter method 
is the work required to collect oe subscription pledges and 
perform the necessary clerical duties incidental thereto. 

If the local governments were in a financial position to provide the 
much-needed pools, I would not be before you today. Necessary 
recreation facilities should be provided at public expense. But when 
public funds are unavailable, and civic-minded people are attempting 
to do for their communities what the local governments cannot, then 
we should not penalize these civic efforts. On the contrary, we should 
do all we can to encourage them. That means that we should remove 
the excise tax on swimming pools promptly. We cannot afford to 
permit this unfair levy to continue to contribute to juvenile de- 
linquency. 
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Mr. Chairman, rather briefly here I said that the law which is faulty 
now, or the interpretation of it is inconsfStent, encourages subterfuge 
on the part of our communities. I have here specific examples of com- 
munity pools in my community, 3 of which received a favorable ruling 
from the internal revenue which exempted their subscriptions from 
the excise tax; 2 which had to pay the excise taxes. The pools cost 
approximately the same amount, and they had the same number of 
people involved therein, and the same amount of stock subscription. 

For example, one project sold their stock to 300 people for $150 per 
share, and of course the entire amount was subject to excise tax. An- 
other community not more than about half a mile away, another 
neighborhood, sold their stock for $10, but required a voluntary con- 
tribution of $140. It still amounted to $150, but the Internal Revenue 
Service in both instances ruled favorably in one, and unfavorably in 
the other. Again, the community who did not know about the loop- 
hole in the law, or the inconsistency of internal revenue interpreta- 
tion, were penalized for going ahead and writing up a charter show- 
ing exactly what they intended to do. The other had to go around 
the barn, a little bit, and compelled themselves to deal a little bit in 
subterfuge to save a ten or twelve thousand dollar contribution to the 
Federal Government in order to provide themselves with a community 
pool which the community, the local government should do, but in 
these growing communities they have a problem of providing them- 
selves with schools, and highway, and storm sewer facilities, where 
they just haven’t been able to raise sufficient revenue for these com- 
munity pools which are essential to the well-being of any community, 


and particularly for the young people. 
d 


So I feel that not only should the law be repealed but certainly the 
inequity should be, and the faulty definition of the law should be 
corrected. Let us say if you are unable to repeal the law, and I cer- 
tainly hope you can, certainly I hope you will correct it, correct the 
inequity that is in the law now insofar as the interpretation placed 
upon it by the Internal Revenue Service. 

That completes my testimony, Mr. Chairman. 

Mr. Foranp. We thank you for your contribution. 

Are there any questions ? 

Mr. Exsernarter. It is a very substantial statement and we com- 
— you very much for appearing in behalf of your very worthwhile 
subject. 

Mr. Broruix. I might point out, if I might, Mr. Eberharter lives 
out in my community, and I think he can attest to what I have stated 
here this afternoon. 

Mr, Eperuarter. I might say also, Mr. Broyhill, in answer to that, 
that my boys use these community swimming pools. 

Mr. Broyuiii. Thank you for that observation. 

Mr. Mason. What Mr. Broyhill has presented in behalf of his com- 
munity, which is a very rapidly growing community, is true of all 
suburban communities that are rapidly growing. 

Mr. Krocu. Mr. Chairman, as I undestand your statement, you 
are addressing yourself to a necessary amendment to section 4243 ? 

Mr. Broruiy. Yes. The main thing of course is to get the law 
repealed, but I said later if you couldn’t repeal the law, certainly you 
could correct the inconsistency in the interpretation of it. 
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Mr. Keon. I thought that this subsection (b) of section 4243 ap- 
pearing on page 23 of the bill H. R. 12298 provided the exemption for 
the capital investment required in the construction of such facilities. 

Mr. Broyrums. That is not the interpretation that the Internal 
Revenue Service has placed upon it, Mr. Keogh. I have contacted them 
in behalf of our community pools out there. 

Mr. Foranp. May I inquire here? Are you talking about an inter- 
»retation made by the Bureau of the provision in the bill that I intro- 
uced last July, or of existing law ? 

Mr. Brorum. This was last year, that I got the interpretation. 

Mr. Foranp. That was on existing law, but there is a provision in 
the bill that I introduced in July, which has not become law, that 
Mr. Keogh is referring to now, and it takes care of that problem. 

Mr. Kroeu. My point is that while we are delighted to see our dis- 
tinguished colleague here today, I was attempting to clarify his posi- 
tion with respect to the proposal of the subcommittee. I take it from 
this colloquy that the effect of your presence here today is to tell 
us that you agree with what the subcommittee did last June. 

Mr. Broyniuu. Yes, sir. 

Mr. Foranp. If there are no more questions, we thank you. 

The next witness is Mr. Frederick Sweet. Mr. Sweet, will you 
come forward and identify yourself for the purpose of the record? 


STATEMENT OF FREDERICK B. SWEET, DIRECTOR OF PUBLIC RELA- 
TIONS FOR THE HOTEL AND RESTAURANT EMPLOYEES AND 
BARTENDERS INTERNATIONAL UNION, AFL-CIO, CINCINNATI, 
OHIO 


Mr. Sweer. My name is Frederick B. Sweet. I am director of 
public relations for the Hotel and Restaurant Employees and Bar- 
tenders International Union (AFL-CIO). Our headquarters is at 
525 Walnut Street, Cincinati, Ohio. I speak today for our general 
president, Ed. S. Miller, who is unable to appear himself only because 
he is at this moment engaged upon an important peace mission in 
Miami Beach where prospects are bright for early settlement of a 
long and bitter hotel strike. 

At the outset may we express to you our thanks for this opportunity 
to be heard as you attack the herculean task of bringing order into 
the Augean stables of excise-tax policy. And may we join our 
friends, the musicians, and our often friendly opposite numbers in the 
American Hotel Association and the National Licensed Beverage 
Association, in thanking the House committee for its good try at re- 
ducing the poorly named cabaret tax in the 1954 tax bill. We only 
wish the gentlemen across the way had shared your understanding 
of our problems. 

If I use the pronoun “we” it is because a trade-union spokesman, 
even more than an editor or a man afflicted with a tapeworm, is en- 
titled to use that collective term. In our case the “we” embraces 
450,000 men and women employed in the public feeding and lodging 
industry in the United States, Canada, and the Territories. About 
95 percent of these belong to some 600 local unions in perhaps 400 com- 
munities in the United States, Alaska, Hawaii, and the District of 
Columbia. 
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Ours is, in practice, an industrial union, which is to say that we 
represent employees throughout the house, in all departments— 
housekeeping, food service, kitchen, bar and front service people are 
included in our ranks. And, of course, we are to be found in restau- 
rants and taverns as well as hotels—not to mention railroads, cook- 
houses in the north woods, and industrial cafeterias. 

And may we add that on such occasions as this we make bold to 
speak as well for the estimated 1,500,000 men and women working in 
this eating, drinking and sleeping business who have not yet begun 
to share the benefits of collective bargaining. These are largely im 
areas not yet served by our organization—in the unorganized regions 
beyond the urban counties of the industrial States and the county seats 
of rural America. 

We wish briefly to speak with you about three specific excise levies: 
the so-called cabaret tax, the taxes on the licensed beverages, and the 
tax on travel. At the same time we want your record to show that 
we are, on principle, strongly opposed to excise taxes of any kind 
because they are, in essence, sales taxes bearing heavily on the great 
mass of American consumers. But we did not come here to plead for 
the millenium. We ask you to take lesser steps quite within the realm 
of possibility. 

We agree with the musicians that this tax is, in its effect, not so 
much a tax on admissions as a tax on jobs. Your records show the 
careful figures gathered by Dr. Shook in preparing the musicians’ 
case. They show an estimated loss of four other jobs for every music 
job lost—and practically all those employed in the other jobs are 
waiters or waitresses, cooks, bartenders or other service workers for 
whom we speak. 

You also have the testimony of hotelman Herndon, who told you 
last Friday that about 70 percent of the rooms hotels used once for 
the service of food and beverages spiced with music and dancing have 
been converted to other uses. Our people manned those rooms. 

On the basis of Dr. Shook’s figures, too, it is apparent that employ- 
ment for our people, while steadily rising in places not subject to 
the tax, have been steadily falling in those establishments where the 
tax must be paid. This is evident from his figures (p. 16 of The Case 
for Repeal of the 20 percent Cabaret Tax—American Federation of 
Musicians) on the volume of business in such establishments. 

This decline in business volume in places subject to the tax points 
up another aspect of the problem : The Treasury’s headaches in collect- 
ing it, and the question of whether the yield is worth it. The internal 
revenue — have made it clear that they cannot police this tax 
adequately in outlying areas, although I strongly believe that most 
businessmen operating hotels and taverns, wherever they are, do their 
best to fulfill the onerous recordkeeping required to do what the law 
requires. 

ut the total yield of approximately $40 millions annually can 
scarcely be worth the millions of lost income to those now unable to 
work because of this tax. Indeed, it can be argued with considerable 
force that tax revenues not now available to the Treasury—such as 
personal income taxes from the directly disemployed and others who 
would benefit from their spending of wages and salaries—would 
largely offset, and might even exceed, any loss suffered by the Treasury 
with repeal of this levy. A 
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We think, too, that the Treasury’s problems are made greater by the 
obscurity of the statute’s language which only hinders the Revenue 
Service, and causes great hardship to those who try their level best to 
keep records adequate to the case. The questions of pre- and post- 
entertainment tax liability, and of the definition of a “related room” 
only make life unnecessarily miserable both for the collector and the 
taxpayer of this thoroughly unjust levy. 

We agree with Mr. Kenin that the igs handling of this issue in 
1954 strongly suggest that it was the name of this tax, not its substance, 
which brought them to refuse to go along with the reduction you 
proposed. This leads us to point out the strong feeling among our 
people that among the forces at work keeping this outmoded and 
discriminatory tax on the books is the highly vocal temperance 
movement. 

The very word “cabaret” conjures up visions in some minds of 
can-can dancers and high living. Such visions can be quickly trans- 
muted by those who would judge the Nation’s morals into reasons for 
hobbling all who would earn their living, either as workers or in- 
vestors, in this milieu of music and menus. 

The plan truth is that the place catering to the big spender, the 
modern counterpart of the late Jim Gould, is fast disappearing from 
the scene. But thousands of places charging modest prices, places 
where young Mr. Average American might take his best girl, could 
be doing business, and providing many thousands of jobs, if the Con- 
— would move to repeal this tax outright. We urge that you do so 
this time. 


LICENSED BEVERAGE TAXES 


This element of the role of the temperance people in the excise tax 
picture brings us to the question of the levies on the licensed beverages. 
Others are here today to go into the detail on the statistics of injustices 
involved in that branch of your business. We want to call your atten- 
tion to the following points: 

(1) Congress has repeatedly said that the present tax of $10.50 per 
gallon on distilled ra is an emergency tax that would be reduced 


to the 1944 figure of $9 “next April 1.” Many an April Fool’s Day 
has come and gone since that pledge was first made—and still the tax 
stands at $10.50. Weurge most strongly that this is the moment, now, 
when your committee is seriously and earnestly addressing itself to the 
inequities in the excise tax schedule, to do at very least what should 
have been done long ago, reduce that tax to $9. 

(2) But we would go further. We think the Congress should bear 
in mind that one result of a high tax on legal spirits is to give the 
producer and seller of illegal spirits—moonshine and worse—what 
amounts to a protective tariff. It is fantastic that Congress should 
actually write Gresham’s Law into the tax statute. Yet bad whisky 
does drive out good, and deprives the Treasury of the very revenues 
the tax statute is intended to gather. The present law gives the seller 
of the illegal product a competitive advantage of something like $2 
a fifth—and, as the men in the Alcohol Tax Unit can tell you, millions 
of those fifths are reaching the market every year. 

(3) According to the Yale Institute of Alcohol Studies there are 
upward of 50 million United States consumers who use the licensed 
beverages. In the main these consumers are ordinary working peo- 
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ple. Thus we see that the present rates on spirits not only discrimi- 
nate against a single commodity. But they put a heavy sales tax 
burden on the vast majority of our citizens. As the Cincinnati 
Enquirer pointed out in an editorial on this subject just before the 
present rate was adopted, the present tax amounts to “prohibition for 
the masses, but not for the classes.” Indeed, the — rate raises 
this alarming question : Could it be that there are those hovering over 
the Hill who are ready to make of this levy, adopted at a time of real 
national emergency, a means of doing by indirection what the public 
will not stand for doing directly: impose a kind of prohibition by 
taxation ? 

Having witnessed the enthusiastic support of the organized drys 
for such measures in the past, we believe there is ground here for 
concern. And, because our members are heavily dependent on con- 
tinued legal sale of the licensed beverages for their livelihood, we 
want to register our earnest pleas that you roll back these taxes on 
spirits, wines and beer to reasonable levels. 

We want particularly to endorse the suggestion being made to you 
this morning by the United Brewery Workers: That you give serious 
consideration to writing into the statute a modest tax advantage to 
the small brewer. There is an alarming trend toward monopoly. It 
can be checked by such a measure to preserve in that industry the 
smaller producers who are disappearing from the scene at enormous 
cost in jobs—and in higher prices to beer customers. 


TRANSPORTATION TAX 


Our members, finally, want to join hotel owners, railroad, airline, 
and bus employees and their employers in asking you to abolish 
without delay the present 10 percent tax on travel. 

We think it is, to say the least, astonishing that the Congress should 
have removed the tax on foreign travel while keeping on those who 
would see America first. We sympathize, too, with Mr. Herndon’s 
injured tone when he expressed his amazement at Public Law 796. 
This is the law whereby Congress poured vinegar in the wound by 
exempting from the tax journeys to the West Indies or to points 
more than 225 miles inside Canada and Mexico. 

I may add that our Canadian members found this an especially 
galling kind of neighborliness. For all the Canadian hotels and 
restaurants likely to benefit from the travel of United States citizens 
lie close to the border, well within the 225-mile zone. 

As you have heard, the profit margins of the hotel and restaurant 
industry are relatively modest. These, in turn, inhibit the wage 
scales available to workers in the culinary trades. We are dependent 
for a very large portion of the volume in our industry on the traveler, 
which is to say that to inhibit travel is to do direct injury to the 2 
million men and women employed in the tourist industry. 

The tax, indeed, is directly responsible for some of the problems 
common carriers have to deal with as they watch their passengers 
tool across the land at the wheels of their own cars. And for some of 
the problems our cities and States face in dealing with the king-sized 
traffic and parking headaches we read about every day. No doubt it 
strengthens the hands of those carriers who come to Uncle Sam for 
various forms of subsidy. 
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In conclusion, gentlemen, we say to you every consumer will bless 
you for this earnest effort you are ‘making to bring order, sanity, and 
common sense into the excise-tax structure. As you know well, and 
as businessmen and workers have learned to their sorrow, tax policy 
in this field has grown like Topsy without plan or fruitful purpose. 
We urge you to remove entirely the present 20 percent tax on the tab 
in places offering live music with the food and drink; to abolish the 
tax on travel; and to roll back to the 1944 levels at least the taxes on 
the licensed beverages. 

We thank you for this opportunity to express our views, and wish 
you well in your efforts here. 

Mr. Foranv. Thank you, Mr. Sweet. Are there any questions? 

The next witness is Mr. Stanley H. Ruttenberg. Will you come 
forward, please, and identify yourself for the record ? 


STATEMENT OF STANLEY H. RUTTENBERG, DIRECTOR OF THE 
DEPARTMENT OF RESEARCH, OF THE AMERICAN FEDERATION 
OF LABOR AND THE CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
AND A DIRECTOR OF THE ECONOMIC POLICY COMMITTEE, 
AFL-CIO 


Mr. Rurrenserc. My name is Stanley H. Ruttenberg and I am 
director of the department of research of the American Federation 
of Labor as well as being director of the economic policy committee 
of the AFL-CIO. 

At the outset, let me make it clear that, in our view, the Nation’s 
excise taxes have to be considered in the context of the Nation’s entire 
tax program. It is our considered recommendation, however, at the 
present time, that Congress permit the excise tax reductions scheduled 
for March 31, 1957, to go into effect. This action would reduce the 
tax on automobiles, automobile parts and accessories, distilled spirits, 
beers, wines, liquors, liqueurs, as well as cigarettes. The estimated loss 
in revenue is between $800 million and $900 million. 

We also recommend that the House Ways and Means Committee 
and the Congress of the United States give serious consideration to 
reducing other excise taxes, particularly those that bear most heavily 
on low- and middle-income individuals. Excise taxes which are regu- 
latory in character, as well as those on luxuries, should be continued, 
but excise taxes on transportation, communications, household neces- 
sities, entertainment, and beer should be reduced. We hope eventu- 
ally they will be eliminated. 

While this subcommittee’s responsibility rests exclusively in the 
excise area, I should like to take this opportunity to mention that we 
believe tax cuts on low- and middle-income individuals should be 
part of the program of the next Congress. In addition, we believe 
that the corporate income tax, due to be reduced from 52 to 47 percent 
on March 31, should not be lowered at this time. 

The revenue lost as a result of the suggested permissive reductions 
on excise taxes on March 31, 1957, as well as further reductions on 
excise taxes and cuts in low- and middle-income individuals’ taxes, 
should and can be offset against the anticipated budget surplus for 
the coming fiscal year. Or the loss can be made up if necessary, by 
adjustments in the tax structure. Such adjustments would eliminate 
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the erosions in the tax base and many of the legal and illegal loop- 
holes and leakages in the total structure. 

The necessity of balancing the budget because of the economic situa- 
tion or making up increasing amounts of revenue to offset enlarged 
expenditures for military needs should not stand in the way of neces- 
sary and important adjustments. 

We believe strongly that excise taxes are unfair and unjust. They 
bear most heavily on the low-income individuals and are at least 
burdensome on higher-income recipients. We have computed the per- 
centage of income spent on such items as tobacco, automobiles, house- 
hold equipment, electrical appliances, and alcoholic beverages at var- 
ious income levels. These calculations show that the higher the in- 
come, the lower the percentage of income spent on such items. This 
simply means that a tax applied to these types of items has the greatest 
effect on those who use the largest share of their income to buy them. 

It has been suggested to this subcommittee that consideration should 
be given to the enactment of either a manufacturers’ excise tax or a 
general sales tax. We feel rather certain that neither this subcom- 
mittee nor the entire Ways and Means Committee would make such a 
recommendation to the Congress of the United States, because such 
taxes, like specific excise taxes, affect low- and middle-income individ- 
uals unfairly. For example, any general excise or sales tax creates 
the greatest burden for those individuals who must spend every penny 
they earn. On the other hand, such a tax has less effect on those in- 
dividuals, particularly in the higher income brackets, who save a sub- 
stantial part of their income. A sales or manufacturers’ excise tax 
obviously does not tax unspent income. 

A recent study of consumer expenditures and savings, prepared by 
the Bureau of Labor Statistics, shows that income groups receiving 
between $1,000 and $6,000 a year, actually spend more than they earn. 
These individuals, whom economists term “dissavers” or “negative 
savers,” are going into debt. On the other hand, the study shows that 
individuals earning $10,000 or more per year save between one-fourth 
and one-fifth of their incomes. 

These savings and dissavings figures illustrate the basic injustice 
of the sales and excise taxes: The tax is based on expenditures rather 
than on the receipt of income. Asa result, those whose incomes make 
it difficult to save, shoulder the greatest tax burden. 

A recent study by Prof. Richard Musgrave of the University of 
Michigan, presented to the Subcommittee on Tax Policy of the Joint 
Economic Committee about a year ago, shows that sales and excise 
taxes are, in the economist’s parlance, “regressive ;” that is, the sales 
tax hits the low-income individuals’ earnings much harder than the 
high-income individuals. For example, the figures show that tax- 
payers at income levels ranging from $2,000 to $7,500 per year spend 
between 534 percent and 414 percent of their incomes for sales and 
excise taxes, while those receiving over $10,000 a year spend only 2.2 
percent of their incomes on such taxes. 

However, the effect of Federal income taxes is just the reverse. 
Families with incomes under $2,000 pay only 3 percent of their 
incomes ; between $4,000 and $5,000, up to 814 percent; and those with 
incomes above $10,000 pay an average of 14.6 percent. 

In the mind of an impartial observer, there can be no question that 
the excise tax—whether it be a general sales or general manufacturers’ 
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excise, or even the specific excises we now have—is unfair, unjust, and 
most burdensome to lowest-income recipients. 

For this reason, we urge to this subcommittee and to the full Ways 
and Means Committee, to: 

1. Recommend that Congress permit the reductions scheduled 
for March 31, 1957, to go into effect ; 

2. Recommend that Congress reduce still further excise taxes 
which affect low- and middle-income individuals unfairly ; 

3. Oppose flatly and firmly any proposals which call for ex- 
tension of excises or a broad, general sales or manufacturers’ 
excise tax. 

This approach to the excise-tax picture must be part of a broader 
treatment of the whole tax structure. While it is not this subcom- 
mittee’s immediate responsibility, an equitable tax program makes 
it essential to— 

1. Continue the corporate tax rate at 52 percent; 

- Enact income tax cuts for low- and middle-income individ- 
uals. 

The budget surplus for the coming fiscal year will be great enough to 
permit certain tax cuts to take place, while other tax adjustments to 
establish equity can be made. ese revisions can be enacted without 
necessarily causing a loss of revenue, if efforts are made to close the 
loopholes and leakages and to stop the erosions of the present corporate, 
individual, estate, and gift-tax structures. 

Mr. Foranp. We thank you, Mr. Ruttenberg. 

Are there any questions ? 

Mr. Esernarter. I just want to say that I think you have made a 
very informative, and what I consider a constructive, statement. Of 
course, I may volunteer that I do not think Mr. Mason will agree with 
me, but it is only a friendly disagreement. 

Mr. Mason. And it is also a friendly disagreement as between my- 
self and Mr. Ruttenberg, because I have different theories of tax- 
ation. 

Mr. Rourreneerc. We have discussed them before this committee 
in the past, Mr. Mason. 

Mr. Foranp. We thank you, Mr. Ruttenberg. 

The next witness is Mr. J. D. Durand. 

Will you identify yourself for the purpose of the record ? 


STATEMENT OF J. D. DURAND, SECRETARY AND ASSISTANT GEN- 
ERAL COUNSEL OF THE AIR TRANSPORT ASSOCIATION OF 
AMERICA 


Mr. Duranp. My name is J. D. Durand and I am secretary and 
assistant general counsel of the Air Transport Association of America, 
oo is composed of substantially all of the scheduled United States 
airlines. 

It is our understanding that the record will be open until Decem- 
ber 14 at which time we will file a very detailed statement. Today I 
have not a prepared statement but a very brief summary of the three 
points we will make in that statement. 

We desire to comment, Mr. Chairman, on two taxes. First there is 
the 10 percent tax on the transportation of persons and the second is 
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the increase in the Federal gasoline tax contained in the Highway 
Revenue Act of 1956. 

With respect to the transportation tax, of course, we urge complete 
repeal of the tax. With respect to the Federal gas tax we make two 
suggestions for amendments to the Highway Revenue Act. 

We suggest and urge that the provisions for annual refunds for 
nonhighway users be made more direct refunds in the case of large 
consumers of gasoline. 

Secondly, we urge that the highway trust fund not include receipts 
from the 2-cent gas tax as applied to nonhighway users. 

Now, speaking very briefly on the transportation tax, the Air 
Transport Association, which is the trade association of the scheduled 
airlines, is a member of the National Conference for Repeal of Taxes 
on Transportation and in our work in that conference we participated 
in the preparation of the testimony of Mr. Ward, who testified on 
Tuesday before this subcommittee, and we endorse very heartily 
Mr. Ward’s testimony. 

I have only one additional point to make with respect to the trans- 
portation tax. We have worked a number of years with the staff of the 
joint committee in attempting to correct discrepancies and inequities 
that exist in the transportation tax law. 

In 1947 we worked on the amendment to remove the tax on travel 
to Europe. We participated in the joint committee’s work on the 
bill that was passed by the last session of Congress exempting certain 
additional travel from the tax. 

It has been our experience that whenever an amendment to the tax 
law is passed, correcting certain transportation tax inequities that 
exist, others are created. The more we study it and the more we work 
on it, the more we are convinced that the only way to remove these 
inequities is to remove the tax entirely. 

I would like to cite you just two examples of the inequities which 
arise under the present law which have the effect of diverting traffic 
from our own United States-flag airlines to foreign airlines. 

If a passenger wants to go from Los Angeles to Paris, he can, for 
the same fare, take different routings. He can use a United States- 
flag airline, namely, TWA, just for example. If he does under pres- 
ent law he will have to pay the tax on that part of the trip from Los 
Angeles to New York which amounts on the round trip to $30.19. 

If, however, he decides that he wants to get the same fare but not 
pay any tax at all, he can take another airline, a foreign airline but 
a very good airline, the Scandinavian Airlines, which flies the so-called 
polar route from Los Angeles to Winnipeg and to Iceland and down 
to Europe on the other side. 

If he takes that route and the fare is exactly the same, he pays no 
tax at all. We think that is a discriminatory situation, and we think 
it is one that should be corrected. 

A similar situation exists taking travel from the east coast to the 
Orient. If I want to go from New York to Tokyo I have my choice 
of American flag airlines or forei flag airlines. The are all good. 
If I want to take an American flag airline, I may take Northwest 
Airlines from New York via Seattle, Anchorage to Tokyo. If I do 
I must pay tax from New York to Seattle, and I get a partial exemp- 
tion to Alaska. I must pay a tax then on the Alaskan portion of the 





860 EXCISE TAXES 


trip, and then I am tax exempt from there. But the tax on the round 
trip is $32.34. 

Now, if I want to go for the same fare between the same two points, 
I can take Trans-Canada Airlines from New York to Vancouver to 
Tokyo, and I will pay no tax at all. The fare is the same and the 
services are competitive and the result inevitably is to divert traffic 
to our good neighbors to the north. 

Perhaps the most dramatic, and at the same time, shocking situation 
of competitive disadvantage and discrimination exists in the case of 
travel from New York to Mexico City by air. I can go on American 
flag airlines from New York to Mexico City or I can take a foreign 
flag airline. If I take an American flag airline, for example, Ameri- 
can Airlines, I must pay the tax from New York to Dallas, which, in 
the case of a round trip is $16.91. American Airlines, like all other 
United States flag airlines, does not have operating rights to operate 
nonstop to Mexico City. On the other hand, there is a foreign flag 
carrier, Air France, which does operate nonstop from New York to 
Mexico City. 

The fare is the same and the services are competitive except that 
since Air France is nonstop the service is faster. If I take Air France 
there is no tax at all. The combination there of the nonstop service 
plus the tax differential which is $16.91 on a round trip, has had the 
effect of diverting a major portion, substantially all of the traffic by 
air from New York to Mexico City, to Air France. 

We think that is a deplorable situation, and we think it is one that 
this committee will be interested in. 

That concludes my comments, Mr. Chairman, on the transportation 
tax. I would like to take just one moment to talk about the refunds of 
the 1 cent increase in the Federal gasoline tax as applied to nonhigh- 
way users and the composition of the trust fund under the Highway 
Revenue Act. 

As you gentlemen know, the Highway Revenue Act in the form 
passed by this committee provided for a flat exemption from the 1 
cent increase of gasoline used by nonhighway users. The airlines 
appeared before this committee and endorsed the principle in the bill 
that the users of the highways should pay for them. We endorsed 
the exemption from the increase of aviation gasoline. 

When the bill was before the Senate, the exemption provisions 
changed and there was a provision for an annual refund fs nonhigh- 
way used gasoline except in the case of bulk users where provision was 
made for a quarterly refund. We likewise endorsed that proposal. 

In conference, however, the bill was modified and the provision was 
inserted for an annual refund to all nonhighway users regardless of 
the amount of tax involved or the amount of gasoline used. That was 
quite a burden on the airline industry. The airline industry uses 
about 1 billion gallons of gasoline a year and that figure is going up 
all of the time. : 

However, on present consumption the industry will have refunds 
accumulating up to slightly in excess of $10 million in the Treasury 
Department before the individual airlines are entitled to refunds. 
Some airlines, some of our larger members, will have as much as $214 
million tied up accumulating up to a period of a year. The smaller 
airlines and local service airlines and the territorial carriers will have 
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smaller amounts. But in their case those smaller amounts are as 
important and perhaps more important than to the large carrier. 

We certainly urge that provision be made in the case of bulk users 
for more frequent refunds than annual refunds. I think quarterly 
refunds would be very helpful. 

There is just one more point, Mr. Chairman, and that is that the 
trust fund as set up under the Highway Revenue Act by the provisions 
of the law, includes the new taxes on highway users and, according to 
the language of the report of this committee, was intended to include 
existing highway-user taxes. 

If I may, I will read very briefly from the committee’s report. This 
committee said : 

Title 2 of H. R. 10660 also allocates to the highway trust fund the equivalent 
of the revenue derived from certain existing highway-user taxes. As recom- 
mended by the President, the present 2-cent tax on gasoline and other motor 
fuels is allocated to the highway trust fund. 

In addition, beginning July 1, 1957, the bill allocates for the use of the high- 
way program, an amount equal to the collections from the present 5-cents-per- 
pound tax on tires and from the present 9-cents-per-pound tax on inner tubes. 

The Committee on Ways and Means believes that it is proper to use the exist- 
ing taxes on tires and inner tubes to aid in the financing of an expanded highway 
program, since they are just as clearly highway-user taxes as are motor fuel 
taxes which Congress has traditionally recognized as such. 

It is clear to us, Mr. Chairman, from that quotation, that your com- 
mittee intended that the receipts from the gasoline tax al the tires 
and tubes tax collected from highway users should be assigned to 
the trust fund. It was equally chon to us that it was intended that 
these receipts from corresponding taxes as applied to aviation gaso- 
line and aviation tires and tubes, should not be assigned to the highway 
trust fund. 

Now, it is true that airline aircraft fly on Federal highways but 
they are the highways of the sky, the Federal airways system. At 
the present rate on gasoline the airlines will pay approximately $2014 
million in Federal gasoline taxes in 1956 and $21,700,000 in 1957— 
that is an estimate, of course—$26 million in 1958, and approximately 
$30 million in 1959 with corresponding increases in future years. 

We have carefully studied, with the Department of Commerce 
and the CAA, the cost of providing a Federal airways system and 
we find that our fair share of the cost of paying for that system 
is substantially the amount of tax that we pay on aviation gasoline 
to the Federal Government. We feel that it is our payment for the 
use of the Federal airways system and, therefore, it is not properly in 
the highway trust fund and it should be removed from the trust fund. 

Mr. Foranp. We thank you. 

Mr, Mason. You are now paying taxes on rubber and inner tubes 
and those things; are you not! 

Mr. Duranp. Yes, sir. 

Mr. Mason. And it is going into the general fund and you now 
say pos do not want it taken out of the general fund and applied to 
the highway trust fund, is that your complaint on that? 

Mr. Duranp. In essence, that is right, sir. 
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(The following letter was later received from Mr. Durand:) 


Arg TRANSPORT ASSOCIATION OF AMERICA, 
Washington, D. C., December 14, 1956. 
Hon. AIME J. ForAnp, 
Subcommittee on Excise Taxes, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear Mr. Foranp: The following statement is submitted by the Air Trans- 
port Association of America (ATA) on behalf of its membership, which is com- 
posed of substantially all of the scheduled United States-flag airlines. It sup- 
plements the oral statement made to the subcommittee on December 6, 1956, by 
J. D. Durand, secretary and assistant general counsel of ATA. 


I. The Federal taz on the transportation of persons should be repealed 


ATA urges the subcommittee to recommend repeal of the 10-percent Federal 
excise on the transportation of persons. ATA is a member of the National Con- 
ference for the Repeal of Taxes on Transportation. Mr. Donald G. Ward, chair- 
man of the conference, presented to the subcommittee the views of that confer- 
ence on the transportation taxes. ATA participated in the preparation of Mr. 
Ward’s statement and we heartily endorse it. 

For a number of years ATA has worked with the staff of the Joint Committee 
on Internal Revenue Taxation with a view to amending this tax to correct hard- 
ships and inequities which it produces. We have found that the various amend- 
ments which were adopted by Congress, for example, in 1947 with respect to 
travel to Europe and South America, and this year with respect to travel to 
Central America and the Caribbean, correct certain inequitable and discrimina- 
tory situations, but also create new ones. After years of effort and study we 
have concluded that the only sensible course is complete repeal of the tax. A 
citation of some of the discriminatory situations which exist under the present 
law, which divert traffic from United States-flag airlines to foreign airlines, will 
amply demonstrate the soundness of that conclusion. 

If a passenger desires to go from Los Angeles to Paris, he can, for exactly 
the same fare, take a United States-flag carrier, for examr\e, TWA, or a foreign- 
flag carrier, for example, the Scandinavian Airlines System (SAS). SAS flies 
what is known as the polar route from the west coast. Since that carrier does 
not make an intermediate stop in the United States, after leaving Los Angeles, 
it is able to sell the passenger the entire round-trip tax free. TWA, on the other 
hand, stops in New York en route to Paris and, therefore, must collect tax from 
the passenger on the Los Angeles-New York portion of the trip. On the round 
trip (for which the fare is $1,153.10), the tax amounts to $30.19. Since both of 
these carriers offer a competing service to Europe, this substantial differential 
in the cost is a serious discrimination against the American-flag carrier. 

A similar example of discrimination can be found in the case of air travel 
from Seattle to Paris. If the passenger desires to make the trip on United States- 
flag airlines, he will travel from Seattle to New York via either Northwest Air- 
lines or United Air Lines, and from New York to Paris via Pan American or 
TWA. If he follows that routing, he will have to pay a tax of $30.19 on the 
round trip. He can, however, avoid the tax by traveling a Canadian-flag airline, 
Trans-Canada Airlines, from Seattle to Montreal, changing planes there and 
continuing on Trans-Canada to Paris. Since Trans-Canada does not make an 
intermediate stop in the United States, they can, under existing law, sell the entire 
trip tax-free. The fare is exactly the same via either routing, and the services 
are competitive. 

Similar discriminatory situations exist with respect to travel from the east 
coast of the United States to points in the Orient. If a passenger desires to go 
from New York to, for example, Tokyo, he can make the entire trip on either 
United States-flag or foreign-flag carriers. He can, if he wishes, take Northwest 
Airlines to his destination. In that event he would have to pay a tax on the 
round trip (fare of $1,480.50) of $32.34. He can, however, avoid the entire tax 
by taking Trans-Canada Airlines from New York to Vancouver and Canadian 
Pacific Airlines from Vancouver to Tokyo. The fare in both cases is exactly the 
same, and the services are comparable services. 

One final example will suffice to show the discriminatory and inequitable 
nature of the tax. An air traveler who desires to go from New York to Mexico 
City has his choice, for identical fares, of using either United States-flag airlines 
or a foreign-flag airline, Air France. He can take American Airlines from New 
York to Mexico City. American does not have authority to fly nonstop from 
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New York to Mexico City. Consequently, the passenger has to pay tax on the 
New York-Dallas part of the trip, the tax amounting, in the case of a round trip, 
to $16.91. A similar situation exists if the passenger desires to make the trip 
via Eastern Air Lines and Pan American Airways. The passenger will travel 
Eastern from New York to Houston, and Pan American from Houston to Mexico 
City. This will involve a tax of $18.50. Air France, on the other hand, since it 
operates a nonstop service from New York to Mexico City, can sell the entire trip 
tax free. Since the round-trip fare is $276.20, the tax differential which the 
United States-flag carriers are subject to, added to the nonstop character of the 
Air France operation, has resulted in diverting substantially all of this traffic 
from the United States-flag carriers to Air France. 

The only wise thing which can be done with the transportation tax is to repeal 
it. 

II. The Highway Revenue Act of 1956 should be amended to provide either an 
exemption from the 1-cent gasoline tax increase in the case of bulk users for 
nonhighway purposes, or frequent refunds of the 1-cent increase in the case 
of such users 


In keeping with the highway-user principle contained in the bill, nonhighway 
users ultimately will not be subject to the additional 1-cent-a-gallon excise 
imposed on highway users. We endorsed this principle in testimony to both 
the Ways and Means Committee of the House and the Finance Committee of 
the Senate, and were pleased to see the bill as finally passed incorporate this 
principle. The House version of the highway bill provided for a flat exemption 
from the increased tax for nonhighway users. The Senate version altered this 
provision, providing for a refund of the tax to nonhighway users, a quarterly 
refund to nonhighway users of more than 100,000 gallons of fuel per quarter and 
an annual refund to all other nonhighway users. However, in conference, this 
provision was further amended to provide an annual refund to all nonhighway 
users. 

The air transport industry presently uses approximately 1 billion gallons of 
gasoline a year, and, under the Highway Revenue Act of 1956, will accumulate a 
$10 million annual refund during fiscal 1957. Several of the large airlines will 
have sums exceeding $2 million tied up in refundable tax collections, which they 
will not be able to recover from the Treasury Department until the end of the 
fiscal year. A similar situation also exists with regard to the smaller airlines 
which, although having a lesser amount of refunds involved, likewise have pro- 
portionately smaller amounts of working capital available to them. The gaso- 
line consumption of the airlines is rising rapidly each year. Consequently, unless 
relief is afforded from the annual refund provision, the amounts tied up in annual 
refunds will increase substantially each year. 

With the airlines’ financial resources strained to the utmost to finance the 
conversion from piston aircraft to jet aircraft, this “freezing” of substantial 
portions of their working capital imposes a serious and unwarranted hardship. 
Accordingly, we urge that the Highway Revenue Act be amended to provide 
either an exemption from the 1-cent increase in the case of bulk users of gasoline 
for nonhighway purposes, or frequent (monthly or quarterly) refunds of the 
1-cent tax in the case of such users. 


III. The Highway Revenue Act of 1956 should be amended to exclude from the 
highway trust fund the receipts from the Federal gasoline tar as applied to 


aviation gasoline, and the receipts from the Federal taz on aircraft tires and 
tubes 


Section 209 of the Highway Revenue Act of 1956 established a highway trust 
fund, and allocates to the trust fund the receipts from all of the new or additional 
highway-user taxes imposed by title II of the bill. This allocation is certainly 
consistent with the principle approved by the Congress that the users of the 
highways constructed under this legislation should pay for them.. 

However, section 209 also allocates to the highway trust fund the receipts 
from certain existing taxes which cannot, by any stretch of the imagination, be 
regarded as highway-user taxes—specifically the 2-cent tax on aviation gasoline 
and the tax on aircraft tires and tubes. This is not only an improper allocation, 
but it is contrary to the intention expressed in the statement of the Ways and 
Means Committee on the trust fund provision (House Rept. No. 2022, 84th Cong., 
-d sess.). The committee’s statement reads, in part, as follows (p. 48) : 

“Title II of H. R. 10660 also allocates to the highway trust fund the equivalent 
of the revenue derived from certain existing highway user tares. As recom- 
mended by the President, the present 2-cent tax on gasoline and other motor 
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fuels is allocated to the highway trust fund. In addition, beginning July 1, 1957, 
the bill allocates for the use of the highway program an amount equal to the col- 
lections from the present 5-cent-per-pound tax on tires and from the present 
9-cent-per-pound tax on inner tubes. The Committee on Ways and Means be- 
lieves that it is proper to use the existing taxes on tires and inner tubes to aid 
in the financing of an expanded highway program, since they are just as clearly 
highway-user taxes as are the motor-fuel taxes which Congress has traditionally 
recognized as such.” [Italics added.] 

It is clear that the Ways and Means Committee intended that the receipts from 
the gasoline tax and from the tax on tires and tubes, collected from highway 
users, should be assigned to the highway trust fund. It is equally clear that it 
was intended that the receipts from these taxes, as applied to gasoline consumed 
in aircraft, and tires and tubes used on aircraft, should not be assigned to the 
trust fund. 

Airline aircraft fly on Federal highways but they are highways of the sky— 
the Federal airways system. The taxes the airplanes pay to the Federal Gov- 
ernment on aviation gasoline and aircraft tires and tubes are their payment for 
the use of the Federal airways system. According to official Government state- 
ments, the federally provided airways system costs approximately $75 million 
a year. The military agencies are the predominant users of these airways. 
The airlines are next in line, and all other civil aviation constitutes the 
remainder. 

At the present 2-cent rate, the airlines will pay approximately $20,500,000 
in Federal gasoline taxes in 1956, an estimated $22,700,000 in 1957, $26 million 
in 1958, and $29,200,000 in 1959. Corresponding increases are predicted for 
future years. The airlines pay approximately $100,000 per year in Federal 
taxes on aircraft tires and tubes—or $1,600,000 over the 16-year period covered 
by the highway trust fund. 

A careful study of the relative use of the airways system by the three classes 
of users mentioned above, indicates that the airlines, through the Federal gaso- 
line tax and the tax on aircraft tires and tubes, are paying their fair share of 
the cost of the airways system. It would be unfair and inequitable, and contrary 
to the underlying principle on which the Ways and Means Committee statement 
is based, to allocate any part of this taxpayment to the highway trust fund. 

We are not asking that the Federal taxes on aviation gasoline and on aircraft 
tires and tubes be repealed. We are only asking that section 209 of the Highway 
Revenue Act of 1956 be amended to exclude them from the highway trust fund. 


IV. The exemption from the Federal communications tax, provided by section 
4253 (f), should be continued and should be broadened to include leased-wire 
service between points in a local exchange area, 


Under section 4253 (f) of the Internal Revenue Code, common carriers, such 
as airlines, have an exemption from the Federal communications tax with respect 
to leased wires, teletypewriters, or talking circuit special services used by them 
in the conduct of their business. Under section 133 of the Forand bill (H. R. 
12298, 84th Cong., 2d sess.), common carriers would no longer have an exemption 
from the communications tax with respect to their teletypewriter service. Tele- 
typewriters are a vital part of the airlines’ communications systems, and are 
indispensable to the safe and expeditious operation of aircraft in the public 
interest. Removal of the exemption on this indispensable method of communi- 
cation, which has existed for many years under the internal-revenue laws, is 
clearly unwarranted and unnecessary. The Forand bill should be amended to 
continue this exemption. 

Under section 4253 (f) of the code, as interpreted by the Internal Revenue 
Service, common carriers also have an exemption for private leased wires, used 
in the conduct of their businesses, between points in different telephone-exchange 
areas. If the leased wire connects points within a local exchange area, the 
Internal Revenue Service has ruled that the exemption does not apply. With 
advances in telephone service, local exchange areas have become larger and 
larger, with a consequent diminution of the common-carrier exemption. The 
Forand bill, as presently drawn, does not meet this problem. Accordingly, we 
urge that section 133 of the bill be amended to make it clear that the common- 
carrier exemption applies to leased-wire circuits (usually dial-telephone cir- 
cuits), connecting points within a local exchange area, used by common carriers 
in the conduct of their business. 

Respectfully yours, 
J. D. Duranp, 
Seerctary and Assistant General Counsel. 
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Mr. Foranp. If there are no further questions, we thank you. 
The next witness is Mr. Daniel M. Gribbon. Will you come for- 
ward, please, and identify yourself for the record ‘ 


STATEMENT OF DANIEL M. GRIBBON, OF THE LAW FIRM OF 
COVINGTON & BURLING, REPRESENTING THE INTERNATIONAL 
BUSINESS MACHINES CORP. 


Mr. Grisson. My name is Daniel M. Gribbon, and I practice law 
in the District of Columbia with the firm of Covington & Burling. We 
have submitted to you a statement regarding the excise-tax situation 
of International Business Machines Corp. They are engaged in the 
manufacture of a broad line of business machines used in various 
types of operations. Its main office is in New York, and it has branch 
and factory locations throughout the United States. 

I do not propose to read the statement that we have submitted 
because I realize that your time is limited. I would like to ask that 
it be printed and considered by your committee and included as a 
part of the official record, and I would like to speak briefly to the two 
major points we have raised in our statement, if I might. 

( The statement referred to is as follows :) 


STATEMENT ON BEHALF OF INTERNATIONAL Business Macutnes Corp. 
I. FEDERAL EXCISE-TAX POLICY 


This statement is primarily concerned with certain technical and 
administrative problems. Before proceeding to these problems, how- 
ever, | wish to make it clear that IBM’s concern with these details 
of the excise-tax system should not be taken as implying acquiescence 
in the present system of raising revenues through severely high excise 
taxes on certain selected industries and products. The tax on business 
machines is an example of the casual way in which the excise-tax 
structure has developed over the 25 years of its existence without the 
benefit of long-range tax planning. 

The manufacturers’ excise tax on a few luxury items began in 1932 
as a temporary measure to raise revenue in a national fiscal emergency, 
but despite the recovery of the economy the tax was never allowed to 
expire. In 1941 the tax was extended—again as a temporary emer- 
gency measure—to additional items, including business and store ma- 
chines, on the theory, apparently, that these machines used steel and 
other materials vital to the defense program. Despite the complete 
disappearance in our present economy of any reason to discourage 
production of business machines, the excise tax continues to harass 
the manufacturers of business machines and other selected products 
while many manufacturers are completely free of the tax. 

At the time the tax on business machines was first proposed, repre- 
sentatives of the industry protested vigorously,’ pointing out the far- 
reaching effect of the tax, epee | on small independent concerns. 
Business machines are vital to every kind of business, from the smallest 


to the largest. For instance, it is difficult to imagine even the smallest 


1 Hearings on Revenue Act of 1941 before Senate Finance Committee, 77th Cong., 1st 
Sess., pp. 275-290 (1941). 
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business which today could operate without the typewriter or the 
adding machine. Business machines are the tools of business. They 
bear the same relationship to business as machine tools to factories, 
farm machinery to the farmer; they are like the carpenter’s tools or 
the plumber’s tools. None of these other tools of labor and industry 
are subject to excise tax, and the continued discrimination against 
business machines is completely unjustified in the present economy. 

The Treasury has taken a position against any change in the present 
excise-tax system that would result in a loss of revenue. We recognize 
that in the present fiscal situation, any reduction of revenues presents 
a problem for the Treasury, but this must not prevent your reappraisal 
of the structure of the present manufacturers’ excise tax, with particu- 
lar attention to fairness, a basic prerequisite of any taxing system 
in a democracy. As your chairman observed after the testimony of 
the Treasury witnesses at the hearings before this subcommittee last 
year, the dollar should not be placed ahead of fairness to all con- 
cerned.? Once the standard of fairness is applied, it is obvious that a 
complete overhaul of the manufacturers’ excise tax is required. 

With the understanding that we are generally opposed to the present 
tax on business machines as discriminatory, I sibenianes to discuss 


two of the most acute technical and administrative problems faced 
by the business machine industry under the present law. 


II, TECHNICAL AND ADMINISTRATIVE PROBLEMS RELATING TO THE TREAT- 
MENT OF LEASES IN THE CASE OF THE MANUFACTURERS’ EXCISE TAX 


(a) Discrimination arising from the difference between sales and leases 

Two of the most pressing problems besetting IBM and its lessees 
arise from the fact that the present law is a tax on sales, and, in the 
manner of an afterthought, it summarily declares that a lease “shall 
be considered a taxable sale” (sec. 4217, Internal Revenue Code of 
1954). A lease, however, differs from a sale in several vital respects, 
and the law should recognize this difference and provide that a lease 
is simply to be taxed like a sale, instead of decreeing that a lease shall 
conform to the rules designed for sales. 

IBM is vitally concerned with this matter because it leases thousands 
of business machines to its customers. Although as of January 1 
1957, all IBM machines will be available for purchase, a substantial 
number of customers will continue to lease. Therefore, the discrimi- 
nation against leases in the present law will continue to be a major 


problem for IBM and its customers unless Congress corrects the 
situation. 


(6) The present law taxes sales once but leases are taxed forever; the 
solution is to extend to business machines the realistic treatment 
already given to utility trailers and proposed for all other major 
leased articles 

The paramount purpose of this statement is to ask for equal treat- 
ment for business machines--equal to the treatment already available 
to the manufacturers of utility trailers and now pro for eve 


other major industry in which the manufacturer-leasing business is 
significant. 


* Hearings on Excise Tax Technical and Administrative Problems before a subcommittee 
of the Committee on Ways and Means, 84th Cong., 1st sess., p. 185 (1955). 
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Perhaps the problem faced by the business machine industry can 
be illustrated by the case of an IBM customer. Suppose a small 
manufacturing concern which we will call the X YZ company leases 
from IBM an installation of machines which will accomplish a wide 
variety of office work such as accounts payable and receivable, cost 
accounting, payroli and personnel records, production control, budget- 
ary control, billing, sales analysis, and general property accounting. 

The XYZ company may not be in a position to purchase outright 
this installation of machines which would retail new at $64,900. If 
the XYZ company purchased these machines the total excise tax with 
respect to these machines would be $3,894. Because, however, the 
XYZ company leases these machines, the law requires that an excise 
tax of 10 percent be paid on each and every lease payment it makes. 
Since the monthly rental for this installation of machines is $1,020 
per annum plus the tax of $102, the XYZ company will in slightly 
over 3 years have paid as much excise tax as it would have been re- 
quired to pay had it purchased the installation outright. So long 
thereafter as the XYZ company continues to lease this installation, it 
will be required to pay additional taxes which will be over and above 
the amount that would have been collected upon a purchase of the 
installation. 

Moreover, it is by no means clear under the present law that if the 
XYZ company should later decide to purchase the installation it 
would receive any credit against the 10-percent excise tax that would 
be due on the purchase price. In addition, another company leasing 
or purchasing the installation after it has been used by the XYZ 
company would also be required to pay the full excise tax on lease 
payments or the purchase price. This is not true in the case of a 
lease of a business machine which has once been sold or the second 
sale of a business machine. Such machines under the present law 
are completely free of further excise tax. 

The eternal taxability of the lease arises from the awkward word- 
ing of the present section 4217 which categorically requires that “the 
lease of an article * * * shall be considered a taxable sale of such 
article.” It is clear that this language was put into the law for the 
sole purpose of preventing evasion of the tax “* * * bya lease contract 
which nn not involve passage of title” (S. Rept. 665, 72d Cong., 
Ist sess., p. 44 (1932)). Unfortunately its effect has been to place 
lessors and lessees at a gross disadvantage compared to those who 
sell and purchase similar products. 

The solution to the problem is very simple. All that is necessary 
is the recognition that a lease is not a one-time transaction like a sale 
but that it can go on indefinitely. The initial lease of an article 
should be approximated to a sale and a total tax should be computed 
at that time, so that however a manufacturer may market its prod- 
uct, the excise tax will be the same. As I have indicated, this recog- 
nition of the true nature of the lease has already been put into law for 
one group of taxpayers ; namely, the manufacturers of utility trailers 
for passenger cars. Subsection (d) of section 4216 of the Internal 
Revenue Code of 1954, which was added to the law last year, permits 
the manufacturer who leases a utility trailer for use with a passenger 
car to pay a “total tax” on each leased trailer. 

This total tax is computed by applying the tax on sales of such 
trailers to the fair market value of the leased trailer. The manu- 
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facturer pays a tax equal to the applicable percentage of each rental 
payment received until the total tax has been paid. Thereafter no 
tax is due, whether the trailer remains subject to the same lease, a new 
lease, or is sold. If the trailer is sold before the total tax is —_ 
the purchaser pays a tax equal to the difference between the total tax 
and the amounts previously paid. 

There is no reason why this solution should not be extended to all 
leased articles, H. R. 12298, the omnibus excise tax bill which came 
out of the deliberations of this subcommittee last year, would extend 
this solution to all other affected industries except business machines.* 
The purpose of this statement is to urge that this discrimination 
against the business-machine industry be eliminated. 

In testimony before this subcommittee in 1955, Treasury officials 
conceded that the trailer-lease provision should logically and equitably 
be extended to leases of all taxable articles including business ma- 
chines, but they opposed any extension at that time on the sole ground 
that it would result in a loss of revenues.* Surely whatever revenues 
the United States may need should be raised through an overall tax 
rate sufficient to produce the necessary funds, not by prolonging a 
discriminatory situation. Furthermore, the Treasury’s position is 
seriously weakened by its failure to offer the subcommittee any esti- 
mate of the loss in revenue which would result if business machines 
were given the trailer-lease treatment along with all of the other 
affected articles. 

The Treasury’s position is, of course, directly contrary to the basic 
principles laid down by Congress when it first enacted this excise 
tax law. The House report on the 1932 revenue law stated that: 

It is of utmost importance that the tax be imposed and administered uniformly 
and without discrimination. Each member of a competitive group must pay 
upon substantially the same basis as all his competitors, even though his sales 
methods may differ (H. Rept. 708, 72d Cong., 1st sess., p. 32 (1932) ). 

We have a a draft of section 4217 of the 1954 code as it 
might be amended in accordance with our proposal and have attached 
this draft to our statement, for the consideration of the subcommittee.® 
Basically, we would extend section 119 of the Forand bill to all tax- 
able articles subject to lease simply by substituting the term “an 
article” for each reference to specific items.® In addition, we would 
suggest certain technical changes which are discussed in detail in 
the next section. 


lil, THE TECHNICAL ADEQUACY AND SUBSTANTIVE SUFFICIENCY OF SECTIONS 
119 OF H. R. 12298 (FORAND BILL) 


1. Section 119 should be extended to all leased articles 


Our primary objection to section 119 is that it fails to include busi- 
ness machines. There is absolutely no justification for this discrimi- 


* The bill enumerates the articles to which the trailer-lease treatment would apply. 


and no article that is leased in significant quantities is omitted, other than business 
machines, Cf. the report of this subcommittee to Ways and Means Committee, dated 
April 20, 1956, at p. 20. 

, * Hearings on Excise Tax Problems, supra, pp. 58, 100-101, 134-135; report of Joint 

Committee on Internal Revenue Taxation to Subcommittee on Excise Tax Technical and 
seeeeeirative Problems, House Committee on Ways and Means, pp. 18-19 (January 
996). 

5 Appendix A is a draft of our eeeeg om amendment; in appendix B we have reproduced 
sec. 119 of the Forand bill, striking the portions we propose to eliminate and adding, 
italicized, the changes we propose. 

*This recommendation has already been made to this subcommittee by the National 
Association of Manufacturers. See p. 3 of the statement submitted at these hearings by 
Mr. Charles R. Orem, Jr. P 
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nation. Therefore, our draft would eliminate the references in lines 
18-21 on page 14 of the Forand bill to specific articles and use instead 
the phrase “an article which is taxable under this chapter,” and 
all other references to specific articles would also be omitted. 


2. The law should make it clear that the tax rate applies to the fair 
market value of the article at wholesale 

Subparagraph (A) of both paragraph (1) and paragraph (2) of 
section 119 (b) of the Forand bill specifies that in the case of the first 
lease of an article the applicable rate of tax shall be based on the fair 
market value of the article on the date of the lease. Our draft has 
added the words “at wholesale” after the words “fair market value” 
to make it clear that leases will be entitled to the same treatment as 
sales. 

Under the present section 4216 (b), when a manufacturer sells an 
article at retail, that is, directly to the ultimate consumer, the Service 
is authorized to recognize a constructive wholesale price as the price 
on which the excise tax is to be computed. For example, where a busi- 
ness machine is sold directly to a customer, the Service will usually 
recognize a constructive wholesale price of 60 percent of the actual 
sales price as the price on which the tax should be based, and accord- 
ingly the 10 percent tax on a machine that is sold at retail for $1,000 is 
$60 rather than $100. 

Leases are, of course, retail in nature, being made to the ultimate 
consumer. Since the tax is a manufacturer’s tax, to be imposed at the 
wholesale level, the basis on which the tax is imposed in the case of a 
lease should be the wholesale value of the article. While apparently 
the Treasury does agree in principle that the wholesale value is the 
proper criterion, the term “wholesale” should appear in the law itself, 
in order to make this matter perfectly clear. 

Another approach to the problem would be to authorize the Revenue 
Service to recognize a “constructive lease price” similar to the con- 
structive sales price authorized in section 4216 (b). 


3. A cross reference should be made to the recommended provision for 
excluding maintenance charges from the taxable portion of a 
lease 


Our draft has added a parenthetical phrase in line 8 of page 15 of 
the Forand bill in order to refer to the additional sentence in sec- 
tion 4216 (c), which will be proposed in the next section of this state- 
ment, authorizing the Secretary to exclude from tax that portion of a 
lease payment which is attributable to maintenance. In any case 
where the taxpayer has elected to pay a “total tax,” this provision 
would operate only to apportion the burden of the payment of the 
total tax in a more equitable fashion. Under this election, the tax- 
payer must still pay tax, until the total tax is paid, at the rate appli- 
cable to sales, on the full amount of each lease payment as received. 
It should be made clear, however, that where the total tax is to be paid 
as lease payments are received, the lease payment for tax purposes 
should not include that portion of the payment attributable to 
maintenance. 


4. The rate of tax to be applied to each lease payment should be the 
rate in effect when the payment is received 

At lines 9 and 10, on page 15, of section 119 of the Forand bill, it is 

provided that each tax payment with respect to the receipt of a lease 
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payment shall be determined by a percentage of such payment equal to 
the rate of tax applicable “on the date of the first lease to which this 
subsection applies.” Under the present trailer-lease statute, the 
amount of each tax payment is determined at the rate in effect on sales 
of such articles at the time the lease payment is received. (See also 
Revenue Ruling 56-480, I. R. B. No. 39, p. 12.) Your report to the 
Ways and Means Committee does not indicate the reason for this 
variation from the present law. 

Under the present trailer-lease law, the manufacturer collects tax 
from a lessee only at the rate currently in effect, but he continues to 
collect until the total tax (at the rate in effect at the initial lease) has 
been paid. Under the Forand bill, if there should be a reduction in 
the tax rate, for example, from 10 to 5 percent, the manufacturer 
would be required to continue to collect at the rate of 10 percent 
from a prior lessee while only at the rate of 5 percent from other 
lessees and purchasers. This would surely cause resentment on the 
part of the prior lessees and would place the lessor-manufacturers at 
an embarrassing disadvantage. Since the present provision has the 
effect merely of extending the period for payment of the tax and does 
not reduce the total tax payable over the lease of any machine leased 
prior to any reduction in tax, no revenue would be saved by the change 
so in the Forand bill. Therefore, we have followed the present 

aw in our draft. 


5. Provision should be made for repeal of the tax or the obsolescence 
of a leased article 


An analysis of both the present trailer-lease statute and the Forand 
bill reveals that no specific provision is made for the event of an out- 
right repeal of the excise tax. We believe that a fair interpretation 
of the language and the purpose of these provisions is that no further 
tax would be due in the event the tax was repealed or the article be- 
came unusable. It might be contended, nevertheless, that a manufac- 
turer incurs a fixed total tax liability upon the making of a lease tax- 
able under these provisions. It would be most inequitable to force a 
manufacturer to fulfill such liability where the excise tax on his 
product has been repealed, or in the event that the product has be- 
come obsolete and is no longer leasable before the total tax has been 
paid thereon. In the event of repeal of the excise tax, surely cus- 
tomers would demand initial leases on new articles not subject to 
tax rather than to continue to contribute toward the manufacturer’s 
remaining tax liability on an old article. The manufacturer should 
not be held liable for the remaining tax on any article which it could 
not persuade any customer to purchase or lease. Accordingly, our 
draft has added a new subsection (c) to section 4217 in order to take 
care of this problem. 


IV. THE MANUFACTURERS’ EXCISE TAX SHOULD NOT BE APPLICABLE TO THE 
PORTION OF A LEASE PAYMENT ATTRIBUTABLE TO MAINTENANCE 


Let us return to the XYZ company for a moment to illustrate an- 
other ore facing the lessee (but not the purchaser) of an installa- 
tion of machines subject to the manufacturers’ excise tax. IBM must 
furnish machines to its lessees which will operate at optimum ability 
and is quick to answer calls from them for service and repair. IBM 
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also makes regular inspections and does preventive maintenance work 
to minimize breakdowns. The machines, which are extremely in- 
tricate and complicated, represent one of IBM’s most valuable capital 
assets, and, therefore, it is vital that they are properly maintained so 
that they will remain in good running order for their normal span 
of life whether leased to the XYZ company or to subsequent lessees. 
A charge for machine maintenance is included in the rental charge 
for the machines leased to the XYZ company. Beginning January 1, 
1957, IBM will offer comparable machine maintenance services to its 
customers who purchase machines and thus the portion of the rental 
charge that covers machine maintenance will be ascertainable. 


6. The requirement that a manufacturer be engaged in sales of the 
leased article should be eliminated 


At lines 11 to 17 on page 16 of the Forand bill, section 119 provides 
that a manufacturer-lessor will not be eligible to make the election 
offered under the new section 4217 (b) unless it is also engaged in the 
business of selling the same kind of article. This requirement was 
included, according to your report to the Ways and Means Committee, 
“because of difficulty in determining fair market price where no sales 
are made” (p. 19). This problem will not concern IBM directly 
because, as I have already indicated, as of the first of next year IBM 
will be offering all of its machines for sale to its customers. Neverthe- 
less, we have eliminated this requirement from our draft because 
we can see no reason for it. It merely adds another complication to the 
law and will make its administration more difficult. The difficulties, 
if any, in determining a fair market price for an article can be over- 
come by reference to sales by other manufacturers. And in any event, 
the Commissioner will surely reserve the right to make an independent 
judgment of the fair market price of any article, whether or not its 
manufacturer is also engaged in the business of selling. 

The XYZ company will pay the 10 percent tax on its entire monthly 
rental payment of $1,020, even though approximately $265 of that 
amount will be attributable to maintenance service rather than use 
of the machines. The Revenue Service has taken the position that 
sections 4216 and 4217 of the Revenue Code tax all payments received 
under a lease. Therefore, the XYZ company will pay 10 percent more 
for the maintenance of the machines it leases than its competitor who 
purchases the same machines and who contracts separately for the 
maintenance of the machines. 

Again the solution to the problem is simply to recognize the lease 
as a transaction that requires a separate consideration because the 
manufacturer has a legitimate reason for requiring the lessee to use 
its maintenance service where it still owns the equipment. Therefore, 
we recommend that a new sentence be added to subsection (c) of 
section 4216 to give the Secretary of the Treasury specific authority 
to exclude from tax that portion of the payment attributable to main- 
tenance service, even where the service is a condition of the transaction, 
provided that the amount of such payment is established as reason- 
able. A draft of such an amendment to section 4216 (c) is also attached 


to our statement as appendix C, for the consideration of the sub- 
committee. 





872 EXCISE TAXES 


Vv. RECOMMENDATIONS 


We urge the subcommittee to recommend the following technical 
and administrative changes in the present law : 

1. That the present “trailer-lease” type of election provided for in 
section 4216 (d) of the Internal Revenue Code be extended to all 
leased articles by the amendment of section 4217, and that such legis- 
lation : 

(a) base the tax on the fair market value of an article at whole- 
sale, 

(6) provide that the tax be paid at the rate of tax in effect 
at the time each lease payment is made, 

(c) provide specifically that the manufacturer will not be liable 
for further tax in the event that the tax is repealed or the article 
can no longer be leased or sold, and 

(7) make no requirement that the taxpayer be engaged in the 
business of selling the same kind of article; and 

2. That the law provide that the Secretary of the Treasury be au- 
thorized to exclude from tax that portion of a lease payment attribut- 
able to maintenance. 

( Appendixes referred to follow :) 


APPENDIX A 
PROPOSED AMENDMENT OF SECTION 4217 oF THE INTERNAL REVENUE CODE 


SEC. 4217. LEASE CONSIDERED AS SALE. 


(a) GENERAL RuLe.—For purposes of this chapter, the lease of an article (in- 
cluding any renewal or any extension of a lease or any subsequent lease of such 
article) by the manufacturer, producer, or importer shall be considered a sale of 
such article. This subsection shall not apply to the lease of an article on which 
the tax has been paid in the manner provided in subsection (b) (1) or the total 
tax has been paid in the manner provided in subsection (b) (2). 

(b) Execrion To Pay Torat Tax.—In the caSe of any lease described in 
subsection (a) of an article which is taxable under this chapter, there shall be 
paid, at the election of the taxpayer— 

(1) upon the first lease of such article to which this subsection applies, a 
tax at the applicable rate specified in this chapter based— 
(A) if such lease is the first lease of the article, on the fair market value 
at wholesale of the article on the date of such lease, or 
(B) if such lease is not the first lease of the article, on the adjusted basis 
(determined under section 1011) of the article on the date of such lease, or 
(2) upon each lease payment (as defined in subsection (c) of section 4216) 
with respect to such article, a percentage of such payment equal to the rate 
of tax which would then be imposed under this chapter upon the sale of such 
article until the total of the tax payments under such lease and any prior 
lease to which this subsection applies equals the total tax. In any case where 
an article which has been leased is sold before the total tax has been paid, the 
tax payable on such sale shall be the different between the tax paid on the 
lease payments and the total tax. For purposes of this paragraph, the term 

“total tax” means the tax computed, at the rate in effect on the date of the 

first lease to which this subsection applies— 

(A) if such lease is the first lease of the article, on the fair market value 
at wholesale of such article on such date, or 

(B) if such lease is not the first lease of the article, on the adjusted basis 
(determined under section 1011) of such article on such date. 

However, in any case where an article which has been leased is sold before 
the total tax has been paid, the total tax shall not exceed a tax computed, at 
the rate in effect on the date of the first lease to which this subsection applies, 
on the price for which the article is sold plus the total of the payments re- 
ceived by the lessor in respect of such article under leases to which this 
subsection applies. 





EXCISE TAXES 873 


For purposes of this subsection, any lease existing on the effective date of this 
subsection shall be considered as having been entered into on such date; but in 
applying subparagraphs (A) and (B) of paragraph (1) or paragraph (2), such 
lease shall be considered as not the first lease of the article. 

(c) Exception.—Notwithstanding subsections (a) and (b), no taxpayer 
shall be liable for tax with respect to an article subject to a lease to which sub- 
section (b) applies at any time when— 

(1) the same article would not, if sold, be subject to tax under this chapter, 
or 

(2) no lease or sale payment is received by the taxpayer with respect to such 
article. 


APPENDIX B 
PROPOSED REVISION OF SecTION 119 oF H. R. 12298! 
SEC. 119. LEASES: OF FREGCKS AND FRECK FRALLERSE: 


(a) In GENERAL.—Section 4217 (lease considered as sale) is amended to read 
as follows: 


“SEC. 4217. LEASE CONSIDERED AS SALE. 


‘(a) GENERAL RvuLe.—For purposes of this chapter, the lease of an article 
including any renewal or any extension of a lease or any subsequent lease of such 
article) by the manufacturer, producer, or importer shall be considered a sale of 
such article. This subsection shall not apply to the lease of an article on which 
the tax has been paid in the manner provided in subsection (b) (1) or the total 
tax has been paid in the manner provided in subsection (b) (2). 

“(b) beases or Certaiy Preexs ane Fraiweerns: ELECTION To PAy TOTAL 
TAX.—In the case of any lease described in subsection (a) of @ traeter or of & 
chassis or body of a trek; of a teuek trailer or semitrailer: oF of a trailer or semti- 
trailer suitable fer use in connection with passenger atutemebiles, an article which 
is taxable under seetieon 4064 a} this chapter, there shall be paid, at the election 
of the taxpayer— 

‘“‘(1) upon the first lease of such article to which this subsection applies, a 
tax at the applicable rate specified in seetien 406+ 2} this chapter based— 
**(A) if such lease is the first lease of the article, on the fair market value 
at wholesale of the article on the date of such lease or, 
“*(B) if such lease is not the first lease of the article, on the adjusted basis 
(determined under section 1011) of the article on the date of such lease, or 
‘‘(2) upon each lease payment (as defined in subsection (c) of section 4216) 
with respect to such article, a percentage of such payment equal to the rate of 
Tax eppHerble te dre dete of the Hest lense te aditeh thts -Hhseetiet apple 
wader seetion 4064 ta}, which would then be imposed under this chapter upon 
the sale of such article until the total of the taxpayments under such lease and 
any prior lease to which this subsection applies equals the total tax. In any 
case where an article which has been leased is sold before the total tax has been 
paid, the tax payable on such sale shall be the difference between the tax paid 
on the lease payments and the total tax. For purposes of this paragraph, the 
term ‘total tax’ means the tax computed, at the rate in effect on the date of the 
first lease to which this subsection applies— 
‘*(A) if such lease is the first lease of the article, on the fair market value 
at wholesale of such article on such date, or 
‘““(B) if such lease is not the first lease of the article, on the adjusted basis 
(determined under section 1011) of such article on such date. 
However, in any case where an article which has been leased is sold before the 
total tax has been paid, the total tax shall not exceed a tax computed, at the 
rate in effect on the date of the first lease to which this subsection applies, on 
the price for which the article is sold plus the total of the payments rece ived by 
_ the lessor in res ect of such article under leases to which this subsection applies. 
sibseetion: # lene of e tetek: Hrtlen or settitetiler Stell he 


Groep ope eed sripecteny cre Dery tmee bag ceeding ob eg bere caper suo 


' The material which we propose to eliminate from sec. 119 is stricken; the material which we propose 
to add is underlined. 
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semitrailer; as the ease may be: For purposes of this subsection, any lease 
existing on the effective date of this subsection shall be considered as having been 
entered into on such date; but in applying subparagraphs (A) and (B) of para- 
graph (1) or paragraph (2), such lease shall be considered as not the first lease 
of the article. 

“(c¢) Excertion.—Notwithstanding subsections (a) and (b), no taxpayer shall be 
liable for tax with respect to an article subject to a lease to which subsection (b) applies 
at any time when— 

“(1) the same article would not, if sold, be subject to taw under this chap- 
ter, or 

“(2) no lease or sale payment is received by the taxpayer with respect to 
such article.” 

(b) REPEAL or Section 4216 (d); CorkecTion or Cross REFERENCE.—Section 
4216 (definition of price) is amended by striking out subsection (d) thereof. 
Section 4216 (c) (partial payments) is amended by striking out “subsection 
(d)” and inserting in lieu thereof “section 4217 (b).” 

(c) APPLICATION oF Sectron.—The amendments made by subsections (a) and 
(b) shall not apply to any lease of an article if section 4216 (d) of the Internal 
Revenue Code of 1954 applied to any lease of such article before the effective 
date specified in section 1 (c) of this Act. 


APPENDIX C 


ProposED AMENDMENT OF SECTION 4216 oF THE INTERNAL REVENUE CovE’* 
SEC. 4216. DEFINITION OF PRICE. 
a a * 


(c) PartraL PayMEnts.—In the case of— 

(1) a lease, : 

(2) a contract for the sale of an article wherein it is provided that the 
price shall be paid by installments and title to the article sold does not pass 
until a future date notwithstanding partial payment by installments, 

(3) a conditional sale, or 


(4) a chattel mortgage arrangement wherein it is provided that the sales 
price shall be paid in installments, 

there shall be paid upon each payment with respect to the article that portion 
of the total tax which is proportionate to the portion of the total amount to 
be paid represented by such payment. In determining the amount of such 
payment, there shall be excluded therefrom any amount paid (whether or not 
the transaction is conditioned upon such payment) for the maintenance of the 
article, provided that the amount of such payment be established as reasonable 
to the satisfaction of the Secretary or his delegate in accordance with the regu- 
lations. 


Mr. Foranp. We will be glad to hear from you. 

Mr. Grisson. Thank you, Mr. Chairman. 

My appearance here is concerned entirely with technical and ad- 
ministrative problems arising out of the administration of the manu- 
facturers excise tax, particularly problems having to do with the 
lease of articles as distinguished from the sale. I should say, however, 
that the fact that IBM is not here asking either for repeal of the tax 
cr for a reduction in the rate of the tax should not be taken as an 
indication of its agreement that the present excise-tax structure as 
applied to business machines is entirely fair. 

We are, I might say, Mr. Chairman, encouraged by the sustained 
efforts of this subcommittee to study the entire problem of the excise- 
tax structure and we are avtal that before too long with the 
cooperation of the Treasury more rationality might be brought into 
the entire picture. 

There are two other matters, however, to which we ask the sub- 
committee to direct its immediate attention. Both arise from the fact 


2 The material which we propose to add is italicized. 
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that the present code taxes leases of taxable articles as if they were 
sales. Now, the purpose of this treatment is quite clearly and prop- 
erly to prevent the evasion of tax by transaction short of a sale. Un- 
fortunately, the result of the treatment has been that manufacturers 
and lessees of articles subject to tax have been required to pay sub- 
stantially more tax than those who purchase articles outright. 

The first problem is basic and it arises because the present law taxes 
sales once, but leases forever. As long as lease payments are made, 
additional excise taxes must be paid even though they far exceed the 
amounts payable on an outright purchase. Now, last year, Congress 
recognized this inequity, and provided in an amendment to section 
4216 of the 1954 code that manufacturers of utility trailers, that is 
trailers used with automobiles, could compute the tax due upon the 
lease of a trailer by reference to the fair market value of that trailer 
at the time of the lease. 

Under this provision, a portion of the tax is payable as each lease 
payment is received until the total tax has been paid. Thereafter, no 
further tax is due whether the trailer continues to be subject to that 
lease or subject to a different lease or is sold. Moreover, section 119 
of your Forand bill would extend this trailer lease treatment to a 
number of articles normally leased, such as tractors, trucks, and 
truck-trailers. 

In fact, the only taxable article which to our knowledge is leased 
to any considerable extent and is not given the trailer-lease treatment 
by the Forand bill is the business machine. The principal purpose of 
my statement and of my appearance here today is to ask that the manu- 
facturers and lessees of business machines be placed on the same 
basis as section 4216 already places those who lease and use utility 
trailers, and on the same basis as H. R. 12298 would place manufac- 
turers and lessees of other taxable articles. 

In testimony before this subcommittee last year, Treasury officials 
conceded that the trailer-lease type of election should logically and 
equitably be extended to all taxable articles. Their opposition—and 
this is the Treasury’s opposition—to its extension to business machines 
was solely on the ground that it would result in a loss of revenue. 
Surely, however, whatever revenue the United States might need 
should be raised through a uniform application of its taxing statutes 
and not by prolonging this discrimination against one group of 
taxpayers. 

Moreover, the Treasury’s opposition is seriously weakened by its 
inability even to estimate the loss of revenue which would result if 
business machines were given the same treatment as has already been 
determined as fair and equitable for other taxable articles. In short, 
we submit that the Treasury’s position is not well taken, and that you 
gentlemen should recommend in favor of extending the trailer-lease 
treatment to other articles that are normally leased. 

It should be remembered that our proposal is not one to eliminate 
the tax on the business machines but merely to tax business machines 
in the same way that both the Treasury and the Congress have recog- 
nized to be fair in the case of other leased articles. 

_I have, Mr. Chairman, attached to our statement a suggested revi- 
sion of section 4217 and a suggested change in section 119 of the 
Forand bill which would accomplish our objective. There are a few 
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drafting changes that I will not mention because I know the commit- 
tee and its able staff will consider those changes. The reasons for 
them are fully spelled out in our statement. 

I would like to turn to the second major change which we would 
like the subcommittee to concern itself with. This again arises from 
the fact that the present law does not recognize that leases cannot for 
all purposes be treated as sales. The machines which IBM leases 
to its customers are very complicated pieces of equipment. They 
incorporate the latest electronic developments, and they contain many 
thousands of movable parts, the operation of which must be carefully 
synchronized. What all of this means is that IBM has a very substan- 
tial investment in these machines, and is continually concerned that 
they receive the proper maintenance while they are being used by 
other people. 

Because of their interest in the maintenance problems, IBM under- 
takes to provide maintenance service as a condition to its leases. 
The Revenue Service has taken the position that all amounts received 
under a lease are subject to tax and that there is no provision in the 
code for excluding from the tax the portion of the lease payments 
received that are properly attributable to the maintenance of the 
machine as distinguished from its use. 

Now, if you take a situation where an individual buys a business 
machine, the amounts that he thereafter spends in maintaining and 
servicing that machine are not subject to the excise tax. We do not 
believe that the amounts which a lessee of a taxable article, such as a 
business machine, pays for maintenance should be subject to the excise 
tax. It is therefore our second major recommendation that the Reve- 
nue Code be amended to provide specifically that the portion of a 
leased payment attributable to maintenance be excluded from tax. 

We have attached to our statement a proposed amendment of sec- 
tion 4216 (c) which would accomplish this objective. You will note 
that this amendment provides for the exclusion of amounts attrib- 
utable to maintenance whether or not the lessee is required to pay 
for the maintenance service. 

In other words, when it is not entirely optional with the lessee, 
our provision would require for exclusion from the taxable amount 
the portion properly attributable to maintenance. I mention this 
because the Revenue Service is disposed to assert a tax upon any 
amount that is paid either to acquire an article or to acquire the use 
of an article. But we say that whatever may be said for this approach 
of the Revenue Service in the case of an outright sale, it should be 
clear that in the case of a lease where a manufacturer maintains this 
substantial investment, it has a valid reason for providing for proper 
maintenance of that machine. 

Under our recommendation, the reasonableness of the amount of 
the payment attributable to maintenance charges would always have 
to be established to the satisfaction of the Revenue Service. In the 
case of IBM, there would be an independent check in this respect 
because the amount attributable to maintenance in the case of a lease 
would be exactly the same amount as the company would charge for 
maintenance of a similar machine that had been sold. 

I believe, gentlemen, that completes the portion of my statement 
and I think it explains the two matters that we would like to have you 
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take up, and we will rely upon our statement to fill in the details in 
support of these changes. 

Mr. Foranp. Wea Sprecinte that very much and we assure you that 
the full statement will be given very serious consideration. 


Mr. Grisson. Thank you, Mr. Chairman. 

Mr. Foranp. If there are no questions, we thank you, Mr. Gribbon. 

The next witness is Mr. Ralph Lazrus and Mr. Samuel Anderson, 
Will you come forward, please. We know you gentlemen very well, 
but for the purpose of the record, will you identify yourselves, please ¢ 


STATEMENT OF SAMUEL W. ANDERSON, PRESIDENT OF THE 
AMERICAN WATCH ASSOCIATION 


Mr. ANDERSON. My name is Samuel W. Anderson. I am president 
of the American Watch Association, which represents more than 60 
leading members of the American watch importer-assembler indus- 
try. I wish to thank the subcommittee for this opportunity to express 
the views of our association concerning the 10 percent retail excise 
tax which applies to watches and other jewelry items. 

While we will limit this testimony to the unfortunate impact that 
the excise tax is having in depressing watch sales, we firmly believe 
that the same situation prevails with respect to other jewelry items. 
We are not, therefore, seeking relief alae for our products, as dis- 
tinguished from other merchandise retailed through jewelry stores. 

It is true, nonetheless, that the current economic plight of the retail 
jewelry trade, which you have heard described by prior witnesses, is 
largely due to the sharp drop which has occurred in watch sales. 
This stems from the fact that the sale of watches alone accounts for 
from 35 to 65 percent of the dollar volume of jewelry stores through- 
out the country. 

Now, Mr. Chairman, I do not wish to take the time of the sub- 
committe today to demonstrate that the jewelry business, in general, 
and the watch business, in particular, has been in a relatively de- 
pressed condition in recent years, despite the general prosperity pre- 
vailing in our economy. Statistical information on these points has 
been presented by other witnesses. 

It occurred to me that the most pertinent question which we could 
<liseuss briefly before your subcommittee today is this: To what ex- 
tent has the poor economic condition in our industry been caused or 
aggravated by the 10-percent excise tax and what would be the antic- 
ipated result of eliminating this levy ? 

We believe that the experience of the watch importer-assembler 
industry, following the 50-percent increase in tariffs that occurred in 
mid-19% 54, bears directly on the answer to this question. It shows con- 
clusively the extent to which sales in our industry are affected by 
price increases. 

The tariff increase had its greatest impact on imported movements 
containing more than seven jewels. As a practical matter, virtually 

all of these imports contain 17 jewels. They compete with domesti- 
cally produced movements containing 17, 19, 21, 23 and 25 jewels. 

The 50-percent increase in duty rates affected the retail price of 
different imported brands by varying amounts, since some importer- 
assembler firms absorbed more of the added cost than others. How- 
ever, on the average, it resulted in retail price increases of from 33 





878 EXCISE TAXES 


to $5. This means that its effect on retail prices of imported move- 
ments was roughly comparable to the 10-percent excise tax on a 
watch retailing for $30 to $50. 

Now, what was the effect of the tariff increase on sales? In 1953, 
the last calendar year before the tariff increase, a total of 8,761,000 
movements were imported into the United States containing more than 
7 jewels. In 1955 after the tariff increase had gone into effect, this 
total dropped to 5,721,000—a decrease of 3,040,000 movements, or 35 

ercent. 
I might add that this loss in sales was not a temporary matter; 
sales are continuing at a relatively depressed level. The tariff in- 
crease has now been in effect for slightly over 2 years, and if we com- 
pare the sale of over-7-jewel imported movements for the 24 months 
since the 50-percent boost in rates with the 24 months before, we 
find that sales have dropped 29 percent. 

The subcommittee may be interested to know that this substantial 
loss in sales by watch importer-assembler firms was not matched by 
an increase in sales by the domestic jeweled-watch manufacturers. 
The simple fact is that the price increases resulting from the tariff 
increase caused a very sharp drop in the total market for quality 
jeweled watches, a decrease in total sales—of watches containing 

th domestic and imported movements—of 31 percent in 1955 com- 
pared with 1953. 

We believe, Mr. Chairman, that these figures reflect the startling 
degree to which watch sales are sensitive to retail prices. The lesson 
is especially clear when it is remembered that the drastic decline in 
the jeweled-watch market which followed the 1954 tariff increase oc- 
curred during a period of rising consumer purchasing power. 

Because of this sensitive relationship between prices and sales, we 
are convinced that elimination of the 10-percent retail excise tax 
would have a most beneficial impact on our industry. We believe, in 
fact, that the downward spiral in the jewelry trade, which has been 
suffering its worst depression in modern times, could be reversed by 
elimination of this tax and that total Government revenues would 
increase as a result. There is no doubt that substantial increases in 
personal and corporate income-tax revenues, both at the retail and 
manufacturing levels, could be anticipated from greater jewelry sales, 
and these increases would more than offset the relatively minor loss 
in revenue derived from the jewelry excise tax. 

In closing, I would like to thank the subcommittee once again for 
granting us this opportunity to present our views. 

Mr. Foranp. We thank you, Mr. Anderson. 

Now, Mr. Lazrus, would you proceed, please ? 


STATEMENT OF S. RALPH LAZRUS, PRESIDENT OF THE BENRUS 
WATCH CO. 


Mr. Lazrus. My name is Ralph Lazrus. I am president of the 
Benrus Watch Co., with offices in New York City. 

I am very grateful for this opportunity to present our views con- 
ae the effect of the 10-percent Federal retailers excise tax on our 
industry. 

As Mr. Anderson, the president of our association, has explained, 
sales of jeweled watches in the United States have fallen off sharply 
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in recent years, particularly jeweled watches containing imported 
movements. Perhaps the most effective way of illustrating the sharp 
decline which has occurred during the past few years is to point out 
that since 1953 there has been a 38-percent drop in the dollar value of 
jeweled-watch movements imported into the United States. In 1953, 
American firms imported over $66 million worth of watch movements 
containing 2 or more jewels; in 1955, these imports amounted to only 
$41 million. 

Thus, it is apparent that the jeweled-watch industry is deeply de- 
pressed at the present time. The fall-off in watch sales not only has 
a serious impact on importer-assembler firms and our suppliers—in- 
cluding American manufacturers of cases, dials, crystals, bracelets 
and so forth—it also has a highly depressing effect on the 30,000 small 
businesses who retail our products. 

I might add that the current sharp decline in volume of sales, 
coupled with the tight money situation, has resulted in an unusually 
large number of business failures within our industry. 

I hope that this subcommittee will keep in mind the fact that a 
watch is not a luxury item. It is a necessary element in our daily 
living—in getting to work, in running our homes, and in virtually 
every aspect of modern existence. It is interesting to note that in the 
past the Federal Government, including both the Congress and the 
executive branch, have frequently recognized that watches are a 
necessity and should not be taxed or otherwise treated as a luxury 
item. I believe it is self-evident that watches are at least as necessary 
to the American consumer as soft drinks, candy, chewing gum, pipes, 
or scores of other items which are now tax free. 

Mr. Chairman, there is no doubt that the excise tax is proving an 
enormous burden to our industry. As Mr. Anderson and other wit- 
nesses have pointed out, sales of our products are exceedingly sensitive 
to changes in prices, and it is evident that removal of the 10-percent 
excise tax on watches would prove to be of substantial benefit. Such 
an improvement is vitally necessary to a large number of manufac- 
turers, wholesalers and retailers—and the cost to the Federal Govern- 
ment would be negligible. 

We estimate that the 10-percent retail excise tax on watches brings 
revenues of only about $30 million to the Federal Government. If the 
tax were repealed, we believe that this revenue would be more than 
regained as a result of the higher yields on income taxes from im- 
proved profits within our industry. 

In conclusion, Mr. Chairman, I should like to touch on one addi- 
tional factor. In recent years, the Ways and Means Committee has 
frequently received conflicting views from domestic watch manufac- 
turers and importers concerning such matters as tariffs, customs regu- 
lations and other issues. I think it is highly significant that all of 
us in the watch industry are in agreement concerning the severe hard- 
ship which is imposed by the 10-percent excise tax, and the substantial 
benefits which would result from the repeal of this provision. 

If the Government desires, for any reason, to assist the domestic 
watch manufacturers, there is no question that repeal of this tax would 
be the best way to achieve this objective since sales and profits of these 
companies would be improved without injury to other American 
firms. Indeed, repeal would benefit the general economy and, perhaps 
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most important, the American consumer whose interests are all too 
often forgotten. 

Mr. Foranp. Are there any questions? If there are no questions, 
we thank you gentlemen for your contribution. 

The next witness is Mr. George P. Byrne. 


STATEMENT OF GEORGE P. BYRNE, JR., LEGAL COUNSEL OF THE 
SERVICE TOOLS INSTITUTE, NEW YORK, N. Y. 


Mr. Byrne. My name is George P. Byrne, Jr., and I am legal coun- 
sel for the Service Tools Institute Manufacturers Association of hand 
tools located in New York City. I have presented this statement 
which I will appreciate be included in the record and I will not read 
the statement, but summarize it very briefly. 

We would like to express our appreciation for the fine study that 
your committee is making on Federal excise taxes, and appreciate the 
opportunity of being heard. The manufacturers of hand tools are 
requesting that consideration be given to the — of the 3 percent 
excise tax on freight and the 10 percent personal excise tax on trans- 
portation. ‘The manufacturers of hand tools are shippers of small 
items in commerce. They ship nationally throughout the country. 
They are made up of small manufacturers for the most part, having 
less than 200 employees on the average. 

Freight is a considerable cost of their doing business. Their con- 
cern with this matter has developed recently with the expected increase 
in freight rates. The railroads are petitioning for 22 percent increase, 
part of which they are entitled to have, due to their increased costs. 
The manufacturers of tools being small manufacturers recognize that 
they will be confronted with this increased cost, and they feel that at 
this particular time it would be very opportune if the transportation 
excise taxes could be removed on freight and personal transportation. 

These companies have travel salesmen, agents and so forth, so that 


that represents an expense to them. The point that we make — 


pally is that this appears to be a very timely move which would assist 
the small manufacturers such as the manufacturers of hand tools to 
absorb these increased costs of transportation. 

I point out in my statement, which I think has been covered before, 
that the tax is a multiple one and pyramids, and the heavier burden 
is on the long-distance shipments. These companies ship in the na- 
tional market and their competition tends to be injured at the more 
distant points with the higher freight costs. There has been some 
tendency away from the common carriers to private carriers in this 
industry, and we feel that anything that can be done to lighten the 
load of the common carriers to go away from this trend would be very 
desirable. 

Thank you very much. 

(The statement is as follows:) 


STATEMENT oF GrorGe P. Byrne, JR., Legan Counser, Service Toors 
c 2 . 
Institute, New York Crry 


My name is George P. Byrne, Jr. I am legal counsel of the Service 
Tools Institute, a trade association of approximately 60 mechanics’ 
hand tool manufacturers, located at 53 Park Place, New York, N. Y. 
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] am appearing today at the request of the traffic committee of that 
organization composed both of company executives and traffic man- 
agers of some of the principal hand tool manufacturing companies in 
the United States. For the information of your subcommittee there 
is attached hereto a list of names and addresses of the hand tool 
manufacturer-members of the Service Tools Institute. 


HAND TOOL INDUSTRY INTEREST IN REPEAL OF FEDERAL EXCISE TAXES ON 
TRANSPORTATION 


The mechanics’ hand tool industry is composed of many small manu- 
facturers, most of them having 200 em las or less. They are 
typical of small business and are beset with many problems that go 
with small size and small volume in business today. Most hand tools 
are made of metal and are small in size so that the cartons or pack- 
ages shipped are relatively small. Because most of them are sold 
through jobbers or wholesalers, there are at least 2 and sometimes 3 
shipments freightwise before reaching the ultimate consumer. 
Freight charges (as will be shown below) represent a considerable 
expense and, accordingly, the 3-percent excise tax on freight is a matter 
of concern. 

As an indication of the interest of these companies in the Federal 
excise tax on personal transportation, we point out that they travel a 
number of salesmen and other company personnel throughout the 
country every year at considerable expense. The Federal excise tax 
on personal transportation of 10 percent, as well as the 3-percent Fed- 
eral excise tax on freight charges, represent a heavy additional burden 
- the overall transportation costs of the manufacturers in this 
industry. 


NEW HIGHER FREIGHT RATES TO INCREASE BURDEN 


The importance of repeal of the Federal excise taxes on transpor- 
tation of freight has been highlighted in the last few weeks by the 
petitions to the Interstate Commerce Commission of major railroads 
for an overall total of 22 percent increase in freight rates. Hand-tool 
manufacturers recognize that rail carriers’ labor and other costs are 
increasing just as everyone else’s and they are entitled to recover them 
by reasonable increases in revenue. However, all such freight in- 
creases further burden the small manufacturers of this industry and 
now to the point that it is logical and reasonable that part of the burden 
of transportation costs should be removed by eliminating excise taxes 
originally enacted for wartime revenue and other wartime purposes. 

Even though hand tools are a small product, it has been estimated 
that the total freight bill of the industry is approximately $3 million 
annually. Three percent of this is approximately $90,000, which, if 
removed, would relieve the industry of a substantial transportation 
cost burden. 

Members of the traffic committee of the Service Tools Institute urge 
that repeal of the transportation taxes is particularly essential at this 
time when it is expected that both rail and truck carriers will be 
cranted higher freight rates. It is the purpose of this statement to 
recommend strongly that this is the right time for your committee 
to fight for repeal of these taxes. 


S85776—57 57 
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EXCISE TAX ON FREIGHT IS A MULTIPLE TAX 


As hand tools are reshipped several times before reaching ultimate 
consumers, the 5 percent Federal excise tax on freight charges is multi- 
lied by the number of shipments. This has constituted a nuisance 
Candoes ever since the original enactment of wartime freight excise 
taxes. Users of mechanics’ hand tools are primarily small independ- 
ent. mechanics, carpenters, and other tradesmen to whom tools are 
essential in their trade and the cost of which represents not only their 
cost of doing business but also part of their cost of living. Pyramid- 
ing of freight excise taxes increases the cost of the tools to them sub- 
stantially and is indicative of how the tax discriminates not only 
against the small shipper or manufacturer but also against the small 
user of hand tools. Further, the tax not only adds another cost in the 
distribution of the tools themselves, but also costs at each stage of 
production or distribution. 


HEAVIER BURDEN ON LONG-DISTANCE SHIPMENTS 


Most mechanics’ hand-tool manufacturers ship throughout the en- 
tire United States. Some hand-tool companies are located on the 
east coast, some in the Midwest, and some on the west coast. Although 
the size of most of the companies is small, they maintain contacts with 
jobbers in the principal States of the country. In the intensely com- 
petitive struggle for business, particularly at more distant points from 
the production source, a serious delivery-cost problem confronts the 
aaa manufacturer. An eastern hand-tool manufacturer, for ex- 
ample, shipping to the west coast has a substantial freight bill to which 
is added the 3 percent excise tax on transportation making it extremely 
difficult to compete in that market and thereby injuring competition. 

Bearing in mind that, as stated above, freight costs must inevitably 
increase & to higher labor costs in particular, the tax burden on 
such long-distance shipments will make further inroads on the ability 
of manufacturers to compete in distant markets. It is the opinion of 
members of this institute that Congress at this time could ease that 
situation by repealing the Federal excise taxes. 


TAXES FORCE FREIGHT AWAY FROM COMMON CARRIERS 


Increasing transportation costs of common carriers, as well as taxes 
and redtape in doing business with them, in some cases has resulted in 
companies using private carriers or purchasing their own equipment. 
Most companies would prefer not to do this and would rather use com- 
mon-carrier transportation. In an industry where freight costs are a 
major item, large shippers in the industry are in a much better position 
of assuming costs of private transportation, while small shippers must 
continue to use the higher-taxed public carriers. In this respect, the 
3 percent excise tax on freight is discriminatory and especially bur- 
densome to smaller businesses. 


CONCLUSION 


The procedure of being represented by testimony before your sub- 
committee is an unusual one for this industry. However, our traffic 
committee in recent months in deliberating what to do about increas- 
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ing transportation costs felt that its views should be made known to you 


gentlemen. 


We hope that repeal of both the personal and freight 


excise taxes on transportation can be accomplished at this time. 

In conclusion we wish to state that the members of the Service 
Tools Institute fully subscribe to and support the position expressed 
by Donald G. Ward, vice president, Olin Mathieson Chemical Corp., 


at these hearings. 


List OF MEMBERS OF SEkvice Tooris INSTITUTE 


Apeo Mossberg Co., Attleboro, Mass. 

Apex Machine & Tool Co., Dayton, Ohio 

Armstrong Bros. Tool Co., Chicago, Il. 

taltimore Tool Works, Baltimore, Md. 

Barealo, Manufacturing Co., Buffalo, 
N. Y. 

Bergman Tool Manufacturing Co., Inc., 
Buffalo, N. Y. 

The Billings & Spencer Co., Hartford, 
Conn. 

H. Boker & Co., Inc., New York, N. Y. 

Bonney Forge & Tool Works, Alliance, 
Ohio 

The Bridgeport Hardware Manufactur- 
ing Corp., Bridgeport, Conn. 

C & G Wheel Puller Co., Inc., Scio, N. Y. 

Champion DeArment Tool Co., Mead- 
ville, Pa. 

The Cornwell Quality Tools Co., Moga- 
dore, Ohio 

Crescent Tool Co., Jamestown, N. Y. 

Diamond Calk Horseshoe, Co., Duluth, 
Minn. 

Duro Metal Products Co., Chicago, Til. 

Fairmount Tool & Forging, Inc., Cleve- 
land, Ohio 

Forsberg Manufacturing Co., Bridge- 
port, Conn. 

Great Neck Saw Manufacturers Associ- 
ation, Mineola, N. Y. 

Heller Tool Co., Newcomerstown, Ohio 

Herbrand division, the Bingham-Her- 
brand Corp., Fremont, Ohio 

Kennedy Manufacturing Co., Van Wert, 
Ohio 

Mathias Klein & Sons, Chicago, Ill. 

Kraeuter & Co., Inc., Newark, N. J. 

Lectrolite Corp., Defiance, Ohio 

McKaig-Hatch, Inc., Buffalo, N. Y. 


Metal Box & Cabinet Corp., Chicago, Il. 

Metal Engineering Co., Chicago, Il. 

Midwest Tool & Cutlery Co., Ine., 
Sturgis, Mich. 

New Britain Machine Co., New Britain, 
Conn. 

Nupla Manufacturing Co., Los Angeles, 
Calif. 

Owatonna Tool Co., Owatonna, Minn. 

Petersen Manufacturing Co., DeWitt, 
Nebr. 

Plomb Tool Co., Los Angeles, Calif. 

H. K. Porter, Inc., Somerville, Mass. 

The Quality Tools Corp., New Wilming- 
ton, Pa. 

Reed & Prince Manufacturing Co., 
Worcester, Mass. 

Sherman-Klove Co., Chicago, Il. 

Snap-on Tools Corp., Kenosha, Wis. 

The Stanley Works, New Britain, Conn. 

Stevens Walden, Inc., Worcester, Mass. 

Stream Line Tools, Inc., Conover, N. C. 

P. A. Sturtevant Co., Addison, Ill. 

TKF Co., Detroit, Mich. 

Union Steel Chest Corp., LeRoy, N. Y. 

Upson Bros., Inc., Rochester, N. Y. 

Utica Drop Forge & Tool Corp., Utica, 
N. Y. 

Vaco Products Co., Chicago, Il. 

The Vichek Tool Co., Cleveland, Ohio 

Waterloo Valve Spring Compressor Co., 
Waterloo, Iowa 

Wilde Drop Forge & Tool Co., Chicago, 
Ill 


J. H. Williams & Co., Buffalo, N. Y. 

J. Wiss & Sons Co., Newark, N. J. 

The Wright Tool & Forge Co., Barber- 
ton, Ohio 

Xcelite, Inc., Orchard Park, N. Y. 


Mr. Mason. If the transportation tax is removed entirely, and I 
think it ought to be, would not that mean that instead of getting this 
22 percent increase in railroad rates, that it might be 10 percent or 


15 percent instead of 22 percent ? 


Mr. Byrne. That is correct, sir. 


Mr. Mason. That is all. 


That is the hope. 


Mr. Foranp. Thank you for your contribution. 


Mr. Byrne. Thank you, sir. 


Mr. Foranp. The next witness is Mr. Clinton M. Hester. 
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STATEMENT OF E. A. HESTER, REPRESENTING THE UNITED STATES 
BREWERS FOUNDATION, WASHINGTON, D. C., ACCOMPANIED BY 
RALF OWENS AND LESLIE SCHMIDT OF THE OFFICE OF CLIN- 
TON M. HESTER, WASHINGTON, D. C. 


Mr. Hester. My nameis E. A. Hester, and I am Clinton M. Hester’s 
brother. He is at home today with a very bad cold and will be unable 
to attend. With your permission, we have Mr. Ralf Owens here, and 
Mr. Leslie Schmidt of our office, and they will submit the testimony. 

_Mr. Owens. I will read Mr. Hester’s testimony, with your permis- 
sion. 


STATEMENT OF CLINTON M. HESTER, WASHINGTON COUNSEL, 
UNITED STATES BREWERS FOUNDATION, WASHINGTON, D. C. 


My name is Clinton M. Hester. I am an attorney with offices in the 
Shoreham Building, this city. I appear here today on behalf of the 
United States Brewers Foundation, New York City, for which I have 
been Washington counsel for many years. I have with me today two 
of my associates, Mr. Leslie Schmidt sitting at my left, and Mr. Ralf 
H. Owens sitting at my right. Now in its 94th year, the foundation is 
the oldest trade association in the United States in continuous opera- 
tion since its establishment. Its members produce in excess of 85 
percent of the beer manufactured in this country. 

There is another brewers association composed of small brewers, 
which was organized in recent years and which is known as the 
Brewers Association of America. Some members of the industry 
belong to both associations. 

The United States Brewers Foundation contends that the excise 
tax rate on beer should be no greater than $6 per barrel, the rate in 
effect in 1940 before three temporary wartime increases imposed to 
aid the prosecution of World War II and the Korean conflict, raised 
the rate to $9 per barrel. The foundation takes the position that the 
first step toward a return to this prewar rate which should be taken 
is that Congress should allow the rate to revert to $8 per barrel on 
April 1, 1957, as now scheduled by law. 

However, we urge that you not only recommend that this ninth 
dollar be eliminated from the beer tax, but that in addition, you also 
recommend that the rate be further reduced at the earliest possible 
time. This morning you heard testimony from representatives of the 
Small Business Association and you know it favors a proposal 
to lower the beer excise tax from $9 to $7 per barrel on the first 
100,000 barrels produced annually by each brewery. The board of 
directors of the United States Brewers Foundation has voted to take 
a neutral position on this proposal; the board neither favors nor 
opposes it. 

Prior to the advent of the prohibition era, it was the experience 
of the brewing industry that beer sales fluctuated with consumer 
disposable income. and generally followed the population growth. In 
1913 and 1914, the theoretical per capita consumption of beer was 21 
gallons annually, while the Federal excise tax rate was $1 and later 
$1.50 per barrel. During that period, about half the population lived 
in wet areas and about half resided in dry areas. 
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Taking into consideration this fact, beer consumption by those 
residing in the wet areas was actually 40 gallons per capita. Today 
only about 9 percent of the population lives in dry areas, Therefore, 
had beer sales continued at the rate of 40 gallons per capita, the brew- 
ing industry today would be selling upward of 150 million barrels 
annually. Instead, beer sales for 1955, with the Federal tax at $9 
were only 85 million barrels and the per capita consumption less 
than 16 gallons. 

If beer sales amounted to 150 million barrels today, the Federal 
excise tax could be $5 per barrel and the Federal Government would 
still receive as much excise tax revenue as it receives today at the 
¢9 rate. It would, however, receive much larger corporate and indi- 
vidual income taxes paid on increased earnings in the brewing and 
allied industries. 

In our testimony today, we shall endeavor to show the depressing 
effect of Federal excise tax policy on both the consumer of beer and 
the brewing industry. 

The present Federal excise tax rate on beer is proportionately 
much greater than that imposed on practically all other products. 
In fact, except for tobacco and distilled spirits, beer is burdened 
with the highest of all excise tax rates. In truth, beer should bear 
a low tax rate to encourage its consumption in the interest of modera- 
tion, as Thomas Jefferson during his terms of office as President 
encouraged the consumption of beer in the interest of moderation. 


BEER BEING PRICED OUT OF MARKET 


Beer, an important part of American life, is neither a luxury, nor 
a semiluxury, but rather is a food beverage consumed in the homes 
of 69 percent of the 39 million families in the United States. Beer 
is included by the Bureau of Labor Statistics in its market basket 
of moderate income families living in large cities. Thus beer is 
recognized as a part of the daily diet of the workingman. 

The excise tax on beer is a selective sales tax which is regressive 
in that it bears most heavily on the traditional consumers of beer, 
namely those in the lower income brackets. 

The present high rate discourages the consumer from purchasing 
beer and encourages him to switch to beverages which he does not 
prefer and which bear no tax. Ironically, when the consumer pur- 
chases a product which is his second choice, the Government receives 
no revenue. That each tax increase has resulted in pricing beer 
beyond the reach of more workingmen is well demonstrated by the 
fact that within 8 blocks of this committee room a bottle of beer, 
which only a few years ago sold for from 10 cents to 15 cents a bottle, 
now retails for from 25 cents to 40 cents for a 12-ounce bottle. In- 
wk some places a bottle of beer costs more than a drink of 
whisky. 

This is largely the result of the present policy of imposing an ex- 
ceedingly high tax on beer. The policy is in striking contrast with 
the beliefs of the Founding Fathers, and many of our Presidents, 
Washington, Jefferson, and Madison, to name just a few, who en- 
couraged the consumption of beer in the United States in the interest 
of moderation. Indeed, Thomas Jefferson felt so strongly that the 
consumption of beer in the States should be increased in the interest 
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of moderation that he sent to Europe and secured and brought to the 
United States the best European brewmasters to teach the people the 
art of brewing beer. 


PYRAMIDING OF HIGH TAX RESULTS IN STAGNANT SALES 


A manufacturer’s excise tax, such as the beer excise tax, is bound 
to be pyramided. That is, the wholesaler and retailer take markups 
or profits on the price—including the tax—which each pays; thus the 
consumer, by the time he drinks his beer, be it at home or at a tavern, 
has paid both the high Federal and State excise taxes and, in: addi- 
tion, a substantial markup on those taxes. This is another significant 
cause of the high retail price of beer. If the Federal tax rate were 
reduced to $6, then the same process would work in reverse and these 
increases would be unpyramided, stimulating sales and encouraging 
the greater consumption of the beverage of moderation. 


PRESENT EXCISE TAX SYSTEM 


The Federal Government imposed the first excise tax on beer ‘as 
an aid in financing the War Between the States nearly a century ago. 
This tax of $1 per barrel remained in effect until the Spanish- 
American War when it was raised to $2 to help finance that conflict. 
After the cessation of hostilities, the Congress promptly reduced the 
rate to its prewar level of $1 per barrel. The rate was advanced to 
$1.50 in 1914 and to $3 in 1917, and in 1919 to $6 for a short time 
prior to the advent of prohibition. 

This $6 tax was the beginning of prohibition by taxation. When 
beer was relegalized in 1933, Congress imposed a tax of $5 a barrel. 
This rate was continued until 1940 when it was increased to $6 to help 
finance our country’s defense expenditures. 

On two occasions during the war years, temporary $1 increases 
were added and the last temporary $1 increase, which brought the tax 
to its present $9 per barrel level, was imposed by Congress, and will- 
ingly accepted by the brewing industry, as a contribution to the 
financing of the fighting in Korea. 

Thus, for nearly 100 years, the consumer of beer has been paying 
excise taxes, which were imposed ostensibly to raise additional revenue 
during times of crises but the cumulative effect of which has actually 
caused the beer excise tax to become a sumptuary or penalty tax on the 
manufacture, sale, and consumption of beer. 


BREWING INDUSTRY TODAY 


With the repeal of the 18th amendment, the American brewing 
industry was revived and after a decade of existence, had achieved a 
fair measure of success. In 1940, when the Federal tax on beer was 
$6 per barrel, beer sales were some 52 million barrels, and by 1944 
had sored to about 80 million barrels. This rapid rate of increase was 
sharply curtailed when the effect of the two temporary World War 
II beer tax increases were fully felt in 1945. 

As a matter of fact, since then beer sales have not even kept pace 
with the growth in population. Today the brewing industry actually 
sells less beer than it sold 9 years ago. This is graphically shown 
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by chart No. 1 in the appendix. The brewing industry clearly has 
not shared in our Nation’s continued prosperity. 

Per capita consumption, which is the true sales indicator, has 
never reached the preprohibition level of 21 gallons. In fact, per 
capita consumption which was 18.4 gallons in 1947 dropped to only 
15.9 gallons in 1955. This decline in consumption is shown by chart 
No. 2 in the appendix. 

What is the basic and underlying reason for this decline? 

The answer is that the high Federal tax, when combined with State 
excises and constantly increasingly material and labor costs, results 
in beer prices to the consumer so high that the great mass market of 
low-income workers can no longer purchase the product in the quan- 
tity they once did. 


BREWING INDUSTRY LAGS BEHIND THE ECONOMY 


Let us confine ourselves for a moment to the past 8 years. During 
this period, consumers’ incomes have been rising. The public now 
spends on items of personal consumption about 40 percent more than it 
did in 1947. This is the average growth which the brewing industry 
reasonably should have attained. 

Chart No. 3: Changes in Consumer Expenditures, appearing in the 
appendix shows that since 1947, expenditures for malt beverages have 
increased by only 11 percent. In reality, there was no increase at all 
in the volume of beer consumed. The 11 percent actually represents 
price increases caused in considerable measure by higher Federal and 
State taxes which have been pyramided. 

By contrast consumers in the same period increased their spend- 
ing for automobiles, gasoline, and oil by 90 percent, and for phono- 
graph records, television and radio sets by 73 percent. Beer is one 
of the few products that have not kept pace. 


INDUSTRY IS NOT PROSPEROUS 


The brewing industry as a whole is not ong and indeed finds 


it difficult to make a reasonable profit. This condition is not confined 
to the smaller units. Any number of medium size breweries and even 
large breweries show losses or disappointingly small profits. 

Table I in the appendix shows clearly that the profit per barrel of 
beer after income taxes has been shrinking year after year. Official 
Treasury figures, which are available only through 1952, reveal that 
the profit per barrel for the entire brewing industry declined from 
$1.87 in 1946 to $1.31 in 1952. Publicly available figures of brewing 
corporations whose stocks are traded on various security markets, 
indicate a continuation of this downward trend. It is believed that 
this trend holds true for the entire industry. 

Based on the same Treasury data, only 21 brewing companies lost 
money in 1946 whereas 151 lost money in 1951, the latest year for 
which figures are available. Based on the same data, shown in table 
IT of the appendix, 452 breweries showed a profit in 1946 and five years 
later, in 1951, only 222 breweries showed a profit. During that period, 
80 breweries of varying sizes closed their doors. Industry observers 
believe that the number of companies making no profit in 1955 are 
probably greater than in 1951. 
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It is significant that the increase in the price of beer by the brewers 
since 1939 has been smaller than the tax increase, the materials in- 
crease, or the labor increase. 

Inasmuch as brewers’ profit margins are continually declining 
lower beer prices are virtually impossible. While it is true that 
neither this committee nor the brewers are in a position to reduce the 
cost of materials or wages, it would be a great stimulant to the sale of 
beer if this committee recommended a reduction in the one item over 
which it alone has control, namely, the Federal excise tax. 

Indeed, it is a truism to say that management is being squeezed 
between rising costs and heavy taxes on the one hand and a consumer- 
imposed price ceiling on the other hand. One financial advisory 
service not so long ago succinctly summarized the problem when it 
advised : “Invest warily in the brewing stocks.” 

We strongly favor the recommendations made by the President’s 
Committee for the Relief of Small Business and the platforms of the 
Democratic and Republican Parties to take steps to aid small business 
by lowering corporate income taxes and providing for more liberal 
depreciation policies. Such relief would benefit all small business in- 
cluding small brewers. 


REVENUE FROM BEER EXCEEDS THAT OF NUMEROUS PRODUCTS 


Chart No. 4 in the appendix shows that the excise revenue pro- 
duced for the Federal Treasury by beer is greater than the total 
revenue produced by all the following: Fountain pens and pencils, 
dishwashers, refrigerators, washing machines, dryers, and other house- 
hold gas and electric appliances, electric light bulbs, radios, television 


sets, phonograph records, air conditioners, deep freezers, and musical 
instruments such as pianos. But this is not the entire list- 

To that must be added typewriters, adding machines and other busi- 
ness machines, cameras and film, fur coats, jewelry, luggage, and 
cosmetics. 

In other words, beer excises produced $765 million for the year 
ending June 30, 1956, compared to $732 million for the total of all 
these products. 

This, we submit, eloquently says: “The tax on beer is so high and 
discriminates so heavily against this product and those who consume 
it—that no wonder the industry’s sales stand still.” 

Taxation for revenue or for restricted consumption: The question 
then becomes very apt—is the excise tax on beer being applied for 
revenue alone? Is there confusion between the objective of raising 
revenue on a fair and reasonable basis and the concept of high taxa- 
tion to restrict the consumption of beer? 

In other words, has a touch of prohibition by taxation founds its 
way into the excise rate structure? Has it been forgotten that the 
2ist amendment to the Constitution made beer as proper and legiti- 
mate an item of commerce as cabbages, candlesticks, peanuts, and 

tatoes, as pointed out by Mr. Justice Frankfurter in Supreme Court 

ecisions some years ago! 

The extremely high excise tax rates imposed on beer, distilled 
spirits, wine, and tobacco products are sometimes referred to by tax 
authorities as “sumptuary” excise rates. As the members of this 
committee, a sumptuary tax is one the prime purpose of which is to 
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regulate or control the sale or consumption of a product. This theory 
of taxation is based on the old British sumptuary laws which were 
designed to regulate habits primarily on moral or religious grounds, 
and were justified under the police power of the state. 

That a continuation of the present high Federal excise on beer im- 
poses a penalty on the brewing industry and a form of prohibition 
on those who consume the beverage of moderation, was clearly pointed 
out by the senior Senator from Oregon. In commenting on a pro- 
posal of the District of Columbia Commissioners in 1954 to increase 
the District tax on beer from $1 to $3 a barrel, Senator Wayne Morse 
said in part, on the floor of the Senate: 


* * * T am a teetotaler * * * 

In recent times, there has been a substantial increase in the tax on the poor 
man’s drink—beer. 

I do not think that I am following sound public policy when I seek to misuse 
the tax laws by imposing a penalty upon a group of manufacturers who, by law, 
are manufacturing a perfectly legal product * * * neither do I think * * * I 
am following a very sound public policy when I use the tax device as a means of 
seeking to impose a form of prohibition, at least upon those who cannot pay the 
increased prices which will result from what I believe to be unjust taxes. 

If it is desired to make the product [beer] illegal, let us approach the question 
directly, and not through the indirect back door of inequitable, unfair, unjust 
tax imposition. 


We submit that there is no justification whatsoever for continuing 
an arbitrarily high tax on a legal product such as beer just because 
a minority is o ae to its sale and consumption on moral or religious 
grounds. Social philosophies, when they find a 7 in the tax struc- 


ture and affect adversely the consumption of legiimate products, 
become a form of class prohibition, for example, prohibition on the 
lower income, working class. We submit such penalties have no place 
in an equitable excise-tax system. These are attempts to impose rules 
of morality chiefly on low-income citizens through taxation upon 
products which, by the adoption of the 21st amendment, received the 
approval of the American public. 

t may be a fact that the long history of taxing of beer at rates far, 
far higher than those im upon other commodities has become 
deeply embedded in our fiscal custom but this history gives no warrant 
in equity or logic for continuing excessive rates on beer. 

We respectfully submit that Congress should discontinue using its 
taxing powers in such a manner as to unintentionally restrict beer 
consumption but, instead, should impose excise taxes for the sole pur- 
pose of raising revenue. We submit that the least Congress should 
do is to lower the tax on beer, a food beverage important to the work- 
ingman, to a rate no greater than the rates imposed on furs, jewelry, 
cosmetics, air conditioners, and other similar products. 

Congress has never followed the policy of taxing these products to 
restrict or control their sales and consumption. Neither has Congress 
tried to discourage consumption and control social behavior through 
repressive taxation. 

The penalty tax on beer violates that philosophy of Thomas Jeffer- 
son and our other early American patriots. Con should encour- 
age, as did Thomas Jefferson, the production and sale of beer in the 
United States in the interests of moderation and in increased Federal 
revenue by adopting a fair and reasonable level of taxation of beer. 

Therefore, in fairness to the beer consumer, to the brewing industry, 
and to the Federal Government, we respectfully request that Congress 
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establish immediately a policy stating that its purpose is the reduction 
of the Federal excise tax on beer to $6 per barrel, the rate in effect 
prior to the last three $1 wartime increases, and a rate more com- 
mensurate with those imposed on other mass-consumed products. 

The first step toward this goal, of course, is the elimination of the 
$1 emergency Korean war tax which is scheduled to terminate April 
1, 1957. Accordingly, we respectfully urge that this committee allow 
the Federal excise tax on beer to revert to $8 per barrel on April 1 
next year. 

Thank you, Mr. Chairman and members of the committee. 

(The charts referred to are as follows:) 
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CHART 2 


BEER SALES 
AND PER CAPITA CONSUMPTION 
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CHART 5 


CHANGES IN CONSUMER 
EXPENDITURES SINCE 1947 
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CHART 4 


BEER TAXES EXCEED 
THE EXCISES ON ALL THESE PRODUCTS 
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TABLE I.—Profits per barrel of beer 


Profits after Approximate 
tax Barrels sold profit per 
(in millions) | (in millions) | barrel, after 
income taxes 
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TasLe II1.—Number of breweries reporting profits or losses 


Breweries in Made profit Made no 
business profit 








453 432 21 
457 315 142 
431 269 168 
407 254 153 
386 | 227 159 
373 | 222 151 

336 | 211 125 








Sources: U. 8. Treasury Department, Internal Revenue Service, Alcohol and Tobacco Tax Division 
S. Treasury Department, Internal Revenue Service, Source Book. 


Mr. Foranp. Are there any questions ? 

We thank you gentlemen for your presentation. 

Mr. Foranp. This concludes the hearing of public witnesses. 

The committee will stand in recess until Monda ny December 10, 1956, 
r 


at 10 o’clock when we will hear officials of the 
and the Federal Communications Commission. 
We will adjourn at this time to reconvene Monday morning. 


(Thereupon, at 3:45 p. m., the committee recessed until 10 a. m., 
December 10, 1956.) 


easury Department 
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MONDAY, DECEMBER 10, 1956 


House or REPRESENTATIVES, 
SuscomMMITTEE ON Excise Taxes 
OF THE COMMITTEE ON WAys AND MEAns, 
Washington, D. C. 

Mr. Foranp. The subcommittee will come to order. 

The first order of business this morning is to hear the representatives 
of the Federal Communications Commission regarding their views on 
the exemption from tax of all-channel television sets. The Chair 
has just been informed that the Commissioner has prepared a state- 
ment which he is filing with the committee, and that he will not appear. 
Therefore, we will hear the Treasury Department representative. 

(The letter and statement are as follows:) 


FEDERAL COMMUNICATIONS COMMISSION, 
Washington, D. C., December 7, 1956. 
Hon. AIME J. ForANp, 
Chairman, Subcommittee on Excise Tares, 
Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN ForANpD: This will acknowledge receipt of your letter 
of December 5, 1956, concerning Federal excise-tax policy, and particularly 
the suggested elimination of the Federal excise tax on all-channel television 
sets. 

You are correct in your understanding that the Commission has previously 
strongly supported excise-tax relief for all-channel sets before another committee 
of the Congress. 

I appreciate your invitation to testify before your subcommittee on Monday, 
December 10, at 10 a. m. However, since it will be difficult for Commission 
representatives to attend on that date, I am submitting, under separate cover, 
the written views of the Commission. I appreciate the opportunity to submit 
the Commission’s views, and regret that I will be unable to personally attend 
the hearing to be held on December 10. 

Sincerely yours, 


Grorce C. McConnauGcuHey, Chairman. 


STATEMENT OF GEORGE C. McCONNAUGHEY, CHAIRMAN, FEepERAL COMMUNICATIONS 


COMMISSION, RE Excise Tax on ALL-CHANNEL (INCLUDING UHF) TELEVISION 
RECEIVERS. 


My name is George C. McConnaughey, and I am Chairman of the Federal Com- 
munications Commission. I am here today to present the views of the Federal 
Communications Commission on the proposal to remove or reduce the excise tax 
on television receiving sets or television components capable of receiving all 
channels without modification. That excise tax is imposed by section 4141 of the 
Internal Revenue Code of 1954. 

Congress has authorized the Federal Communications Commission to regulate 
the use of the spectrum space by television broadcasters and others. We have 
allocated certain frequencies for use by television broadcasters, and we strive to 
encourage the most efficient use of all frequencies. Initially, channels were al- 
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lotted for television service in very high frequency channels, commonly called 
VHF. Twelve VHF channels are now used for television. As television grew, the 
Commission found no feasible way of expanding service in the very high fre- 
quency band. Even though television had been using VHF bands for several 
years, is also seemed feasible and practicable to expand television service by per- 
mitting it to use the ultra high frequency channels in addition to the very high 
frequency channels. Accordingly, in 1952 the Federal Communications Com- 
mission allotted 70 more channels to television. These new channels were in the 
ultra high frequency band. 

Ultra high frequency use has not developed as we had hoped. Many reasons 
are ascribed for the lack of development of the UHF band, and several congres- 
sional committees have held extensive hearings on the subject. Since it is so 
involved and complicated, I believe that this committee does not wish me at this 
time to attempt to retrace the ground covered in hearings held by other congres- 
sional committees, including the Senate Interstate and Foreign Commerce Com- 
mittee, the House Gevernment Operations subcommittee, and the Antitrust Sub- 
committee of the House Judiciary Committee. These three hearings, which dealt 
with significant aspects of television allocations, were all held this year—1956. 
However, there were also other earlier hearings. I think it fair to say that there 
is general agreement that one reason use of the UHF band has not progressed 
is that the all-channel sets cost more to produce. Most sets can be modified to 
receive broadcasts in both the VHF and UHF bands in a given area. Also, manu- 
facturers can produce sets which without modification can receive programs on 
all 82 channels—the 12 very high frequency channels and the 70 ultra high fre- 
quency channels. However, it costs more money to so convert or to make 
a set which will receive in both the VHF and UHF channels than it does for a 
set which can receive only the VHF channels. This increased cost of production 
is reflected in the purchase price, and many members of the public have not been 
willing to pay the additional cost to acquire sets capable of receiving UHF sta- 
tions, especially those persons living in areas where UHF stations are not yet on 
the air. It is easy to see, therefore, when only the 12 VHF channels were in use, 
the manufacturers produced sets meeting the needs of the public at the time; 
that is, for VHF reception only. Many of the UHF stations, which in fact have 
gone on the air, have had difficulty in surviving without audiences. The situa- 
tion becomes a vicious circle or a “which came first, the egg or the hen” debate. 
However, instead of an academic debate, we are confronted with a fact: Because 
people have not had sets to receive the UHF broadcasts, many authorized UHF 
television stations have not started broadcasting even though there is a great de- 
mand for more television service. Obviously, it is futile for UHF stations to fur- 
nish programs if the public cannot receive them, and the public will not pay more 
to get a UHF receiver for which they have no use. The best interests of the pub- 
lic require that this circle be broken someplace so that there will be more tele- 
vision service available. 

The Federal Communications Commission may license broadcasters to use 
certain frequencies. We have no authority, however, either to require set manu- 
facturers to produce, or the public to buy, sets capable of receiving programs 
broadcast on those frequencies. Expressed differently, both the manufacturing 
industry and the consuming public are unregulated as to the sets produced and 
purchased. In this free but highly competitive situation the great majority of 
sets purchased were and are the lower priced ones capable of receiving very high 
frequency only. As VHF sets led in sales, the manufacture of all-channel sets 
decreased. At one time as many as one-third of the sets produced were all- 
channel sets, but now it is estimated at only about 10 percent. I am sure you 
gentlemen can see that, when such a difficult problem occurs, drastic action is 
needed. 

My Commission has given this problem detailed and lengthy study. On 
June 26 of this year we invited the television industry and others to comment 
on the possibility of shifting all television to the ultra high frequencies. Many 
of those who have studied the problem have concluded that, from a long-term 
standpoint, if we are to have a maximum number of television stations on the 
air it will be necessary that to an appreciable extent the public have sets capable 
of receiving stations broadcasting in the ultra high frequency band, so that 
stations broadcasting in that band will have an audience. One way to stimulate 
more use of all-channel television sets is to have those sets priced substantially 
the same or less than sets capable of receiving VHF only. If there is no signifi- 
cant price differential, the public would be more inclined to buy sets capable 
of receiving all channels in preference to sets capable of receiving VHF only. 
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The broadcasting and reception of color television has been developed to the 
point that increasingly stations are sending their programs out in color, and 
the public is buying sets which will receive and show the programs in color. 
You know that color sets are much more expensive than black and white sets. 
The significance of this is that the larger the investment the public has in sets 
which will receive VHF channels only, the more difficult it will be to move 
forward with new utilization of the UHF bands. The number of color sets now 
in use is only a relatively small percentage of the total sets. We hope that 
action can be taken to encourage the purchase of all-channel color sets before 
the investment in color VHF sets becomes so extensive that serious public 
inconvenience would be caused by the public not being able to receive color 
programs in the UHF band, with the resulting impediment to UHF stations 
getting on the air. 

The Federal Communications Commission cannot control the cost of produc- 
tion or the selling price of any set, and cannot predict with accuracy the result 
of the removal or reduction of the excise tax. Our support for the removal or 
reduction of excise taxes on all-channel sets does not depend entirely upon any 
exact difference between the costs of the all-channel sets and the VHF-only 
sets. Obviously the public would be more inclined to buy all-channel sets in 
preference to VHF-only sets if the price differential were insignificant. There- 
fore, one way to stimulate all-channel sets is to reduce their price nearer to or 
less than the price of VHF-only sets. There is testimony before other con- 
gressional committees that elimination of the excise tax will enable the all- 
channel sets to be sold as cheaply or cheaper than the sets receiving VHF only. 
See, for instance, page 415 of the transcript of the May 1954 hearings held 
before the Subcommittee on Communications of the Senate Interstate and 
Foreign Commerce Committee, 83d Congress, 2d session, presided over by the 
Hon. Charles Edward Potter, United States Senator from Michigan. 

In fairness to this committee it should be stated that the question of receiving 
sets is not the only factor in our television problems or even the only obstacle 
to stimulating the use of new channels and additional service to the public. 
In the considered judgment of our Commission, however, the fact that so few 
people have all-channel receiving sets is an important element bearing on the 
matters under our jurisdiction and one which merits careful consideration and 
the best efforts of all of us in finding a solution. 

The Senate Interstate and Foreign Commerce Committee has unanimously 
recommended that the excise tax on all-channel sets be reduced or eliminated. 
We agree with that view and recommend the removal or reduction of the manu- 
facturers’ excise tax on television receiving sets (and components) if they are 
capable of receiving all channels without modification. 


Mr. Foranp. Dr. Smith, will you come forward, please ? 


STATEMENTS OF DR. DAN THROOP SMITH, SPECIAL ASSISTANT 
TO THE SECRETARY, TREASURY DEPARTMENT; JUSTIN F. 
WINKLE, ASSISTANT COMMISSIONER OF INTERNAL REVENUE 
(TECHNICAL); AND BERNARD H. FISCHGRUND, ASSISTANT 
CHIEF, EXCISE TAX BRANCH, TAX RULINGS DIVISION, INTER- 
NAL REVENUE SERVICE 


Dr. Smrru. May I ask Mr. Winkle and others to join me? I know 
I will want them shortly. 
Mr. Fortanp. You — bring in anybody else you want. 
l 


__We know you very well, but for the purpose of the record will you 
identify yourself and also the gentlemen with you ? 

Dr. Smirn. I am Dan Throop Smith, Special Assistant to the Sec- 
retary of the Treasury. 

Mr. Winkie. Justin F. Winkle, Assistant Commissioner of In- 
ternal Revenue (Technical). 

Mr. Fiscuerunp. Bernard H. Fischgrund, Assistant Chief, Excise 
Tax Branch, Tax Rulings Division, Internal Revenue Service. 
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Mr. Foranv. As you gentlemen understand, the idea was that the 
Treasury representatives would take into consideration the testimony 
that was to be given by the public witnesses and be prepared to com- 
ment on them at the conclusion of the hearings of these public 
witnesses, and also to answer questions which have been prepared by 
the staff. 

Do you have a statement to make this morning, Dr. Smith, before 
we start ? 

Dr. Smirn. I have no formally prepared statement but I would like 
to take advantage of your invitation, Mr. Chairman, to say just 2 
or 3 things. 

The large number of witnesses which appeared before your com- 
mittee indicated the importance of the subject. There has been a 
great deal of useful information contained in the briefs and in the 
testimony before the subcommittee. We have received from your 
staff, I think, something over one hundred and forty odd questions; 
a good many of those came just at the end of last week. 

Our people in the Treasury and the Internal Revenue Service have 
developed the factual background relevant to those questions and we 
are prepared, of course, to go into those in such detail as the committee 
chooses. 

It does occur to me that:at this stage a good deal of useful discussion 
could come with the members of your staff and with Mr. Stam’s 
staff of the Joint Committee on Internal Revenue Taxation. I have 
not had a chance yet, in view of the very brief period since the hearings 
were concluded from the outside witnesses, to go over with those 
people the sort of critical analysis which we usually find desirable 
to decide what points have real merit and what points cannot prop- 
erly be fitted into a general program. 

Our presentation today, I think, to a considerable extent will have 
to be limited to filling in, as I have already indicated, the factual 
background on the points that are raised until we do have an oc- 
casion and an opportunity to determine in the sort of informal dis- 
cussion which is so useful between staffs, which particular points 
are worthy of emphasis to the committee. 

Now, I have 1 or 2 other things. The committee will recall that 
the Internal Revenue Service submitted to your staff just prior to the 
opening of public hearings, something over 2 weeks ago, a memoran- 
dum calling attention to proposed changes and modifications in the 
Forand bill that occurred to us over the summer and on the basis of 
conferences with industry that we had had. 

There are a few more things of that sort. Those are, I believe, the 
type of things that are best discussed with the staff as they are small 
technical things. I understand, although there have been no hearings 
on the parts of the bill dealing with taxation of liquor, there have been 
a very few minor drafting points that have come up there which the 
Internal Revenue specialists would like to raise with the draftsmen 
prior to the final consideration of your subcommittee on the bill as 
a whole. 

To sum this all up, I would simply say that we in the Treasury 
and the Internal Revenue Service are available and ready as soon as 
these public hearings with us are concluded to proceed immediately 
with a critical consideration of those points which have been raised 
in the public testimony that would seem to your staff to justify careful 
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analysis and consideration with reference to being fitted in with the 
other things that are already in the bill. 

Mr. Foranp. Do I understand, Mr. Smith, that you and your staff 
will be available for continued work with the committee or is it the 
intent that they should be available only on a part-time basis ? 

Dr. Smrrn. Well, certain individuals have a variety of duties, as 
myself. Those who are specialists in excise will of course be available 
on a full-time basis. I have also demands from the Mills subcom- 
mittee and I am meeting with the staffs in connection with that, but 
between those two I am available all of the time. 

Mr. Foranp. Well, the important thing is, of course, I want to be 
sure that there is someone there that can take a definite stand one way 
or the other, speaking for the Treasury, instead of having to put off 
this question and that question for later consideration as they are 
reached. I think the decision might be made so that we know exactly 
where we stand. 

We realize, of course, being practical men, that time is working 
against us. We realize, also, that this committee will not be able to 
make the full and complete report that we had hoped we could make. 
However, we do want to be sure that we can turn in a report that we 
had hoped we could make. However, we do want to be sure that we can 
turn in a report that-will be not only practicable but valuable for 
the full committee and represent the work that has already been done. 

Dr. Smrrn. There are only a limited number of policy officials in 
the Treasury. I assure you that it should not be more than a matter 
of a very few hours before a final answer could be given on anything, 
in case I am not present myself at a time when a discussion is going on. 

Mr. Foranp. With that understanding, then, we will proceed. We 
have a number of questions as you have just mentioned that have been 
submitted to the Treasury and the Internal Revenue Service, some of 
which you have not had an opportunity to study in detail-as yet. 

Here is the first one: You will recall that the Forand subcommittee 
attempted to work out an answer to the amateur stone cutter so that 
he could determine when the stone that he was buying for cutting was 
a semiprecious stone and therefore taxable, and when it was not. It 
has been suggested to us that this presents in effect two new problems. 
One is in distinguishing between precious stones on the one hand, and 
semiprecious on the other, and, two, in defining what constitutes 
cutting or polishing. 

Do you see any administrative problems in this area? What would 
be your view as a substitute for this to provide a specific list of precious 
and semiprecious stones and to impose a tax only with respect to the 
listed stones whether or not cut or polished ? 

Dr. Smrru. I would like to have Mr. Fischgrund comment on that, 
if I may. 

Mr. Fiscuerunp. My name is Bernard H. Fischgrund, and I am the 
Assistant Chief, Excise Tax Branch, Tax Rulings Division, of the 
Service. 

Following the proposed provision that was contained in your bill, 
Mr. Forand, relative to this problem, we suggested that it would be 
very helpful from the standpoint of clarification if a definition of “cut- 
ting and polishing” was set forth in the bill. As yet, we have not been 
able to work out any satisfactory definition with your staff. 
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However, it developed that even assuming we had an appropriate 
statutory definition of cutting and polishing, the Service would never- 
theless have to continue to use the MOH’s scale of hardness test in 
determining what was a precious stone. 

There are still certain problems because of representations made 
to us over the years that a particular type of stone will vary in hard- 
ness so that an individual stone which does not itself meet the test 
that we have been using would nevertheless be taxable because the 
type is of that particular hardness. 

It certainly occurs to us, at least from the administrative point of 
view, Mr. Forand, that a listing of the taxable precious and semi- 
precious stones would be helpful in determining taxability and would 
eliminate a lot of the problems which arise in connection with dis- 
agreement between the Service and taxpayers as to what constitutes 
a taxable stone. 

However, in our humble judgment, we are not sure that we know 
enough about stones or semiprecious stones to list them all. 

You also have a companion problem as the trade or the industry 
develops, namely, that nomenclatures change from time to time. 
Sometimes it is for the purpose of marketability. Not all stones go 
by the same name all over the country. Frequently in geographical 
sections they are known by different names. 

Mr. Foranp. Now, the present law imposes a tax on articles made 
of or ornamented or fitted with precious metal or imitations thereof. 
We understand that this has been interpreted by the Service as mean- 
ing that articles on which the precious metal ornamentation is one 
hundred-thousandth of an inch or more in thickness are subject to 
tax. It is virtually impossible for a retailer to determine if a 
precious metal coating on an article is of a taxable or nontaxable 
thickness. It is believed that practically all of the tax collected 
under this particular provision is obtained from a relatively few 
classes of articles. What would you think of substituting for the 
present provision of specific listing of articles which would be subject 
to the tax if they had any precious metal ornamentation regardless 
of thickness of it? 

Mr. Winkie. We think, Mr. Forand, it would be helpful if there 
were such a specific listing in this statute, assuming that it is feasible 
to prepare such a list. I say assuming that it would be feasible to 
prepare such a list, because that is a rather dynamic area. There 
are new articles coming into the picture all of the time, or there are 
old articles that are coming in under new names. 

In short, I would say that we would welcome a specific listing as a 
help in clarifying the area. We do have some reservations as to how 
feasible it would be to come up with a complete and meaningful 
listing in terms of permanence, let us say, but apart from that reserva- 
tion we would favor a listing. 

Mr. Foranp. It would require some time to compile this type of a 
list; would it not? 

Mr. Winxte. Yes; I believe it would, sir. 

Mr. Foranp. The present law provides a manufacturers excise tax 
with respect to mechanical pencils, fountain and ballpoint pens, 
cigarette lighters if they are not subject to the jewelry tax. Pencils 
or pens having precious metal in other than essential parts are sub- 
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ject to the jewelry tax. Lighters are taxable as jewelry if they have 
a plating of one one-hundred-thousandths of an inch or more. 

Do you think it is sound to segregate these items between manu- 
facturers in retailers taxes according to these intricate rules? a 
would it not be better to simply impose a manufacturers tax with 
respect to all of them? 

Dr. Smirn. This goes back quite a ways in the development of the 
law, Mr. Chairman. The jewelry tax has been deemed to be more 
feasibly handled if it is on a retail basis. That is because among 
other things, of the large number of manufacturers. 

Now, the dividing line between something that is functional and 
something that is primarily jewelry, is of course inevitably a some- 
what difficult one to draw. There are instances where a very ex- 
pensive article of precious metals has added to it a functional item, 
such as a lighter or a pencil which is responsible for only a small 
fraction of the total value. A person receiving it thinks they are 
receiving something of value based upon the metal. Therefore, it 
seems useful to have this jewelry-tax approach. 

It would seem unfortunate to convert the other taxes, that is the 
tax on the other products which is satisfactorily handled on a manu- 
facturers basis into a retailers tax. Therefore, recognizing that a 
problem does exist, the present method seems to be the most satis- 
factory way of dealing with the general situation that exists, where 
an article from some standpoint should be regarded as one type of 
product and from another standpoint another type of product. 

Mr. Mason. Mr. Chairman, I have two questions here that are 
technical in nature and [ am not too interested in them. I do not like 


to ask technical oe but the staff has prepared this for their 


benefit, and as it deals with Illinois, I am willing to ask them. 

The first one is this: With respect to the exclusion of State and 
local taxes from the retailers excise-tax base, the type of tax for which 
exclusion is permitted is termed in the statute, “Any retail sales tax.” 
Have problems arisen in determining just what constitutes a retail 
sales tax? Should the term be rephrased to include specifically other 
local taxes which are similar in character but which are called by other 
names, such as occupational taxes, or receipt taxes ? 

Dr. Smira. May I take advantage of your comment, that you did 
not like to ask technical questions, to say I do not like to answer 
technical questions, and so I would like to have Mr. Fischgrund answer 
that one, Mr. Mason. He is much more familiar with it than I am. 

Mr. Fiscuerunp. Mr. Mason, we have not had any technical prob- 
lems from an administrative point of view in dealing with this ques- 
tion of exclusion of State sales taxes. The law as presently con- 
structed permits an exclusion only with respect to retail taxes imposed 
at the State level. 

Now, what your question suggests is the possibility of the inclusion 
of other types of taxes imposed at the local level, such as occupational 
taxes, gross-receipts taxes, and gross-income taxes. Conceptually they 
are similar to sales taxes. But specifically they are not related to sales 
or individual transactions or, stated otherwise, they are not related to 
the sale on which the Federal retail excise tax is imposed. They deal 
instead with taxes applicable to either the totality of doing business or 
an aggregate of transactions. 
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Now, the law could be amended so as to relate these other types of 
taxes to individual sales, just as it does now in the case of sales taxes, 
However, you would still have the problem which exists under present 
law of stating those taxes separately. I can well envision the diffi- 
culty any particular retailer would have in trying to break down his 
annual occupation tax into the number of taxable transactions under 
the Federal law. 

Now, your interest in this question undoubtedly stems from the fact 
that the occupational tax in Illinois is stated separately. Other than 
that tax, I would have some difficulty in concluding that any taxpayer 
benefit might accrue from this proposal that is being suggested unless 
the law was so pinpointed as to permit this exclusion whether or not 
stated as a separate item. 

We get into this very difficult area which we have today, in the 
manufacturers’ excise taxes, as to what is includible and what is ex- 
cludible from the tax base. 

Mr. Mason. I can readily see that there is a vague field in between 
that is very difficult to determine in some cases. This is the other ques- 
tion: With respect to the exclusion of State and local taxes from the 
retailers excise-tax base, the type of tax for which exclusion is per- 
mitted is termed in this statute “Any retail sales tax.” Have prob- 
lems’arisen in determining just what constitutes a retail sales tax ? 

I am told, for some administrative practices, this exclusion even 
when the local tax is included in the total billing price, is not stated 
as a specific separate charge. Is that correct? If so, should not the 
law be amended to provide for such treatment ? 

Mr. Fiscuerunp. As I indicated in my earlier reply 

Mr. Mason. You have partly answered that question. 

Mr. Fiscuerunp. I have answered the first part of the question, 
that to our knowledge there has been no particular difficulty with the 
administration of the present law, as now constituted. While I have 
not been able to verify this, we are advised as your question suggests, 
that there have been unpublished rulings permitting the exclusion of 
the State retail tax even though not stated as a separate item. 

I have some doubt as to whether that can actually be verified. Your 
question gets into an area that is not readily susceptible of answer as 
to any policy position the service might have taken for the reason 
that. the exclusion is frequently handled as a matter of practice by a 
retailer within his accompanying system. If, on the examination of 
returns, it develops that there has been an exclusion for sales tax, 
and it appears proper and the return is accepted as filed or in the 
period involved in the examination is otherwise agreed to, then the 
question never arises as to whether the local tax was stated separately 
or included in the price. 

It is a very difficult thing to really pin down, Mr. Mason. 

Mr. Mason. I buy material in my hometown from this merchant, 
and it is $10 plus, and then the tax is specified. Now, I buy it from 
another merchant, in the same town, and it is $10.20 or something like 
that, which includes the tax, but the tax is not specified at all. 

Now, how do you people determine whether one has collected a tax 
and.one ‘has not ! 

Mr. Fiscuerunp. I could only answer that by raising a question. 
That is, that we would also have to determine whether under the dif- 
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ferent State laws local taxes must be stated separately or are not re- 
quired to be stated separately. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Esernarter. Mr. Chairman, may I say in the first instance, I 
think it is perfectly proper that these questions be asked of the Treas- 
ury Department in public hearings because it is not only informative 
to the committee but it is informative to the public to know what 
the position of the Treasury Department is, both with respect to tech- 
nical questions and policy questions. 

Now, I would like to get a definite response from the Treasury on 
some basic questions relating to excise taxes. 

I have prepared a short statement and then I will ask specific ques- 
tions. I am sure the Treasury will agree that the present system of 
excise taxation, that is the so-called selective excise taxes is discrim- 
inatory, taxing as it does some classes of articles and not taxing other 
classes, other articles comparable in price range and consumer appeal. 
For example, at this time of the year, if someone wanted to purchase 
a gift, they can procure one article over an equally attractive one, 
simply because the second one is subject to an excise tax burden and 
the first is not. 

I think you will appreciate that. This is only one example of dis- 
crimimation. In his message to the Congress of the United States on 
May 20, 1943, President Eisenhower said in part: 

A wide variety of existing excise rates makes little economic sense and leads 
to improper discrimination between industries and among consumers. 

While there is not at present as great a variety of rates as there was 
at that time, a variety still does exist. The difference in rates is almost 
secondary, though. The President could just as well have said that the 
wide variety of existing excise taxes makes little economic sense and 
leads to improper discrimination. 

Looking for a moment, Dr. Smith, at only one of the discriminatory 
excise taxes, namely, that imposed on the transportation of property, 
there can be no question but that this tax favors some and hurts others. 
The economic burden and competitive hurdle for small shippers who 
must pay a higher freight rate than larger firms is only amplified by 
the tax. This is also true for shippers who are far from the distribu- 
tion centers as compared to those nearby. 

The ultimate discrimination, of course, is between the various 

classes of consumers who certainly bear the final burden. A man with 
an income of $5,000 a year most certainly pays more in proportion to 
his income than the man whose income is $10,000 or $20,000 a year. 
_ Now, Mr. Smith, if you can answer this question, I would appreciate 
it: Does the Treasury Department, or you speaking on behalf of the 
Treasury ty consider that the present system of excise taxes 
is economically sound ? 

Dr. Smrru. In line with the statement which you have quoted from 
I believe it was the budget message of 1953, or a later Presidential 
message in 1953. 

Mr. Esernarter. It is dated May 20, 1953. 

Dr. Smiru. That position is indicated by the President there, of 
course. It is still our position. On the other hand, after having 
examined the subject for something over 314 years now, we do not 
have anything that we are ready to suggest as being preferable to the 
present system. 
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Mr. Esernarter. As being preferable to the present system ? 

Dr. Smirn. That is right. 

Mr. Esernarter. Then your answer is, as I take it, that it may not 
be economically sound, but it is the best thing we can have at the 
present time ? 

Dr. Smiru. As of now we know of nothing better to suggest to that. 
As is so often the case, in tax matters, all tax matters, we have to be 
content with something that is far from ideal, but nonetheless, does 
bring in the revenue, which under the existing budget situation we so 
greatly need. 

Mr. Exsernarter. I know what your answer to the next question is 
going to be: Is the Treasury still hunting for an economically sound 
taxation system ? 

Dr. Smiru. The Treasury is always hunting for a less bad taxation 
system, Mr. Eberharter. Ido not believe we can ever aspire to having 
a thoroughly economically sound tax system when we have to get as 
much revenue as we do. 

Mr. Eseruarter. Then, you consider these excise taxes as discrimi- 
natory in many instances, or in practically all instances ? 

Dr. Smrru. Yes; I think that there are a good many points where 
the differential treatment either in rates or, as you have noted, there 
is now less difference in rates and it is primarily a matter of inclusion 
and exclusion, is one where starting from scratch (if I may use a 
colloquial term) would not be justified in abstract logic. But un- 
fortunately, we are not starting hose scratch. 


Mr. Eseruarrer. Dr. Smith, when these taxes were first proposed, 
conditions economically and businesswise and consumer interests were 
very different than they are today. Do you not think that we ought to 


make some serious changes because of the changes in conditions alone? 

Dr. Smrru. Well, I quite agree of course that conditions were differ- 
ent. I am not altogether sure that the changes in conditions make 
the resulting taxes any less appropriate than they were previously. 
Many of these excises go back, as you know, to the 1930’s when in the 
falling off of income tax revenues the excises proportionately carried 
a much higher burden of the total revenue than they do now. 

At a high and active level of business, the differential treatments 
are probably of less importance competitively than they would be 
under some other circumstances. So I am not sure that the changes in 
economic conditions necessarily mean that the particular selection of 
items is more inappropriate than it was previously. 

Mr. Mason. Would the gentleman from Pennsylvania yield for just 
a moment ? 

Mr. Exvernarter. Surely. 

Mr. Mason. I have to differ with you, Dr. Smith, on that. The justi- 
fication in the first place for these excise taxes was they were put on 
luxuries. Those luxuries over 30 or 40 or 50 years have become neces- 
sities. Of course, that changes conditions. 

Now, we cannot levy taxes on necessities with a justification that 
they once were 30 or 40 years ago luxuries. But that is exactly what 
we are doing. 

Mr. Exseruarter. Now, speaking on the question of necessities of 
life, under the present statutes we are taxing hot-water heaters. 
Hot-water heaters in the homes are taxed. In my opinion that article 
is an absolute necessity in every home in the United States, especially 
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in the Northern States. I don’t see any justification whatsoever for 
taxing the necessities of life like that. It is just as necessary for a 
person to have hot water in the home as it is necessary to have cold 
water, almost. 

Dr. Smrru. Well, if the distinction were to be made in terms of 
frequency of use, or if one adopts the phrase of necessities and luxuries, 
I fear that when we have a situation with total revenue requirements 
approaching $70 million for the whole budget, to take a concept that 
only the luxuries and the superfluities would be taxed, we just would 
not get the money. We would not get the money we must have to 
run the Government. 

Mr. Esernarter. Then we are faced with the necessity, if there is a 
change made in these excise taxes, of reducing the revenue income, 
and we are faced with the necessity of finding some other means of 
getting revenue? That is a pretty hard question, Dr. Smith. 

Dr. Smiru. If there is to be a net reduction in the take from excise 
taxes, then some other source will have to make good that deficiency. 
The only other sources, of course, are individual and corporate income 
taxes. Wealso think that those are too high. 

Mr. Eseruarter. I have a question in that regard. First, I want 
to ask you this: Was not one of the primary reasons for instituting the 
tax on transportation of freight and of persons, discouragement of 
shippers, and a discouragement of train travel by passengers during 
the waremergency? Was not that one of the primary reasons ? 

Dr. Smiru. I do not know. I was not here at that time, and as I 
read the record, I think that was, shall we say, one of the things that 
made that very fruitful revenue source more acceptable, but as to 
whether it was one of inherent logic, I really do not know. 

Mr. Esernarter. This is also one of the main reasons for putting 
the tax on telephone and telegraph messages. It was to discourage 
use of them during the emergency period when there was such a 
burden on them that they could not carry the load. 

Dr. Smrru. I certainly would not say, if the implication is, do we 
in supporting the continuation of that tax, favor a discouragement 
of travel and of the use of telephones, let me say very promptly, “no,” 
that we do not favor the discouragement of that. 

Mr. Esernarter. I certainly cannot agree with you on that, because 
every added burden of cost helps to discourage the use. 

Dr. Smrra. Excuse me, Mr. Eberharter. I did not make my point 

clear. I said, in favoring the continuation of those taxes until some- 
thing better comes along, we are not doing it for the purpose of dis- 
couraging, and we regret that any tax, of course, has a discouraging 
effect upon an activity if it is an income tax, or upon a form of con- 
sumption if it is an excise tax. 
_ We are confronted with the situation where those two taxes bring 
in a good many hundreds of millions of dollars a year, and the elimina- 
tion of those in view of all of the other taxes which it would be 
_ desirable to reduce or eliminate we just do not see that a priority 
should go to those. 

Mr. Mason. Would the gentleman from Pennsylvania yield again? 

_ Mr. Exsernarter. Just a moment, please. Even if the transporta- 
tion tax is most discriminatory and even if it is economically unsound 
you still believe and it is the position of the Treasury that we should 
still keep it in foree—— 
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Dr. Smrrn. Excuse me, Mr. Eberharter. I do not agree—— 

Mr. Exsernarter. (Continuing) Solely on one ground, that we need 
the revenue? 

Dr. Smiru. I think that there is a matter of degree as to how dis- 
criminatory and how bad the effects are. In the earlier part of your 
first question to me, you referred to a discrimination that exists between 
long shipments and short shipments and between those who pay 
somewhat higher freight rates Setar they ship in small quantities, 

Mr. Esernarter. And there is one further Seshnvieintion if you 
will permit my interruption there. Large concerns, it has been 
testified here, have their own transportation system and pay no tax 
on freight at all, whereas the smaller shipper must use the common 
carrier and he has to pay this 3-percent tax. 

Dr. Smirn. That is a discrimination you mentioned. 

Mr. Esernarter. That is a teriffic discrimination. 

Dr. Smirn. That, I think, is a significant one. As regards the 
earlier ones, it does seem to me that an ad valorem tax is the most 
reasonable and best approach if we were to have it, or to have a trans- 
portation tax, because there is certainly a specified percentage of the 
total amounts that are made. But we estimate for the current. year, 
1957, that the tax of 3-percent on transportation of property will 
produce’ $460 million, and the tax on the transportation of persons 
will produce $214 million, and the tax on telephone and telegraph and 
radio and cable, $255 million, and local telephone service, $338 million. 

Those in the aggregate come to more than $1 billion. It seems to 
us that it is a lesser evil to continue with those taxes than to impose 
that amount of additional tax burden on other lines of activity or 
incomes that are already overburdened. 

Mr. Mason. Now, if you will yield, these transportation taxes and 
communication taxes were levied in the first place in order to head 
off a handicap in our war effort, in both communication and trans- 
portation, and the appeal was made to the people of the Nation, to 
their loyalty and to their patriotism. 

Now, loyalty and patriotism does not enter into this picture at all 
any more. There is no war effort to impede or handicap. So the 
people say, “Well we agreed to that during the war for war purposes 
and we wanted to be patriotic, but we don’t want to pay that tax 
now because it does impede regular business.” So the people want 
to get rid of those two taxes. I want to say this, that they can get rid 
of those two taxes, and still not lose a penny for the Treasury, be- 
cause about half would come back in expanded business and increased 
profits upon which 52 percent would be paid in corporation tax, and 
much more than the other half would come in if you would only tax the 
present untaxed, co-ops, and so forth. 

Those two things, and. by the way I proposed those two things, 
could be done at the same time you repeal the transportation and the 
communications tax. You would have a much more equitable tax 
system when you got through than you have today. 

Mr. Foranv. Do you have any comments on that, Mr. Smith? 

Dr. Smrrx. No, Mr. Chairman. 

Mr. Foranp. I think it might be well to clarify one point which 
has been used by many people in pleading for repeal of taxes. The 
truth of the matter is, as my colleagues here on the committee know, 
that we of the Ways and Means Committee were looking for addi- 
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tional money to defray the expenses of the war effort. We were not 
concerned with conservation of material or the restriction of travel 
or things like that. 

Our concern was, where can we get the money, and we scratched 
the bottom of the barrel. I think that ought to be made clear, that 
our committee, the Committee on Ways and Means, was not concerned 
with anything in applying these taxes, other than to raise money. 

Mr. Exeruarter. Dr. Smith, then I take it that your general an- 
swer is that you favor continuation of all of these excise taxes now 
on the books? 

Dr. Smrru. Until we can see a better way of getting the money, 
yes, sir. 

’ Mr. Esernarrer. Up to now you have not been able to find a better 
way ? 

Dr. Smrrx. Up to now, we have not been able to find a better way. 

Mr. EserHarter. That is a concrete answer. Now, do you think as 
a matter of principle that the retention of excise taxes as presently 
constituted is preferable to personal income tax revenue? 

Dr. Smrra. When we are confronted with it, and if the proposal 
is to eliminate excise and increase income taxes, we would oppose that 
because we think income‘taxes are also too high. 

Mr. Esernartrer. To put it the other way, suppose we are con- 
fronted with the problem of whether to reduce personal income taxes, 
or whether to reduce excise taxes, which would you prefer if you were 
prepared to state your position on that ? 

Dr. Smiru. That would have to be appraised in terms of all of 
the conditions existing at the time. I cannot answer an “iffy” sort 
of question of that kind. 

Mr. Eperriarter. You are not prepared to comment now ¢ 

Dr. Smirn. I am sorry to say we are not confronted with that 
situation. I wish we were, but we do not have that situation in front 
of us, and the answer would depend upon all of the existing cireum- 
stances at the time. 

Mr. Esernarter. In other words, then, your position right now 
is that we have to maintain the present level of income taxes and 
the present level of corporate taxes and the present level of excise 
taxes. That is, in effect, the impression you give. 

Dr. Smirn. So far as I know now, I see no basis for a proposal for 
reduction of any taxes at the present time. 

Mr. Esertarrer. I am glad to have that position clear. You see, 
the subcommittee is really faced with a lot of problems here, Dr. 
Smith. 

Dr. Smrru. Let me go on and add that as we are all aware from 
the papers, the final budget figures are still being assembled. I said 
to the subcommittee earlier, 2 weeks ago, that so far as we in the 
reasury saw the situation at the present time, there was no room 
for a reduction in excise taxes and that is our position before this 
committee for your consideration. 

_ Mr. Eprrnarrer. Well, in other words, the subcommittee has to go 
Into executive session with your testimony to the effect that the 
Treasury opposes reduction in any present excise tax. 

Dr. Smrru. Any reduction involving a net loss in revenue; yes. 

Mr. Esernarter. Involving a loss of revenue ? 

Dr. Smiru. Yes. 
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Mr. Foranp. Will you yield there for a question? Dr. Smith, on 
the basis of that statement, are we to understand that this applies sim- 
ply to outright repeal of taxes, but that you are not objecting to 
corrections or remedies that we may find to eliminate discrimination 
in certain areas ? 

Dr. Smrru. I am not quite sure of the full implications of that. 
Mr. Eberharter commented on the transportation taxes as involving 
discrimination. Now, if it were the subcommittee’s judgment that 
that should be eliminated on the ground that it was a discrimination 
and that removal of discrimination involved a revenue loss of $674 
million, we in the Treasury would certainly object. 

Now, if it is a matter of removal of Kentiainalane that in some 
way modifies the distribution of the burden involving no net revenue 
loss, we would not object on those grounds. 

Mr. Foranp. If we give relief in one spot we have to make it up 
in another. 

Dr. Smiru. That is our recommendation to the committee, Mr. 
Chairman. 

Mr. Foranp. I am glad to have that point cleared up. 

Dr. Smiru. Yes, sir. 

Mr. Espernarter. Dr. Smith, I have a number of technical questions 
here and I think that we had better have your answers on the record. 
If you are not prepared to answer them right now, you can supply 
that for the record later. 

Dr. Smirn. I think Mr. Winkle and Mr. Fischgrund can fill in the 
background material on all of the points that are raised. 

Mr. Exseruarter. The first one refers to the retail tax on jewelry. 
The present law provides an exemption under the jewelry tax for 
articles used for religious purposes, It is my understanding that the 
Service has interpreted this as including articles for use in religious 
devotions and also more recently, has extended this to include articles 
designed for use as religious awards. Is this correct and do you think 
it would be desirable to spell out the Service’s interpretation of use 
for religious purposes more specifically in the statute? 

Mr. Winkie. At the outset, Mr. Eberharter, it is correct that we do 
regard an article that is designed for use as a religious award in the 
sense of a Sunday school button or pin, for example, as being used for 
religious purposes. 

We have no objection to spelling that out in the statute. To date 
we have had no particular difficulty with it, but if the committee con- 
siders it desirable to spell it out specifically in the law, certainly we 
have no objection to it. 

Mr. Exseruarter. Personally, if you have had no difficulty and no 
complaints, I do not see any necessity for it. You do not think that 
there is a necessity for it? You have not had sufficient complaints or 
differences with the people concerned ? 

Mr. Wrinxte. It has been my impression that we have not, sir. At 
the time the ruling was made, as I recall, there were some few com- 

laints as to whether it was extending the statute beyond what was 
intended. But in recent months, at least, I have heard no complaints 
on that score at all. 

Mr. Exsernarter. Would you say that you are giving a liberal in- 
terpretation to the statute? 
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Mr. Wrvxte. I think we did, although it gets you into this difficult 
suestion of what is a “religious” purpose. We did not think that we 
vere going outside the intent of the statute when we extended it to 
ake into account not only the conventional religious articles, statutes 
ind so forth, but also pins that were definitely used in Sunday-school 
-lasses, Bible classes, and so forth. 

Mr. Eseruarter. Thank you, Mr. Winkle. 

Now, as to installment sales. We have been told that the Service 
believes that the law should be amended with respect to the section 
permitting payment of tax in installments in the case of certain types 
of sales. This amendment would be a form of requiring the sales 
arrangement to be in writing. 

Could you briefly tell us the difficulties you have encountered which 
have prompted this suggestion ? 

Mr. Wrykte. I think Mr. Fischgrund can answer that, sir. 

Mr. Fiscucrunp. Under present law, Mr. Eberharter, section 4053 
of the Internal Revenue Code, where retail sales are made on an in- 
stallment basis, under a conditional sales arrangement, or under a 
chattel-mortgage arrangement and lease transactions, the tax due may 
be paid in a proportionate manner. 

In other words, the tax is paid as and when the lease or the install- 
ment payments are received. Now, from time to time we are con- 
fronted with the question of whether in the case of a sale on an 
installment basis or under a chattel mortgage, the relationship between 
the customer and the seller is such as to constitute one of those ar- 
rangements. Frequently it has been suggested that merely a notation 
on the invoice to that effect constitutes such a legal relationship. We 
have considerable doubt that the arrangement can be effected in that 
manner. 

This also becomes a rather critical question at the time of any rate 
reduction, such as we had under the Excise Tax Reduction Act of 
1954. In our judgment, therefore, if the law spelled out that these 
urangements must be in writing, although I would concede that in 
most cases a chattel mortgage arrangement would have to be in writing 
in order to be valid; that would simplify our problem. 

Now, you will notice that I have significantly left out “leases” in 
this part of my statement. That is because you can, under a legal 
concept, have an oral lease between parties. We have not conceded 
that you can have an oral arrangement respecting the other three types 
of transactions between parties which is necessarily a valid one. 

Mr. Epernarrer. I can see where it would make the administration 
much easier and more certain if everything was in writing. But then 
we could bring up language which would cover all situations: “All 
of these arrangements of installment buying or chattel mortgages must 
be in writing.” Would that simplify your administrative problem ? 

Mr. Fiscuerunp. We believe it would, Mr. Eberharter. 

Mr. Enernarter. Some leases, if they are only for a 30-day period, 
are valid if they are oral; are they not? 

Mr. Fiscuerunp. If you had a lease for a 30-day period, the treat- 
ment of that would be entirely different from the type of situation 
that the seller really wants to get under the law. 

Mr. Enernarrer. I have another question. In a recently published 
ruling, the service has announced that under certain circumstances 
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there will be no tax on a trading allowance given in lieu of cash for an 
article traded in connection with the purchase of a taxable article. 


These circumstances exist— 
the ruling, says— 


when an article traded in is one to which the purchaser does not have legal 
title because it was bought by him under a conditional sales contract which has 
not yet been consummated. 

This is not the same rule that applies when the article traded in is 
owned by the purchaser by virtue of his having bought it for cash or 
on open account or under a chattel mortgage arrangement where title 
passed to him at the time of sale. 

Would you please tell us whether these impressions are correct and 
also give us your views on the feasibility of either including or exclud- 
ing all trade-in allowances in or from the tax base. 

Mr. Fiscuerunp. The question you raise goes directly to the issue 
of legal ownership of the commodity that is being traded in. I can 
briefly demonstrate it best by an example. Let us assume that “A” 
does not like to buy on credit. He wants to buy a diamond ring for 
$500. He buys that ring for cash and, therefore, has legal ownership 
and title tothat ring. But 6 months later he comes back to the jeweler 
and says, “I want a better ring. I want a ring that is worth $1,000.” 
The jeweler has one in stock and sells it to him. 

Now, the seller and buyer get together and make a deal. The ring 
is taken back in for the $500 that was originally paid for it and for 
an additional $500 cash the jeweler sells him the $1,000 ring. Having 
had full legal title and ownership in that ring, the jeweler received 
$1,000 in the form of a ring worth $500 and $500 in cash. 

Therefore, the net effect of that particular transaction taxwise is 
that the jeweler paid tax on the $500 sale of the original ring and then 
pays tax on the subsequent $1,000 sale of the better ring. 

Mr. Eseruarter. You do not pay on the $1,000. 

Mr. Fiscuerunp. Yes; you do. 

Mr. Enernarrer. The second time you do? 

Mr. Fiscuerunp. Yes; because you have received in money or 
money’s worth $1,000 for that second ring. 

Mr. Esrrnarter. You have already paid tax on $500. 

Mr. Fiscuerunp. But that transaction was closed. It was an out- 
right sale for $500 with respect to which the jeweler parted with all 
possession and legal title to the first ring. 

Therefore, when A comes to the jeweler the second time, he has a 
ring which is actually worth $500 in cash to the jeweler and $500 addi- 
tional cash for the $1,000 ring the jeweler sells him in the second 
transaction. 

Mr. Esernarrer. It is a $1,000 deal and not a $500 deal. 

Mr. Fiscnerunp. There are in reality two deals, Mr. Eberharter. 
The first is for $500 and the second one is for $1,000, totaling, in our 
judgment based on the facts, $1,500 worth of taxable sales. 

1 think if you will permit me to proceed with the second example we 
can clarify this. 

Now, B buys on an installment basis, or on a conditional sales basis, 
the same $500 ring. He has only paid $300 on it, but under those 
circumstances the jeweler still has legal title to the ring. B has no 
title, but he has an equity of $300 in that ring. 
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Now, he comes back and—if I can interpolate, this is frequently 
called the grow-a-diamond proposition—B comes back to the jeweler 
with the $500 ring which he does not own and says, “I want the $1,000 
ring.” The jeweler agrees to take.the $500 ring back in and gave B 
credit to the extent of his equity in it, which is $300. 

Never having owned the original ring, there was no sale consum- 
mated passing title to it. Therefore, B now has an open account 
with the jeweler to the extent of $700 represented by a credit of $300 
in the form of the equity which he had in the prior ring and $700 
which the jeweler now sets up in a new installment or conditional 
sales account. In that case, the net result is tax on $1,000. 

Mr. Epernarter. But in that case also he has paid, or the jeweler 
has paid on a $300 that has already been paid in. 

Mr. Fiscuerunp. That is correct, and he incurs a liability only for 
the additional $700 which goes with the sale of the new $1,000 ring. 

Mr. Esernarter. It seems to me, at first glance, that it is a sort of 
double taxation. 

Mr. Fiscuerunp. If it is double taxation the result produced—— 

Mr. Esernarter. The total outlay is $1,000 but in one case you pay 
tax on $1,500 and in the second case you pay a tax on $1,000; is that 
correct ? 

Mr. Fiscucrunp. That is correct, but as I started to indicate, Mr. 
Eberharter, the result, if it be double taxation, is produced by the 
legal incidences which differ in both transactions. 

Mr. Eseruarter. I can see that point, too. 

Mr. Mason. Would the gentleman yield right there ? 

The legal incidences penalize the man who pays cash and favors the 
man who buys on time. 

Mr. Esernarrer. That is right. 

Mr. Hertone. Do you not think that he needs favoring ? 

Mr. Eseruarrer. | had a question on the retailers’ tax, but I think 
vou have answered it. I understand there has been considerable un- 
certainty in determining a tax base when articles subject to a re- 
tailers’ tax are given in exchange for some consideration other than 
cash. Please tell this subcommittee what the policy is in this area. 
Do you have any specific suggestions for statutory changes that would 
help solve this eetibenst I think that you have answered that. 

Mr. Wryxxe. I think that there is a comment that could appro- 
priately be made on that, Mr. Eberharter. That question, in a sense, 
opens up the much broader question of what is a retail sale, who is the 
retailer, and what is the basis for the tax in a situation where con- 
sideration other than cash is given in return for the article? 

The basic position the Service has taken is that a retail sale is any 
sale other than a sale for resale. We have, moreover, proposed to the 
staff that the law be specifically amended to provide that a retail sale 
isa sale not for resale. The reason that this was done is because of a 
recent decision in the eighth circuit in the case of Gellman v. The 
Vnited States, which does seem to make it desirable that there be some 
statutory clarification of what is a retail sale. This matter has been 
gone over with the staff, sir, and we have made a proposal for clarify- 
ing the law. P 


Mr. Eseruartrer. Was that the case where the theaters bought 
some material for their own use, or is that a similar type of case? 
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Mr. Wrixxtr. Mr. Fischgrund may correct me on this, but it was a 
case in which certain articles were sold to companies for use in giving 
awards to salesmen by premium houses, that sort of thing. 

In other words, the sale was made by a premium house to a company 
which wished to give the articles out as awards to employees. The 
problem was whether the sale made by the premium house was a tax- 
able retail sale in view of the fact that the vendee did not intend to 
resell the articles but rather to give them as awards. 

Mr. Esernarter. Do you think that is easy to correct by amending 
the statute? 

Mr. Winxte. I think the statute could be amended so as to help the 
situation, sir. 

Mr. Exveruarter. I have one more question. This is a general ques- 
tion: It has been suggested by one of the witnesses who appeared be- 
fore the subcommittee that the present Federal excise taxes, retailers’ 
Federal excise taxes, particularly the one on toilet preparations, be 
shifted to the manufacturers’ level. Do you have that before you? 
Other witnesses opposes this. Would you let us have your reaction 
to this suggestion ‘ 

Dr. Smtrn. I will comment on that, Mr. Eberharter. 

There was a good deal of trouble in the past when the tax was at 
one time on a manufacturers’ level. There were a great many small 
manufacturers in this area and there was complaint that the enforce- 
ment procedures were not and could not be adequate enough to pick 
up all of the taxes on all of the manufacturers so that there was dis- 
crimination between them. 

It was for that reason that it was changed to the retailers’ level. 
There is also a very great problem there, in that some of those prod- 
ucts where there is a very large markup between manufacturing costs 
and retail prices, as to exactly who the manufacturer is. The price 
of the producer of the physical product short of the advertising and 
the brand naming may have costs that are a minor fraction of the 
total selling price. 

Therefore, a person who operates in that manner would have a very 
small tax as compared to, and a discrimination in favor of him, 
against the person who as a manufacturer carries it further through 
the productive process and sells directly to the retailer. 

Therefore, the present treatment seems to be both the fairest thing 
and, administratively, the best thing. The evidence that we have 
seen does not suggest that it would be better to go back to the old 
method. 

Mr. Erernarter. We have to look at each item practically and form 
the best judgment we can. In some instances it would be better to 
have the manufacturers’ level and in other instances at the retailers’ 
level. 

Dr. Smrru. On the basis of many years of experience that the 
committee has had and that we have had administering it, that does 
seem to be the result. 

Mr. Esrruarrer. I think that you are right about that, Dr. Smith. 

I will yield the floor, Mr. Chairman. 

Mr. Karsten. Dr. Smith, in interrogation by Mr. Eberharter, you 
indicated that you would not be in a position to favor tax reduction 
at the present time. I wonder if in the foreseeable future you might 
have views on that subject. 
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Dr. SmirH. Only the very great hope that there will be a time 
when it will be possible, but when that time will be I do not know. 
As of December 10, 1956, for discussion now, I don’t have any sug- 
gestions. 

Mr. Karsren. We frequently read statements by our Secretary 
of the Treasury in which he talks about tax reductions. I wish he 
would be a little more specific. 

Dr. Smrru. Our limitation is entirely one of expenditures, you 
appreciate, Mr. Karsten. 

Mr. Karsten. I didn’t hear you. 

Dr. Smiru. Our limitation ‘is entirely one of expenditures, you 
understand. 

Mr. Karsten. When the time does come for tax reduction do you 
have any idea how you are going to approach it? 

Dr. Smirn. No. As I indicated to Mr. Eberharter, the situation 
would have to be appraised in the light of all the existing circum- 
stances. 

Mr. Karsten. You would not favor an income-tax reduction over 
excise taxes? 

Dr. Smrrn. I said 2 weeks ago and I will be glad to repeat now 
that we will give individual income-tax reduction a high priority, 
but that does not indicate necessarily exclusive treatment but cer- 
tainly a very high priority. 

Mr. Karsven. I dislike getting in the realm of speculation, but 
assuming that we do have a budget surplus next year, do you think 
that would change the situation ? 

Dr. Smrru. I have no comment beyond what I have said already, 
Mr. Karsten. 

Mr. Karsten. I have 2 or 3 specific questions. 

In connection with the manufacture of opera glasses, binoculars, 
and long-range field glasses, a tax is imposed. I understand toys like 
the Boy Se out field glasses are exempt under the excise tax. Do you 
have any difficulty w vorking out exemption for the toys in the field of 
tield glasses and opera glasses ? 

Dr. Smrru. I would like Mr. Winkle to comment on the adminis- 
tration of problems there, if any. 

Mr. Winkie. I think, Mr. Karsten, that probably goes to the mat- 
ter of whether we tax so-called toy binoculars, that 1s, binoculars of 
either no power or of a very low power. Our position is that if the 
binoculars do in fact magnify, as dating wish from simply having 
x piece of plain glass in them, we have no alternative but to tax them 
under the statute. Whether it would be desirable to provide spe- 
cifically in the statute that below some specific power no tax would 
be applicable on the theory that the glasses are toy glasses, purely 
from an administrative standpoint we ‘would see no objection to that. 
[t might be helpful. As of now, we have not experienced overly 
great difficulty in the area. 

Mr. Karsten. The difference, then, in taxing a pair of binoculars 
would be the parabolic curve put on ‘the glass “for magnifying. 

Mr. Wrnxtz. That is correct. 

Mr. Karsten. If it were a flat piece of glass you would not tax it. 
If there were a parabolic curve on it, you w ould 4 

Mr. Winxte. That is right. If it had magnification properties we 
would tax it. 

85776—57——59 
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Mr. Karsten. You have had no difficulty administering that? 

Mr. Wink te. No, sir; none that I know of particularly. There 
may have been specific situations arise, however, where perhaps the 
question has been presented to us. 

Mr. Karsten. I have in mind binoculars such as are made for Boy 
Scouts and that sort of thing, most of which would be classified as 
a toy. But apparently they do have a curved lens and would be 
taxable. 

Mr. Wrinxte. If they do, sir, under the statute, as we interpret it 
now, we would tax them. 

Mr. Karsren. In connection with industrial diamonds, I under- 
stand there is also an exemption. I wonder how that works out. 
Would it be well to put a definition of industrial-type diamonds or 
do you have any difficulty on that? 

Mr. Winx te. It is true that we do not tax industrial diamonds un- 
der existing law. He have had, so far as we are aware, no particular 
difficulties in handling it. But there again we have no objection to 
writing it into the law. It is always well in the case of articles 
that are intended to be exempt, to specificially spell out the exemption 
in the statute to the greatest extent possible. However, I don’t think 
it is a problem that looms overly large as far as difficulty is con- 
cerned. 

Mr. Karsren. What about the use of sapphires as phonograph 
needles? Are they subject to tax now? 

Mr. Wink te. I don’t know that I can answer that question, Mr. 
Karsten. Perhaps Mr. Fischgrund knows the answer to it. 

Mr. Fischgrund advises me that as far as he is aware—but we 
would like to check this—we do not tax them. 

Mr. Karsten. I would like to have that information. 

Mr. Wrnkxre. I will be glad to check it. 

(The following information was later submitted for the record :) 

The Service has not specifically ruled on the question of the application of 
the retailers excise tax to sapphires used as components of phonograph needles. 
Upon the basis of comparable determinations it is our conclusion that sapphire 
tipped phonograph needles are not subject to the retailers’ excise tax as con- 
stituting articles of jewelry, etc. 

Mr. Karsten. In connection with toilet preparations such as you 
buy in the drugstore there seems to be some confusion about figuring 
out the tax. I wonder if you think the tax on toilet preparations 
should be clarified so the druggist or the retail clerk would not have 
this confusion every time you make a purchase of toilet preparations. 

Mr. Winxte. There are difficulties. 

Mr. Karsten. The thing that goes through the clerk’s mind is 
whether it is a toilet preparation. 

Mr. Winkie. We have endeavored ever since that tax has been im- 
posed, to cooperate with the trade by working out with them lists of 
articles that we regard as being taxable and fists of articles that we 
do not regard as being taxable. The difficulty I think arises from 
the fact that regardless of how specific you would like to get in such 
a listing, invariably you wind up with not only a list of specific prod- 
ucts but you also have, in any such list, types of products. To the 
extent that the list must name types as distinguished from specific 
articles, it hasn’t helped the problem too much. It has helped to the 
extent that the list includes some specific items. Congressman Simp- 


Oo, Dr of PH 
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son in H. R. 12421 did attempt to list specific types of taxable items. 
That resulted in a rather long list. We are not entirely sure how 
much of a panacea that is for our ills in this area for the reason that 
in each instance the bill says, for example, that the term “perfume” 
includes certain articles, that the term “toilet water” includes certain 
articles, that the term “bath preparations” includes certain articles, 
and so forth. In other words, the listings are not exclusive of other 
articles. I think this bill indicates some of the difficulties that are 
inherent in the drafting of an all-inclusive list in an area where you 
have such a variety of different kinds of articles as you do in the 
toilet-preparations area. We would welcome clarification, but we 
think listing them in the statute does have its limitations. 

Mr. Karsten. It does not have to be an exclusive limitation. If 
they were not covered in the statute you could not come along later 
and put a tax on them. 

Mr. Winkuz. That is not the case with this bill, as I read it, for the 
simple reason that it says it “includes,” but it doesn’t necessarily make 
clear that it is exclusive of other articles. If it did, it would say it 
“means” these articles. I think that is our difficulty. 

Mr. Karsten. You also have types of toilet preparations and cos- 
metics sold by salesmen who go from house to house. I understand 
that the samples they give away in connection with their demonstra- 
tions are exempt from taxation. Do you have any difficulty in deter- 
mining or working that out? 

Mr. Wrnxxez. I think there was one problem that we discussed with 
the staff, and that was whether or not when the statute exempts so- 
called miniature samples for demonstration use, it is confined to 
samples that are in fact used by a demonstrator in a department store, 
for example, or whether it would include the giving of samples of a 
house-to-house salesman of a cosmetic firin to customers. We can’t 
find that we have ever been asked that latter question. If we were 
asked it, I am pretty confident that under present law we would say 
that if it was a miniature it would be exempt. So I can’t say that the 
Service has experienced much difficulty on that score. I do understand 
that some of the cosmetic houses have experienced a little difficulty of 
their own in that in some instances they would like to give out as 
samples a size larger than a miniature. Of course, if they do that we 
do not exempt it. 

Mr. Karsten. That is all the questions I have. 

Mr. Foranp. Mr. Herlong. 

Mr. Hertona. Dr. Smith, in connection with the general statement 
that you made a few moments ago that this is no time for tax reduction, 
or words to that effect, I hate for politics to rear its ugly head in a 
hearing like this, but I recall year before last I introduced a bill to do 
away with the gasoline tax on the nonhighway use of gasoline by 
farmers. We tried to get a report from the Treasury Department on 
that bill for some 8 months and couldn’t get one. Finally, apparently 
someone over in the executive department thought it was a pretty good 
idea and the President recommended it as part of his farm program. 
You were here testifying at that time and we asked you about it. We 
wanted to know whether this proposal was included in your general 
opposition to a reduction in taxes. You said no; that you were in 
favor of the bill, as I recall your testimony. I asked you when you 





916 EXCISE TAXES 


had made up your mind on it because we had not been able to get a 
report on it. You said that the Department’s opinion had just crys- 
tallized over the weekend. I suppose that I can assume that when you 
get ready for a tax cut over there this time your opinions will crystal- 
lize just about the same time that the President asks for a tax cut so you 
can get again credit for it, is that correct? 

Dr. Smirn. Might I 

Mr. Mason. Be frank, now. 

Dr. SmirH. May I say, Mr. Herlong, that final decisions—— 

Mr. Hertone. The reason I am asking this question is because my 
opponent took that bill that I couldn’t get a report on and nearly beat 
me to death with it when it was my bill and he as well as everyone else 
was in favor of it—but you got all the credit for it. 

Dr. Surrn. A lot of things go into final decisions. I think all I 
can say is that decisions when they are reached will be well considered 
in the light of all the surrounding circumstances, Mr. Herlong. 

Mr. Hertone. Thank you. 

Mr. Foranp. Mr. Mason. 

Mr. Mason. Mr. Smith, I have been asked to give my idea of what 
a 4-year program of tax revision and tax reduction should be. I 
have given that, and I am going to introduce bills that would cover 
those 4 years of tax reduction and tax revision. One of those years 
IT am suggesting that all these Federal excise taxes, outside of liquor 
and tobacco, should be wiped off the books, losing $5 billion, and 
then as a substitute therefor apply a general manufacturer’s excise 
tax of 5 percent that would bring in the same amount on all end prod- 
ucts. What would you think of such a program in order to get rid of 
so many of the headaches of the taxpayers and also the revenue 
department ? 

Dr. Smrru. I am afraid, Mr. Mason, I have no comment beyond my 
earlier ones which I believe have also been no comment. 

Mr. Mason. At this time. 

Dr. Smrrn. At this time. 

Mr. Mason. You do want to simplify and equalize and bring about 
yore equity on the excise-tax receipts that the Federal Government 
gets today if it doesn’t lose any of the dollars; don’t you? 

Dr. Smrrx. Those are all certainly very desirable objectives. 

Mr. Mason. If those are desirable objectives and you are for them, 
you will have—you can’t get out of it—you will have to be for my bill. 

That is all, Mr. Chairman. 

Mr. Foranp. Dr. Smith, my next question has to do with tele- 
vision sets. You know that most of the standard television sets on 
the market today are equipped to receive only very high frequency 
signals. Other forms of television communication exist in the form 
of the ultra-high frequency. Several witnesses have testified—and 
I might say right here the Federal Communications Commission has 
submitted a report to which I referred earlier and which will appear 
in the hearings immediately following my earlier statement—to the 
effect that they also favor the elimination of taxes on the all-channel 
sets. According to the witnesses, the growth of the UHF transmis- 
sion is being seriously hampered by the fact that the imposition of a 
‘ax on all television sets, regardless of type, adds to the price differen- 
tial already existing between the VHF and the UHF or between the 
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VHF and the all-channel sets and thus discourages the consumer from 
buying a set capable of receiving UHF. These witnesses have re- 
quested that the tax on television sets be removed from the all-channel 
sets. Testimony has shown that the price differential between the all- 
channel and the VHF sets would be roughly equivalent to the tax 
imposed on VHF sets. The witnesses assert that removal of the tax 
on the all-channel set would greatly encourage their production and 
purchase by consumers. It would seem, though, that this elimina- 
tion possibly would result in most of the sets sold being all-channel 
variety and thus the tax revenue now realized on the TV sets could 
virtually disappear. 

May we have your comment on this proposal ? 

Dr. Smiru. This is a proposal which has been made at various 
times. There have been several bills on this subject proposed. It was 
considered by the Senate Finance Committee I belive as early as 
1954. As your question indicates, the effects probably would be to 
eliminate, in effect, the tax on all television sets because the saving 
in tax as nearly as we can get the facts is about equal to the cost of 
equipping a set for the ultra. high frequency. This approaches $100 
million, which is a very substantial amount of revenue to forego to 
foster a particular line of development in a particular industry. The 
Secretary has indicated on various occasions before the Ways and 
Means Committee and other places that it is our feeling that taxation 
should be for revenue purposes only. Going on from that, a change 
of this sort would be a modification of the tax law for an ulterior 
purpose, a particular form of industrial development, which we con- 
sider a very questionable method of tax legislation. 

On that basis we would be unsympathetic to this particular proposal 
involving, as it does, revenue loss of the magnitude that I have 
indicated. 

Mr. Foranp. In other words, the record is to show that although 
the Federal Communications Commission recommends it, the Treasury 
Department opposes it? 

Dr. Smira. The Treasury Department opposes it as a matter of 
tax policy. I have no quarrel with the Federal Communications 
Commission suggesting something which would be useful from their 
standpoint. There are a great many groups that find that a modifica- 
tion of the tax laws would be highly appropriate to the particular 
activity that they are responsible for, but when it is all put together in 
terms of a consistent and coherent tax policy the Treasury Department 
frequently has to take exception to that, as we do now. 

Mr. Foranv. Now we get back to the retailer’s tax here. It has 
come to the attention of this committee that for some time there has 
been considerable uncertainty as to the Service’s position with regard 
to the application of the retail Federal excise tax on carying charges 
or finance charges paid by retailers. This uncertainty apparently has 
increased as a result of the recently published ruling on the subject 
which appears to modify what was understood to be the Service's 
previous position. While we are aware that there are innuemrable 
types of carrying and finance charges, will you tell us how your pres- 
ent ruling would affect the most widely used types of carrying and 
financial arrangements ? 

Dr. Swirn. Mr. Fischgrund will answer that, Mr. Chairman. 
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Mr. Fiscucrunp. I am not sure. Mr. Forand, that I would essay 
to indicate how our most recent ruling would attempt to settle the 
question of all types of carrying and finance charges, because I am not 
certain that we know all of the various types that do exist. However 
this problem stems from a decision which was rendered by the United 
States Court of Appeals for the Fourth Circuit in 1952, the case of 
Berman’s Jewelry Store v. U. S., in which the court held that a 
so-called finance charge equal to 10 percent of the listed price of 
jewelry, which was added to such list price in the case of installment 
sales, was not a true carrying charge but was an arbitrary amount pay- 
able on credit sales. The court concluded, therefore, that this addi- 
tional amount in the form of a carrying charge was includible in the 
sale price on which the retailer’s excise tax was to be computed. 

In its decision the court held the finance charge in that case bore 
no relation to a true finance or carrying charge, but was imposed 
without regard to the amount of the deferred payment or the length 
of time over which the installments were to run. It was a fixed per- 
centage and in a fixed amount, whether the contract was payable in 
either 2 monthly installments or 12. 

Our published ruling implementing that decision holds that where 
a retail dealer adds to the price of an article a charge for the privilege 
of purchasing the article on credit or under an installment arrange- 
ment, that charge is to be considered a part of the selling price on 
which the tax is computed, notwithstanding the fact that such amount 
might be set forth as a separate item. 

The crucial issue in this situation, Mr. Forand, stems from the 
fact that the court in its opinion, probably as a matter of obiter dictum, 
stated that there could be a finance or carrying charge which was 
excludible from tax base. This would be a charge confined to and 
truly representative of the added expense which is imposed upon 
a retailer by an installment method of selling as distinguished from 
the cash method. 

The court indicated that the type of charge which could be recog- 
nized as a true finance or carrying charge may include lawful interest 
on the deferred portion of the purchase price, the cost of bookkeeping 
necessary to keep the records, and any other expense directly attrib- 
utable to the maintenance of installment accounts. Among the type of 
expenses which might be so attributable are the cost to the retailer 
of credit investigations or the financing of the installment accounts. 

However, taking that reasoning into consideration, we find it very 
difficult to conceive of the distinction between those elements of cost 
to the retailer which under the court decision are considered a proper 
expense excludible from the tax base and the elements which go into 
the added price charged the customer for the privilege of buying on 
an installment basis. It seems to us that they represent the same 
thing, because one stems from the other. 

For that reason the announcement by the Service in its published 
ruling of the fact that there was a service charge which could be 
excluded has created, according to the word we get, this confusion 
on the subject. 

Mr. Foranp. When was that ruling issued 

Mr. Fiscucrunpb. That ruling is cited as Revenue Ruling 56-155, 
published in the Internal Revenue Weekly Bulletin, 1956-42. 

Mr. Eperwarter. Will you yield for a question, Mr. Chairman? 

Mr. Foranp. Mr. Eberharter. 
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Mr. Exsernarter. In other words, Mr. Fischgrund, whether a retail 
jewelry house would charge a flat sum of 10 percent or whether it 
would go to the trouble of figuring exactly the extra charges by reason 
of its selling on credit, collection charges, credit investigation, book- 
keeping, deferred payments, and things like that, whether that is 
related to the actual added cost or not, should be taxable? In other 
words, the Treasury Department ruled that there is no difference 
between the two. 

Mr. Fiscucrunp. No, sir, we have not ruled that there is no differ- 
ence. I was merely attempting to approach the problem from the 
academic point of view. 

Mr. Exsernarter. I thought you had a published ruling. 

Mr. Fiscucrunp. Our announced position indicated that the type of 
carrying or finance charge which is added to the price of an article 
bought on the installment purchase, if it is not computed at the legal 
rate of interest, if it is not based on the unpaid balance of the account 
and the length of time agreed upon for the payment of that balance, 
and, if it is not refundable in proportion to any accelerated payment 
of the account by the customer, we would not consider it a bona fide 
finance or carrying charge and it should be included in the tax base. 

You notice I state the proposition in the negative. Our ruling is 
actually in the affirmative. 

Mr. Exsernarter. That is what I thought your ruling was. 

Mr. Hertone. Will the gentleman yield ? 

Mr. Foranp. Mr. Herlong. 

Mr. Hertone. In that connection as a practical matter, Mr. Fisch- 
grund, most of these jewelers will advertise a fixed price for an article 
and say you can buy it on time and that it won’t cost you any more 
to buy that way. Then, if you come in and pay cash for it, they will 
let you have it for a little less. That is usually the way they operate, 
as 1 understand it. I can conceive of an instance, however, where if 
they advertised at a particular price and said this was the price of the 
article and you came in and wanted to buy it on time, they would say, 
“If you are going to pay in installments, we are going to have to add 
carrying charges to the advertised price.” 

If it were done in that way, conceivably Treasury would say that 
that is not a part of the purchase price and therefore it would not be 
taxable. Is that true? 

Mr. Fiscucrunp. With this reservation, Mr. Herlong: It would 
depend on the actual facts in each case as to the manner in which that 
finance or carrying charge is levied. Again adopting the theory in 
the court decision, if it were levied without regard to the time that the 
contract is to run, if there was no opportunity for a reduction of the 
finance charge in the event that the payment was accelerated, and if 
it was in excess of the legal rate of interest, we would not concede that 
it could be excluded. 

Mr. Foranp. I have here a copy of a letter written by the Jewelry 
Industry Tax Committee, Inc., dated December 6 and addressed to 
Mr. Rudolph Bopp of the Excise Tax Division. [Reading :] 

Request is made for a ruling on the propriety of excluding from the tax base 
certain service charges (or finance charges or carrying charges) assessed on a 
credit sale of merchandise that is subject to the Federal retail excise tax. 

That deals directly with the subject we have just been discussing. 
This request for a ruling is made as of December 6. Did I understand 
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you tosay, Mr. Fischgrund, that a ruling had been made on this subject 
recently ¢ 

Mr. Fiscuerunp. The ruling that I referred to, Mr. Forand, is 
a ruling which was published in our Internal Revenue Bulletin. 

Mr. Foranp. When? 

Mr. Fiscuerunp. That is late 1956, some weeks back. My refer- 
ence was to the Internal Revenue Bulletin 1956-42. That would be the 
42d week of this year. 

Mr. Foranp. Does that mean that these people who have asked for 
this ruling were not aware of the action already taken or is it a case 
where a separate type of ruling is necessary under the circumstances? 

Mr. Fiscuerunp. I would have to examine the letter more closely, 
Mr. Forand. 

Mr. Foranp. I would be glad for you to do so right now. 

Mr. FiscuerunD. Without attempting to examine this letter in de- 
tail or answer it at this juncture, Mr. Forand, I believe that as a result 
of our having published the ruling in the Internal Revenue Bulletin, 
this is a request on the part of this trade group to get an opinion 
from us as to how the general rule stated in that published ruling 
would apply to case A and case B, cited in the letter. 

Mr. Foranp. Those cases, I undestand, are given in response to a 
request which was made by the Service for something specific. Would 
the ruling be made ony on those two examples or would they be made 
applicable to any and all cases coming within that category ? 

Mr. Fiscuerunp. We have to start from the point that our pub- 
lished ruling stated an adequate general rule. So implementing that 
published ruling we would indicate what our position would be in 

‘ase A cited here and case B, and no further than that. 

You have the further fact that the opinion of the court in the 
Berman case is itself a publication of a general rule. 

Mr. Foranp. I am going to have that letter put into the record. 
You have a copy of it at the Service. So will you give it consideration 
and if possible give us a specific answer for the record ? 

Mr. WINKLE. We would like opportunity, Mr. Forand, to examine 
it more closely and we will give you something for the record on it. 

Mr. Foranp. Without objection that will be made a part of the 
record. 

(The letter referred to follows:) 


JEWELRY INDUSTRY TAx CoMMITTEE, INC., 
Washington, D. C., December 6, 1956. 
Mr. Rupo.reH Bopp, 
Chief, Excise Tax Division, Internal Revenue Service, Washington, D. C. 

Dear Mr. Bopp: Request is made for a ruling on the propriety of excluding 
from the tax base certain service charges (or finance charges, or carrying charges) 
assessed on a credit sale of merchandise that is subject to the Federal retail 
excise tax. 

It is customary practice in the retail industries to price merchandise on 
the basis of cash transactions. When merchandise so priced is sold on extended 
credit or installment accounts it is the accepted and usual practice to add a 
service charge to the unpaid balance on such accounts to cover increased costs 
of credit accommodation that are over the usual costs of a cash transaction. 
This is universal practice whether or not the merchandise is subject to excise 
tax. Such service charges are not an addition to the price for which the 
merchandise is sold but embodies credit investigation expense, interest, in- 
creased cost of bookkeeping, etc., not incurred in a cash transaction. These 
charges are figured on the basis of a percentage of the unpaid balance and the 
length of time the account is to run. Appropriate credit of the service charge 
is made for accelerated payment. 
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The method of assessing these charges usually follows one of two practices, 
which are: 

Case A: An article, subject to the Federal retail excise tax, is sold on 
an extended credit or installment account. The cash price of the article is 
$100. An initial or downpayment of $25 is made leaving a balance of $75 
that is to be paid off in monthly installments. Hach month a carrying 
charge of 144 percent of the remaining balance due is added to the account 
as a credit service charge. 


Case B: An article, subject to the Federal retail excise tax, is sold on an 
extended credit or installment account. The cash price of the article is 
$100. An initial or downpayment of $25 is made leaving a balance of $75 
that is to be paid off in 10 monthly installments. A credit service charge 
of 10 percent on the unpaid balance is added to the account at the time of 
purchase. An appropriate credit or refund of a pro rata amount of the 
service charge is made for accelerated payment. 

In both of the above cases the service charges are predicated on the con- 
ditions outlined in the second paragraph of this letter. 

As this is an urgent matter may we request a telegraphic reply at the earliest 
possible moment? 

Sincerely, 

BERNARD N, BURNSTINE, 
Ezecutive Vice Chairman, Jewelry Industry Taw Committee, Inc. 

Mr. Foranp. There is another point I would like to clear up. I 
might have misunderstood but it seems to me I understood Mr. Fisch- 
grund to speak on both sides of the question as to the factors to be 
taken into consideration on this exemption, so called. He said some- 
thing about the legal rate in one statement, and of other matters in the 
other statement. First of all, how do you determine the legal rate? 
Does that mean Federal, State, city or what ? 

Mr. Fiscuerunp. I find that a rather difficult question to answer 
myself, Mr. Forand, depending upon individual State law. In other 
words, in my judgment certainly we would have to give due deference 
to the law which prevailed in the jurisdiction in which the parties 
were operating, that is, the seller and the buyer. I am not sure that 
you could necessarily say there is a Federal legal rate of interest in 
this type of situation. What the court had in mind in the Berman 
case when it did make reference to a legal rate of interest I am not 
in a position to say. I don’t know whether they were talking about 
the legal rate of interest in West Virginia, which was the jurisdiction 
of the parties in that case, or whether they were talking about legal 
rate of interest on a mean basis in all of the 48 States. 

Mr. Foranp. How could we resolve that so the trade would know 
where they stand? : Ds 

Mr. Fiscuerunp. That might possibly be resolved by clarifying 
legislation. I would like to call your attention to the provision in 
the Simpson bill, H. R. 12421, which provides an exclusion for a bona 
fide carrying charge. This leaves open the question as to what is bona 
fide. 

Mr. Foranp. That really leaves the people involved in a quandary, 
and I suppose it would result in someone in one part of the country 
being able to do one thing and someone in another part of the country 
being able to do another thing. : 

Mr. Fiscuerunp. Certainly, Mr. Forand, I think the question sug- 
gests the possibility that the service ought to reexamine the ruling 
which it did publish in the light of all of the existing circumstances 
and the prevailing decisions of the courts and see if we can do some- 
thing to further clarify this problem. 
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Mr. Foranp. I think that is the approach to it. It is just one more 
of those headaches. I had in mind what a terrific headache the fellow 
who pays the bill must have. 

Mr. Herlong. 

Mr. Hertone. You have just about cleared up everything I wanted 
to talk about, Mr. Chairman. 

In this connection you said there might be some necessity for clar- 
ifying legislation in this field. Would it not be possible for the Treas- 
ury to publish a ruling setting up a system of rules and regulations 
under which a person or a ces Br gett dean or retail jeweler might be 
exempt from this tax, setting up rules and regulations right down the 
line? 

If a man came under the regulation he would be exempt and if he 
didn’t he wouldn’t but you would draw a set of rules that would be 
applicable to a case like that. 

Dr. Smirn. It seems to me that is certainly an eminently desirable 
thing to have in all tax cases. 

Mr. Hertone. You have so far only the dicta in the opinion of the 
court in this case, as I understand, on the basis of which a ruling was 
published ? 

Dr. Smiru. As I understand the situation, Mr. Herlong, on the 
basis of this additional letter to which the chairman has referred, 
presenting some additional facts, the service now proposes to look 
again at the ruling published earlier this year and see whether that 
might be amplified, whether there is authority under the law to do it. 
I think we would all agree that the result you have suggested is exactly 
the one that we should have. 

Mr. Herione. Thank you. 

Mr. Foranp. You gentlemen realize, of course, I am not trying to 
tie the hands of the Government in this matter, but I am trying to find 
a solution. In view of the fact that it involves the State rates, and 
so forth, we don’t want to dictate to the various State governments but 
I believe something should be worked out and I am hopeful that you 
will do it. 

In view of the statement made earlier by Mr. Smith and in view 
of the fact that time is running out on us, this will conclude the public 
hearings, thereby affording a little more time for your group, Mr. 
Smith, and our group to get together to see how much we can do on 
the many suggestions that have been made. You have a full set of 
the questions which are bothering the staff and bothering the people. 
They are based upon the testimony which was adduced during these 
hearings. 

So the committee will now adjourn the public hearings and at 1:30 
tomorrow we will have an executive session, at which I wish you, Dr. 
Smith, would be present. 

Dr. Smiru. I will be glad to be here. 

Mr. Foranp. The committee stands adjourned. 

(The following letter was later received from the Internal Revenue 
Service :) 

INTERNAL REVENUE SERVICE, 


Washington, D. C., December 19, 1956. 
Hon. AIME J. Foranp, 


Chairman, Subcommittee on Excise Tazes, 
Committee on Ways and Means, Washington, D.C. 
My Dear Mr. Foranp: As the result of deliberations of your subcommittee 
earlier this year it was agreed that the Internal Revenue Service would issue a 
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ruling setting forth its position with respect to the treatment of cooperative 
advertising expenditures as a price adjustment within the meaning of section 
6416 of the code. During the hearings on November 26, 1956, a member of your 
subcommittee inquired concerning the status of this ruling. As was indicated 
at that time, there have been many significant developments of such magnitude 
and scope that the Service has been delayed in carrying out its agreement. 

We had hoped to further inform the subcommittee on this subject at the time 
that the Service representatives were recalled to testify on December 10. Since 
the occasion to furnish a statement on this matter did not arise at that time, 
I would like to take this opportunity to bring the subcommittee up to date on this 
problem. 

Shortly following the time when the matter of cooperative advertising was 
publicized in the recommendations and findings of your subcommittee in April 
of this year a number of informal inquiries were made of the Service which indi- 
cated that some taxpayers were interpreting the recommendations to have effects 
far beyond what was intended to be expressed in it. It appeared to us that 
their interpretation of the treatment of cooperative advertising expenditures, 
if carried to a logical conclusion, would result in providing a means by which 
all manufacturers’ advertising expenses would be carved out of the excise-tax 
base. 

In May 1956 a large excise taxpayer instituted suit for recovery of taxes 
alleged to be overpaid, based on advertising expenditures made from the tax- 
payer’s own funds. Three additional suits by other taxpayers were filed in 
the months of June, July and September of this year. The amounts expended 
by manufacturers for advertising in these four suits total $104,805,920.21 and 
the recovery of taxes claimed (exclusive of interest) totals $7,857,894.60. The 
momentum on this question thus generated justifies the belief thut many more 
Psuits will follow. In view of the large amounts of money expended on adver- 
tising, it seems obvious that very substantial amounts of revenue are at stake. 

The pending suits were filed without specification of particulars because 
of the running of the period of limitations. For this reason we are not in- 
formed as to the merits of these claims. In the interest of clarification of the 
problem, one of the litigants within the past 3 weeks requested a conference with 
the Service in order to explain the issues in detail, particularly with respect 
to the advertising plans involved. An association of excise taxpayers has also 
requested the opportunity to be heard for this purpose. 

You will be interested also in knowing that a third, General Motors, Frigidaire 
division, case concerning the application of the adjustment section of the law 
as it relates to warranties was argued before the Court of Claims on December 
10, 1956. The contention has been advanced by taxpayers that the issue with 
respect to the treatment of expenses incurred by manufacturers on warranties 
and on advertising are related. Thus, we feel that the decision of the court to 
be rendered in that case might shed some light generally on the approach to 
the matter of adjustments of sale price under section 6416. 

Taking into consideration all of the factors outlined and the complex picture 
that has developed, we do not feel that we are in a position to go forward 
with the publication of the ruling we previously discussed, nor, until further 
facts are developed, to suggest a satisfactory solution to the problem at this 
time. The Service does propose, however, to meet with certain industry rep- 
resentatives at the earliest opportunity for the purpose of clarifying the issues 
involved in the cooperative advertising area. It is still our earnest desire to 
furnish your subcommittee with our recommendation for a solution to this 
problem prior to the time that it submits its final report to the full committee 

Very truly yours, 
RUSSELL C. HARRINGTON, Commissioner. 


(Whereupon, at 11:50 a. m., the committee was recessed subject to 
call.) 

(Norr.—The Subcommittee on Excise Taxes has received a great 
number of additional letters and resolutions from various interested 
persons and groups relative to the transportation tax on persons and 
property. This material is on file with the clerk of the Com-nittee 
on Ways and Means. ) 
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(The following information was submitted for inclusion in the 
record :) 


Six L’s Packine Co., INc., 
Hollywood, Fla., November 14, 1956. 
Hon. A. 8. HERtLona, Jr., 
In case of Mr. Leo H. Irwin, clerk 
Committee on Ways and Means, 
New House Office Building, Washington, D.C. 


Dear Srr: Concerning the hearing before the subcommittee of the House 
Ways and Means Committee, starting November 26, on the proposed repeal 
of the 3 percent transportation tax. 

We are growers and shippers of 800 to 900 cars and truckloads of fresh 
fruits and vegetables to many sections of the United States a season both out 
of Florida and South Carolina. 

This transportation tax is an added burden to ever-mounting costs of labor, 
materials and packing containers that cannot be recovered through sales, by 
reason of the perishable nature of the commodities involved, being subject 
solely to supply and demand. 

We most urgently ask you therefore to support the repeal of this tax as an 
aid to all concerned in the perishable fruit and vegetable industry. 

Yours respectfully, 
WILLIAM LIPMAN. 


LIPMAN & LIPMAN, INC., 
Hollywood, Fla., November 14, 1956. 
Hon. A. S. HERLoNGe, Jr., 
Care of Mr. Leo H. Irwin, Clerk, 
Committee on Ways and Means, 
New House Office Building, 
Washington, D.C. 


Dear Srr: It has been called to our attention that there will be a hearing, 
on the proposed repeal of transportation tax, before the subcommittee of Con- 
gress on excise taxes, of the House Ways and Means Committee, starting 
November 26. 

We are shippers of from 1,000 to 1,200 car and truckloads of Florida vegetables 
a season, to various sections of the United States. 

The transportation tax on fresh fruits and vegetables exacts a hardship on 
all shippers and receivers alike, insofar as it is an added cost, that is definitely 
not recoverable, in view of the fact that sales of perishable commodities are 
governed solely by supply and demand. 

Further, production costs have increased steadily, fertilizer, labor, packing 
materials, etc., so that even the small reduction of 3 percent in transportation 
eosts will help greatly in permitting growers and shippers in the perishable 
fruit and vegetable business to realize some aid toward reducing this ever- 
mounting cost. 

Accordingly we urge your most diligent support in the repeal of the transporta- 
tion tax. 

Respectfully yours, 
Ep. J. Crocott, Manager. 


Unitep States Senate, 
Washington, D. C., November 20, 1956. 
Hon. Aime J. Foranp, 
House of Representatives, 
Washington 25, D. C. 


DEAR AIME: I have received numerous letters from my constituents in favor 
of eliminating the present 3 percent tax on the transportation of property and 
the 10 percent tax on the transportation of persons. I am confident that your 
committee will give very careful consideration to this important matter during 
your deliberations on the subject of excise taxes. 

With best personal regards and best wishes, I am 

Sincerely yours, 
THos. E. MARTIN. 
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UNITED States SENATE, 
Washington, D. C., November 20. 1956. 
Hon. AIME J. FoRAND, 
House of Representatives, 
Washington 25, D. C. 


Deak AIME: Supplementing my previous letter today I am enclosing letter 
dated November 7 which I have received from Attorney Ernest Palmer, Jr., of 
Fort Madison, Iowa. 

Sincerely yours, 


THos. B. MaRTIN. 


POLLARD, PALMER & LAWSE, 
Fort Madison, Iowa, November 7, 1956. 
Hon. THomas EB. MARTIN, 
Senate Office Building, 
Washington, D. C. 

Dear Tom: Your old House Committee on Ways and Means will begin public 
hearings on November 26 relative to exciSe taxes. I would appreciate it if you 
will call to their attention the fact that the World War II excise tax of 3 per 
cent on freight and 15 percent (now 10 percent) on passenger traffic have never 
been repealed. These taxes were originally not intended as revenue measures 
but were intended to discourage freight and passenger traffic while the war in 
progress. 

It would seem to me to be in the public interest to remove this unnecessary and 
uneconomic burden on commerce and the flow of goods. The freer the flow and 
exchange of goods in our country and of passenger travel, the healthier will 
be our economy throughout our great country. 

I will appreciate anything you can do to encourage repeal of this wartime 
“emergency” taxation. 

Thank you very much for your cooperation. 

Very truly yours, 
ERNEST PALMER, JF. 


HovuseE OF REPRESENTATIVES 
Washington, D. 0., November 19, 1956. 
Hon. AIME FoRAND, 
House of Representatives, Washington, D. C. 


My DEAR COLLEAGUE: As chairman of the subcommittee of Ways and Means 
which will be holding hearings on excise taxes commencing November 26, may I 
respectfully bring to your attention the views of Mr. Murray Albertson of S. 
Albertson Co., Inc., 470 Atlantic Avenue, Boston, Mass., in regard to the excise 
tax on transportation. Mr. Albertson writes as follows: 

“No doubt you realize that Massachusetts is a large importer of fresh fruits 
and vegetables and that the present taxes greatly affect the cost of living of the 
ultimate consumer. Therefore, we believe that it is vital that you apply all 
your energy to effect the repeal of this taxation. 

“T am sure that you personally can make your own appraisal of the tremendous 
incentive the repeal of such taxes would be in the lowering of the cost of the 
consumer, who would surely welcome such a reduction.” 

I am glad to bring Mr. Albertson’s views to the subcommittee’s attention, 
and should appreciate it if they could be made a part of the record of proceedings. 

Yours sincerely, 
LAURENCE CURTIS. 


House oF REPRESENTATIVES 
Washington, D. C., October 2, 1956. 
Hon. AIME J. FoRAND, 
House of Representatives, Washington, D. C. 


My Dear COLLEAGUE: As chairman of a subcommittee of Ways and Means to 
consider excise tax legislation, hearings on which I understand are scheduled 
to commence on November 26, may I respectfully bring to your attention the 
enclosed copy of a letter I have received from my constituent, Mr. David A. 
Aransky, president of Bradley Associates, Ine., with offices at 25 Huntington 
Avenue, Boston 18, Mass. 
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Mr. Aransky asks that consideration be given to declare as nontaxable sunburn 
preventives and, specifically, the sunburn preventive known as Sea & Ski. 
I am glad to bring Mr. Aransky’s views to your attention, and should appreciate 
it if they could be made a part of the record of your subcommittee hearings. 
Yours sincerely, 
LAURENCE CuRTIs. 


Braptey Assocrates, INc., 
Boston, Mass., September 28, 1956 
Hon. LAURENCE CuRTIS, 
Boston, Mass. 


Dear Srr: In the August 27 issue of American Druggist I notice that a hearing 
is to be held in the House Ways and Means subcommittee, probably in November, 
on legislation introduced by Representative R. M. Simpson (Republican, Penn- 
sylvania). This legislation is for the purpose of reclassifying certain cosmetics 
items as noncosmetic or nontaxable. For example, the measure would exempt 
all deodorants. I am sure you will agree that a deodorant should be classified 
as an absolute necessity in modern life. 

I think it is tremendously important to protect the public from severe sunburn 
and the resultant damage to health. A product that prevents sunburn certainly 
should not be classified as a luxury. It is used by men, women, teenagers, babies, 
and now is being widely used in industrial plants for the prevention of certain 
dermatitis and skin irritations. At least the product we represent—Sea & Ski— 
is so being used. Certainly it no longer is merely a beauty product. The primary 
function of Sea & Ski is to prevent burning. 

I believe Sea & Ski should be included in any amendments to the tax bill, 
making it nontaxable. 

Very truly yours, 
Davin A, ARANSKY, President. 


House or REPRESENTATIVES, 
Washington, D. C., November 17, 1956. 
Hon. AtME FOoRAND, 
House Office Building, 
Washington, D. C. 


HELLO CONGRESSMAN Foranp: The enclosed is a letter I received from a con- 
stituent of mine urging the discontinuance of the excise taxes on freight and 
passencer traffic which were enacted as wartime measures. 

During your hearings on excise taxes which begin this month, I would be 
grateful for your consideration of this opinion and, if it can be made a part 
of the record of the hearings, I'll appreciate it very much. 

I am in agreement with a thorough study and review of those excise taxes 
which were enacted in time of war for a specific purpose but have continued in 
force beyond their normal expectancy. 

Sincerely yours, 
CONGRESSMAN FRED SCHWENGEL, 
Davenport, Iowa. 


PotLarp, PALMER & LAWSE, 
Fort Madison, Iowa, November 7, 1956. 
Hon. FRep SCHWENGEL, 
House Office Building, 
Washington, D. CO. 


Dear Frep: During World War II, the 3 percent excise tax on freight and a 
15 percent (now 10 percent) excise tax on passenger traffic was enacted to dis- 
courage freight and passenger traffic during the war. These taxes have re- 
mained on the books since as revenue taxes even though this was not the original 
intention and even though this tax is not in the interest of our economy or 
the public. It seems to me we have enough burdens on our commerce without 
this excise tax. 

On November 26, the House Ways and Means Committee is to begin hearings 
on excise taxes. I hope that they will see fit to encourage commerce and the 
freer exchange of goods by the repeal of this tax. Anything you can do to help 
or to call these views te the attention of the committee will be very much 
appreciated. 

Very truly yours, 
ERNEST PALMER, Jr. 
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FRANCE STONE Co., 
Toledo, Ohio, November 19, 1956. 
Hon. THomas L, ASHLEY, 
House of Representatives, 
Washington, D. C. 

Dear Str: Information was recently received that there will be a hearing 
beginning November 26, 1956, before the subcommittee on excise taxes of the 
House Ways and Means Committee to deal with proposed repeal of the excise 
taxes for transportation. 

We would like to record our views in favor of repeal which we strongly urge 
at this time. The excise tax was a war time measure, many of which have 
been removed such as ceilings on rent, food, clothing, and other products. In 
addition, the armusement tax on movie admissions has been cut twice. 

The excise tax on transportation is an undue burden and it is our recom- 
mendation that it be removed. 

Yours very truly, 
R. V. Oviatt, 
Traffic Manager. 


UNITED STaTEs SENATE, 
COMMITTEE ON GOVERNMENT OPERATIONS, 
December 6, 1956. 
Hon. AIME FORAND, 
Chairman, Subcommittee on Excise Tag, 
New House Office Building, Washington, D.C. 


DEAR CONGRESSMAN FORAND: I am enclosing a statement from the Albert Tros- 
tel & Sons Co., Milwaukee 1, Wis., which they desire to have incorporated in 
the hearings now being held by your committee concerning the Federal excise 
tax on transportation. 

I shall appreciate your giving attention to their request. 

With kindest regards, I am 

Sincerely yours, 
JoE McCartTHy. 
To: Hon. Joseph McCarthy, United States Senate, Washington, D. C. 


The Albert Trostel & Sons Co. request that the foregoing statements be 
incorporated into the hearing proceeding regarding the repeal of the 3 percent 
Federal tax on transportation. 

First, this property transportation tax is unduly discriminatory against our 
industry because over 95 percent of our inbound and outbound freight is handled 
by for-hire transport while other competitors may be using nontaxed private 
earriage. We concur wholeheartedly, with the American Trucking Association 
and the National Association of Shippers Advisory Boards from whom you 
no doubt have received a number of statistical reports which outline the fact 
that the tax could destroy the for-hire system by the simple process of increase 
in the tax rates to a point where for-hire service would be prohibitively costly. 
Since 1946, there have been 14 ex parte increases and now there is ex parte 206 
(7 percent and 15 percent increases are in the proposal stage). There is no 
relief in sight. 

Secondly, from the Tanners Council of America statistical service, evidence 
shows that the tanning industry has been faced with increasing competition of 
substitute and synthetics. This was the result of technological changes during 
the war and in many instances, the tanning industry is now confronted with an 
urgent problem of survival. Thus any added costs to tanners will further weaken 
the competitive position of the industry and hasten the inroads of substitute 
materials. The tannery industry is taking strenuous methods to combat substi- 
tutes and protect its markets through technical research at several of the leading 
research institutes of the country. This is a necessary expenditure. 

It is clear that the 3 percent transportation tax, which originally was a 
wartime tax, is certainly an unnecessary and added burden to us, and we 
strongly urge, therefore, for the benefit of the public interest, and the for-hire 
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carriers who themselves are desperately pleading to repeal the tax, and for 
the tanning industry which generally is faced with urgent problems of survival, 
that the 3 percent transportation tax be repealed immediately. 

Respectfully yours, 


ALrerr Trostet & Sons Co., 
CLEMENT R. Brucn, 
Milwaukee, Wis. 


(Norr.—An identical statement was also submitted by Hon. 
Clement J. Zablocki.) 


Wasurnerton, D. C., December 14, 1956. 
Hon. AIME J. FoRANp, 


Chairman, Excise Tax Subcommittee, 
House Office Building, Washington, D. C. 


Dear Mr. Foranp: On behalf of the Ohio Gun Colleetors Association, an organi- 
zation of firearms collectors numbering over 1500 members, we request considera- 
tion by your committee toward amendment of chapter 53 of the Internal Revenue 
Code. 

This particular section of law known as the Machinegun Act, was adopted by 
Congress in the 1930’s to place a heavy tax on the manufacturing, sale, or posses- 
sion of types of weapons then popular for criminal use. The Ohio Gun Collectors 
Association believes that weapons of this sort should be subjected to rigid control 
and endorses the principals embodied in the act. 

We are, however, greatly concerned with two sections of the present law which 
give considerable difficulty from our standpoint and which we sincerely believe 
hinder rather than aid, the intention of Congress as expressed in the act. 
These two sections are as follows: 

Section 58:48, paragraph 1, pEats in part, with the length of shotgun or rifle 
barrels. This section specifies a minimum length of 18 inches except in the case 
of .22 caliber, where the specified minimum is 16 inches. Many sporting fire- 
arms not manufactured in this country have a barrel length of slightly less than 
18 inches and are consequently subject to the prohibitive tax set up under this 
law. Changing this section to provide a minimum barrel length of 16 inches for 
all rifles and shotguns would in no wise effect the administration of the law 
and be completely realistic in view of the present potential of rifles of .22 caliber, 
which is many times that contemplated when the law was originally passed. 

The second provision of chapter 53 which results in more difficulty than any 
other provision, is that contined in section 58:48 wherein the definition of a tax- 
able firearm is extended to “any other weapon except a pistol or revolver if such 
weapon is capable of being concealed on the person.” While we are unable to 
ascertain the reason for this provision in the act by a review of all published 
material, we can assure you that for all practical purposes it serves no good use. 
The development of modern firearms has led to a great number of devices which 
have briefly appeared on the scene of firearms production which are difficult to 
classify clearly as a rifle, shotgun, pistol, or revolver, but which are of special 
interest to the collector of antiques and curios. Their elimination from the 
purview of the act would in no wise lessen the effectiveness of carrying out the 
original intention of Congress. Their present inclusion causes endless paper- 
work, and in some cases outright prohibition. The Internal Revenue Service 
has presently felt constrained under their very strict interpretation of existing 
law to render decisions concerning these types of weapons, which to the nonlegal 
mind seem strange indeed. 

We believe that changing present law in these respects will very materially 
strengthen respect for and increase effectiveness of the law, result in considerably 
less administrative cost to the Government, and relieve our members of unneces- 
sary restrictions which serve no purpose. 

Respectfully yours, 
Rosert S. Cary, 
Washington Representative, 
Ohio Gun Collectors Association. 
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St. PETERSBURG, FLA., November 28, 1956. 
Hon. A. 8S. HERLONG, Jr., 
House of Representatives, 
Congress of the United States, Washington, D.C. 


HonoRABLE Sire: As a member of the legislative committee of the Florida 
Retail Jewelers Association, it seems imperative that I submit to you, the 
complete details concerning the excise-tax matter which we were to have 
discussed with you at our scheduled meeting on November 14 in Leesburg, and 
I might say for all my fellow jewelers, that this is most important to our indus- 
try as we have been burdened for many years as tax collectors, which, when 
compared with many other types of retailers, such as luxurious furniture and 
luxurious wearing apparel, seems unfair. 

1. When the excise tax was originally imposed, it was at the time Leon 
Henderson was in charge of the Office of Price Administration. The tax as 
imposed was purely a wartime measure and it is the committee’s understand- 
ing that the elimination of this tax was to take place 6 months after hos 
tilities in the Japanese area had ceased. This tax which greatly surpresses 
our industry, is today still in effect long after the end of the war. 

2. At one time, certain Members of Congress and the administration felt that 
to approach a balanced-budget position, the Federal Government should leave 
the excise tax in effeet. The Federal budget for 1956 showed a surplus of almost 
$2 billion and it seems that the budget for fiscal 1957 contemplates a surplus 
estimated from $700 million to $2 billion. Therefore, this committee with 
these facts before us, feel that this highly discriminatory tax can be made 
without affecting budget requirements and certainly should be one of the first 
orders of tax relief. 

3. The eliminating of this excise tax will not mean a total loss of revenue. 
A substantial amount will be made up through increased withholding, income, 
and corporate taxes due to increased business. Figures of our industry show 
that 40 percent of all ejwelry sales are made from gift purposes, therefore, 
it seems that the jeweler must compete in the market today with thousands 
of products that are not taxed. No other industry is subject to such competitive 
discrimination and injustice as the jewelry industry. 

4. Mr. John Q. Public would be greatly benefited by a reduction of the tax. 
Savings on excise tax would be passed along to the customer which, in a sense, 
would be a distinct advantage to our industry through increased production 
and sales alone. 

5. As you are no doubt aware, a great deal of black-market sales are taking 
place in the industry. By this, we mean sales on which no excise tax is paid. 
The nature of our business is such that it makes it difficult to equitably enforce 
the tax, and to those jewelers that live honestly, it does place an additional 
competitive burden on the legitimate merchant. 

6. The leaders of both political parties and important Members in Congress 
have acknowledged the necessity for relief for small business. You are all 
aware that the jewelers of America would be termed in the main, mostly 
small business, and further speaking as an individual, the additional office 
help to properly compute the tax is in itself quite a burden upon the merchant 
today. 

Mr. Herlong, for the reasons set forth above, we rest the case of the jeweler 
in his efforts to secure the complete elimination of a wartime tax that should 
have been lifted long ago. I am sure that when your committee starts its 
hearings on this matter, these firsthand bits of information will give you 
a true picture as it exists today for the jewelers of America and more par- 
ticular, Florida. The jewelers of America and this State would be deeply 
indebted to you for your efforts in their behalf as you approach the day of 
excise-tax hearings. 

Respectfully submitted. 

Bruce W. WATTERS. 


REPEAL ASSOCIATES, INC., 
Annandale, Va., December 4, 1956. 
Hon. Aime J. ForANp, 
Chairman, Subcommittee on Excise Tazres, 
House Committee on Ways and Means, 
Washington, D. C. 
Sir: This presentation is made on behalf of the membership of Repeal Asso- 
ciates, Inc., an organization of citizens who are interested in furthering proper 
85776—57——_60 
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control of the sale and use of alcoholic beverages, and who are opposed to 
prohibition. 

Although speaking officially for only those who are members of this organiza- 
tion, there are strong reasons for believing that the millions of citizens who use 
alcoholic beverages, as well as a great many who do not drink such beverages 
at all, would endorse the representations herein made. Your consideration is 
respectfully requested of the following propositions: 

1. When national prohibition was repealed, and the States adopted liquor 
control measures, it was contemplated by the industry thus legalized, and the 
consumers (who in reality pay the excise taxes on alcoholic beverages) that a 
fair share of the tax burden would be borne by alcoholic beverages. 

2. President Eisenhower has said that “the wide varity of existing excise 
rates makes little economic sense and leads to improper discrimination between 
industries and among consumers.” There is little which may be said in defense 
of the imbalance of the present excise-tax-rate structure. 

3. The present excise-tax rates on distilled spirits and fermented malt bever- 
ages are not basic rates. They are what might be called a patchwork tax 
structure, built up because of emergency needs for revenue, since the beginning 
of World War ITI. 

4. Thus the rates were, prior to World War II, $4 per gallon on distilled 
spirits, and $6 per barrel on beer. Increases in these rates were made in 1942, 
1944, and 1951. 

5. In any present consideration of excise-tax rates, either in a general readjust- 
ment of all such rates, or the extension of the temporary increases made in the 
rates applicable to alcoholic beverages, it should be borne in mind that the rates 
now, as to alcoholic beverages, are composed of 2 parts of basic tax rates, and 
3 parts of emergency imposts made with a definite time limitation, in some 
cases at least. 

6. As to taxes on alcoholic beverages, there are grave consequences inevitably 
resulting from high tax rates which directly affect the entire public, over and 
above the effects upon the producers and the purchasers of legal beverages, and 
as well, public officials responsible for the raising of revenues for Federal, State, 
and local governments. 

The 2ist amendment to the Constitution of the United States vests in the 
individual States the control of the alcoholic beverage business. More than any 
other single factor, the sum of the taxes imposed upon alcoholic beverages bears 
directly upon the measure of control which the States can succeed in maintain- 
ing. The rates which have been in effect during the past 5 years have made 
satisfactory control practically impossible. 

The statistics as to the extent of the illicit manufacture of distilled spirits, as 
shown by the records of Federal and State enforcement agencies as to the capture 
of illegal stills, indicate the extent of what is generally termed “bootlegging,” 
fostered by the differential of about $15 per tax gallon between the cost of tax- 
paid and illegal liquor. There is no indication that the volume of illegal liquor 
is being lessened by the best efforts of Federal and State enforcement officers. 
Meanwhile, the taxing governments are losing many millions of dollars each 
year hecause of the illegal business which cannot, seemingly, be stopped. 

Because the Federal Government has now no positive responsibility for liquor 
control, excepting the comparatively small responsibility for protecting a dry 
State, as is provided for in the 2d clause of the 21st amendment, is no reason 
for it to give no thought to the interrelationship of the States’ problems of liquor 
control with those functions of the Federal Government having to do with 
producing revenues. 

We believe that high excise taxes on alcoholic beverages are responsible for 
a very large volume of illegal, poor quality, and often poisonous bootleg liquor 
beging made and used. 

We believe that excise taxes on alcoholic beverages have been increased 
beyond the point of diminishing return. 

We believe that these high tax rates are resulting directly in what may be 
termed “prohibition” by taxation, contrary to the spirit of the 21st amendment, 
which contemplated no prohibition of the Federal Government, and none within 
the States except as directly in line with the expressed wishes of a majority 
of the people. 

It is, therefore, respectfully urged that those excise taxes upon alcoholic 
beverages which were imposed as emergency measures, and with a definite 
_limitation upon their continuance, be not extended beyond the date now fixed 
for their termination. 
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It is urged, also, that a careful and thorough study be made of the excise tax 
structure, with a view to correcting inequities, and to develop the concept of 
a just relationship between all of the various excise taxes. 

We ask that your committee and the Congress consider the collection of 
revenue from the alcoholic beverage industry a secondary interest, and that the 
control by the States of the alcoholic beverage business to prevent socially 
undesirable conditions, always be given the place of first importance. 

It is requested that this presentation be incorporated in the report of the 
hearings held by your subcommittee. 

Sincerely, 
Cc. L. Cuaptn, President. 


Tue Taytor WINE Co., INc., 
Hammondsport, N. Y., December 13, 1956. 
Hon. AIME FoRAND, 
Chairman, Subcommittee to Committee on Ways and Means, 
New House Office Building, Washington, D. C. 


Dear Sir: I am respectfully enclosing a brief of statement of facts which I 
wish to file in opposition to section 5041 (a) (p. 187) IRC (the wine section) of 
H. R. 12298. 

It is our firm conviction that the adoption of the above will open up for sale a 
new class of wines which will be neither still table wines nor champagne and 
with the great tax differential it will do irreparabie injury to the champagne 
industry established for over 100 years in this country. 

May we, the signees of this brief, petition you and your committee to weigh 
the facts carefully before acting upon this section of H. R. 12298. 

Most sincerely, 
GREYTON H. Tay or, Vice President. 


Brier or STATEMENT OF FACTS 


To: The Forand Committee, Subcommittee of the Committee on Ways and 
Means, New House Office Building, Washington, D. C. 

From: Greyton H. Taylor, vice president, the Taylor Wine Co., Inc., Hammond- 
sport, N. ¥.; Marne Obernauer, president Pleasant Valley Wine Co., Inc. 
Hammondsport, N. Y.; George H. Page, manager, vice president, D. W. 
Putnam Co., Inc. Hammondsport, N. Y. 

Subject: H. R. 12298, section 5041 (a) (p. 187), Internal Revenue Code (the 
wine section): “Still wines shall include those wines containing not more 
than 0.275 grams of carbon dioxide per 100 milliliters of wine.” 


According to the definition cited above, wines under 14 percent alcohol subject 
to the still wine tax (17 cents per gallon) will be permitted to contain up to 7 
pounds CO, pressure (effervescence) at 60°. We, the draftees of this brief, wish 
to go on record as opposing the adoption of section 5041 (a) of your bill. 


WHO WE ARE 


Our companies have a vital interest in the legitimate sparkliug wine and 
champagne industry. The Taylor Wine Co. was established in 1880; the Pleasant 
Valley Wine Co. in 1860; and the D. W. Putnam Co. in 1928. 

We are currently producing more than one-third of the total United States pro- 
duced sparkling wine entering distribution channels in the United States. 
(According to reports of State beverage and tax agencies; U. 8S. Treasury 
Department, Internal Revenue Service, Alcohol and Tobacco Tax Division; and 
U. 8. Department of Commerce, Bureau of Foreign and Domestic Commerce and 
the Census.) 

To aid your understanding of the problem to be discussed, we should like to 
point out that there are two general methods used in the production of cham- 
pagne: the fermented-in-the-bottle process which is the traditional meticulous 
method used by quality champagne producers, and accounts for 60 percent for 
the United States production; and the tank or bulk process (commonly known 
as the Charmat process) which accounts for about 40 percent of the United 
States total production. 

Our companies produce well over one-half of all legitimate fermented-in-the- 
bottle champagne produced in the United States. We have large investments 
in vineyards, obligations to grape growers, investments in plant facilities, and 
in trade names, all of which will be severely affected by the passing of section 
5041 (a) of H. R. 12298 (the Forand bill). 
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The following figures give a statistical picture of champagne business 1n tne 
United States from 1952 through 1955 (transposing gallons to cases at the rate 
of 2.4 gallons a case, 12 four-fifth quarts—the standard case) : 


Cases pro- Cases pro- 
Ganed ta du in Total cases 
United foreign 
States countries 





510, 243 226, 288 
582, 740 251, 768 , 

90, 266, 000 856, 000 
604, 462 286, 240 890, 702 


2,287,445 | 1, 030, 206 3, 317, 741 
571, 861 257, 574 829, 435 
! 


736, 531 
834, 508 


DANGERS OF THIS REDEFINITION OF A STILL WINE TO THE UNITED STATES CHAMPAGNE 
INDUSTRY AND TO THE GOVERN MENT 


It is our firm belief that a redefinition of still wines to include a “light effer- 
vescent wine” will create a market in the United States for an entirely new 
kind of wine, which, while simulating some of the qualities of champagne, wil! 
be marketed without the penalty of the current tax of $3.40 on champagne. 

The marketing of such a wine not only would jeopardize the quality cham- 
pagne industry in the United States but under the guise of a still wine, taxed 
at the rate of 17 cents per gallon, it would result in a great loss of revenue to 
the United States Treasury. 


HOW THIS PROBLEM CAME ABOUT 


It is our understanding that this question of a still wine having some toler- 
ance of carbon dioxide gas was first raised by the Importers Association in con- 
nection with the importation of certain foreign wines containing small amounts 
of this gas. In other words, there was always a question as to whether such 
wines, when they enter this country, should be taxed under the still wine classi- 
fication, with a rate of 17 cents per gallon, or under the sparkling wine classi- 
fication with a tax of $3.40 per gallon. The Government wished to have some 
“break point” for tax purposes. 

The Government laboratory of the Alcohol and Tax Division conducted a 
series of tests and came up with a procedure by which they claimed such wines 
could be correctly measured for effervescence. 

During the period of several months while these wines were being tested, many 
companies in the industry began to see a great advantage in producing and 
marketing a special wine that had a very slight effervescence. The carbon 
dioxide gas would give the wine a special tang which is characteristic of cham- 
pagne and other effervescent wines and the wines could be marketed in volume 
at a tax rate of 17 cents instead of the sparkling wine tax rate of $3.40. 

The first we knew about this section of your bill was when we read it in the 
June 1956 issue of Wines and Vines, page 21, in an article entitled: “Industry 
Focuses on Crop Freight Rate—The Industry in June.” We quote from this 
as follows: “The board (California Wine Institute) also voted to take a strong 
position favoring the enactment of a law that would define a still wine as any 
wine with no more than 7 pounds pressure of CO: Such a provision would 
make possible, many believe, the production of a light effervescent wine at a lower 
consumer cost which would have considerable appeal.” 

The above is editorial comment of the leading business magazine in the wine 
industry on a subject which we feel has a direct and important bearing on our 
business. If this redefinition of a still wine became law, the existing excise 
tax on a still wine with a “light effervescence” would be only 17 cents per gallon. 

Upon further inquiry in regard to this section in your bill, we learned that 
the Alcohol and Tobacco Tax unit of the Treasury Department reported to the 
Committee on Ways and Means that the adoption of this change in the definition of 
a still wine would have the following effect: 

A specific definition has been added to this draft to clarify the distinction 
between still wines and effervescent wines (carbonated wines, champagne, and 
other sparkling wines). The lack of such a specific distinction hag resulted in 
administrative difficulties. 
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This Change will clearly permit the addition to or retention in still wines of 
such small quantities of carbon dioxide as will not result in the production of 
an effervescent wine. It is understood that such quantities of carbon dioxide 
improves the character and flavor of the wine but do not result in an effervescent 
wine. 

The Government laboratory of the Alcohol and Tax Division made samples 
and it was decided that if there were not more than “0.275 grams of CO, per 
100 milliliters of wine,” that the wine did not have the characteristics of effer- 
vescent wine which usually has a “steady bubble flow.” This seemed to the 
laboratory to be the essential distinction between a still wine and a sparkling 
wine. But would this same distinction be made by the American public? 


POSSIBLE CONSUMER REACTION TO A LIGHT EFFERVESCENT WINE 


It is our contention that the integrity, purity, and quality that our industry 
has maintained for the American consuming public would be undermined by the 
introduction into the market of a “light effervescent wine” selling with a tax 
burden of only 17 cents per gallon. The influence of labels, packages, and ad- 
yvertising appeal cannot be underestimated in this regard. As producers of 
bottled fermented champagne with large investments in properties, trade names, 
and consumer markets, we feel that the Government would do untold injury and 
forever destroy prospects of creating consumer demand in the future for legiti- 
mate sparkling wines or champagnes if this section of the Forand bill was passed. 
The subject has become a very controversial matter among wine producers in this 
country. 

The matter of a slightly effervescent wine being taxed as a still table wine 
came up before the Wine Conference of America at a meeting on October 25, 
1956. It was referred to their technical committee as it was a controversial 
matter. 

At their meeting on October 26, 1956, they agreed that the language should be 
changed to “prevent merchandising gimmicks for still wines containing some 
effervescence (carbon dioxide gas).” They added the thought that such still 
wines should not be sold or offered for sale other than as still wines and not as 
an effervescent wine or substitutes therefor. 

We agree that this is a step in the right direction but this also is an admission 
on the part of the many proponents of this legislation that there can be a great 
harm done to the legitimate sparkling wine industry unless this matter is care- 
fully controlled by law. 

As far as we can determine, it has always been the intent of Congress to tax 
“still wines” as such and “artificially carbonated” and “sparkling wines” 
(champagnes) on an entirely different basis. 

We are attaching, and requesting that it be made a part of this brief, a chart 
showing what the relative tax rates have been in the various classifications as 
compared to the grapes crushed for wine. This graphically shows the handicap 
the champagne producers have been working under since repeal. And we cannot 
believe that it would be the intent of Congress to legalize certain wine producers 
to produce a slightly effervescent champagne type wine at a still wine tax of 17 
cents per gallon. 


THE IMMINENT DANGER TO GOVERNMENT AND INDUSTRY 


We are not merely anticipating something that might happen. We are also 
submitting a photostat of an advertising brochure published recently by the 
Urbana Wine Co., Inc., Hammondsport, N. Y. (controlling stock interest now 
owned by a California winery), which shows a bottle of table wine packaged 
in a champagne bottle and distinctively labeled as such. It sells to the consumer 
in New York State at $1.95 per four-fifths bottle, and it is called Fournier Nature 
New York State wine. It is described on the front label as “dry and tingling, in 
the manner of ‘nature’ wine so popular in France.” Copy on the back label of 
Fournier Nature wine reads: 

“We are proud to bring you this bottle of a very special wine, which, while 
long a favorite of European connoisseurs, has never before been offered in this 
country. 

“Our gold-seal winemakers have succeeded in producing what we modestly 
believe to be the outstanding American white wine of the century. It is bottled 
in the spring, when nature awakens from her wintery sleep and the wine stirs 
and ferments ever so slightly. You'll see the results—in the small ‘beads’ that 
gather on the sides of the glass * * * in the delicate and beautiful flavor of the 
wine * * * in its refreshing, tantalizing ‘tingle.’ 
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“Serve it well chilled—throughout the meal or at any time of a festive occa- 
sion * * * your guests will appreciate your good judgment. 


“(Signed) CHARLES FOURNIER.” 


These front and back labels have been approved by the labeling and advertising 
section of the A. and T. T. D. of the Treasury Department. This firm further 
advertises its wine as a “subtle blend of the same selected wines used in 
‘Charles Fournier’ champagne, hence the elegant flavor, the tantalizing tingle, 
Enjoy it at the next festive occasion * * *” etc. 

The United States Treasury is receiving only 17 cents per gallon Federal 
excise tax on this still wine. What would this firm and hundreds of other 
wineries do with such a wine could they add, under section 5041 (a) a slight 
amount of carbon dioxide gas which is present in champagne and would lend 
to such wine the champagne flavor and the bubbles for which we have been so 
highly taxed? 

This matter of a definition of a still wine, we realize, has been an administra- 
tive problem, but must we producers of legitimate champagne be penalized because 
of Government administrative difficulties in equitably taxing foreign wines 
imported into the United States? 


THE CONDITION OF THE CHAMPAGNE INDUSTRY IN THE UNITED STATES 


It has taken many generations to establish the fermented-in-the-bottle cham- 
pagne industry in this famous grape- and wine-growing region of the Finger 
Lakes district of central New York State. This was accomplished by hard work 
over a period of nearly 100 years. 

In the face of the enormous tax placed on quality champagne, we have been 
able to build up a sparkling wine and champagne business in America only 
because we are able to successfully produee and sell table wines, dessert wines, 
and vermouths. 

Champagne production and sales in this country, because of the exorbitant tax, 
lave existed mainly as a sideline to the overall wine business. This, we assure 
you, is not a common practice in France or Germany where millions of cases of 
sparkling wines and champagnes are produced every year and shipped to all parts 
of the world by companies that produce nothing but champagne. 

It is interesting to note at this point that in France, there are some 200 firms 
producing champagne in the Champagne district (16 large firms produce 70 
percent of the total), that the approximate sales per year are 2,500,000 cases, 
that 1,650,000 cases are sold in France, and about 850,000 cases are exported to 
all parts of the world. 


WHAT WE WOLD LIKE THE COMMITTEE TO DO 


We respectfully urge your committee to study this matter more fully before 
you redefine the tax classification of still wines to include a “light effervescent 
wine.” These tax classifications have been in existence since the first rate was 
levied by the Congress. 

As United States producers of quality champagne, we have been doing our 
level best to provide the United States consumer with a product of great quality 
while working under a tremendous tax handicap. For years our efforts have 
been directed at convincing the Congress that tax relief to the quality champagne 
industry would result in a great expansion of production and marketing which, 
in turn, would mean greater revenue for the United States Treasury. (Our 
petition for an equalization of taxes on champagne now is before the Committee 
on Ways and Means.) 

We submit that the opening of our business to cheap competition from a 
light effervescent wine taxed $3.23 per gallon less than the $3.40 we now pay 
per gallon on our quality champagne, would eventually ruin the growers of 
quality wine grapes and the champagne trade in the United States. 

It would also result in a great loss of revenue to the United States Treasury. 

Greyton H. TAyYtor, 
Vice President, the Taylor Wine Co., Inc., Hammondsport, N. Y., 
Champagne Brand Name “Taylor.” 
MARNE OBERNAUER, 
President, the Pleasant Valley Wine Co., Inc., Hammondsport, N. Y., 
Champagne Brand Name “Great Western,” 
Georce H. Page, 
Manager, Vice President, D. W. Putnam Co., Inc., Hammondsport, N. Y., 
Champagne Brand Name “Golden Age.” 
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Arrow LIQuEURS CorP., 
Detroit, Mich., December 13, 1956. 
Hon. AIME J. FORAND, 


Ways and Means Committee, 
House of Representatives,, 
Washington, D.C. 


My Dear Mr. Foranp: It has come to our attention that in the course of 
hearings being conducted by the subcommittee on excise taxes of the Committee 
on Ways and Means, a statement has been filed urging a reduction in the tax on 
liqueurs imported into this country. As one of the leading cordial manufacturers 
in this country, we would like to oppose the proposal that taxes be lowered on 
liqueurs and cordials imported into this country. 

When this matter was considered in the fall of 1951, we joined with 13 cordial 
manufacturers in opposing this same proposal when it was made at that time. 
We are enclosing herewith this statement as filed with the Ways and Means 
Committee at that time, setting forth our opposition to the proposal. In view 
of the fact that the situation is the same today, with the exception of the fact that 
the tax on distilled spirits was increased on November 1, 1951, from $9 per 
proof gallon to $10.50 per proof gallon, the same reasons for opposing this 
proposal exist today. 

We would appreciate it very much if you would make this opposition a part 
of the record in connection with these hearings. 

Thanking you kindly for your consideration, we are, with kindest regards, 

Yours very truly, 


Tuomas McMaster, President. 


STATEMENT IN OPPOSITION OF SECTION 24 (d) oF H. R. 1535 on BEHALF OF CERTAIN 
MANUFACTURERS OF DOMESTIC CORDIALS AND LIQUEURS 


This statement in opposition to section 24 (d) of H. R. 1535 (the Customs Sim- 
plification Act of 1951), is submitted by 13 producers of American cordials and 
liqueurs whose names appear below. We are representative of a small segment 
of the distilled-spirits industry. In 1950 the total output of American cordials 
and liqueurs represented about 2.7 percent of the output of domestic distilled 


spirits. We are not associated with the larger members of the industry—the 
distillers. We are small companies competing for a small and highly specialized 
part of the distilled spirits market. 

We are opposed to section 24 (d) of H. R. 1535 because it is, in effect, a dis- 
criminatory tax measure favoring the foreign producer. It has nothing to do 
with customs simplification. 


SECTION 24 (d) AND (e) 


Under the present law the internal revenue tax and the duty on cordials is 
assessed on a proof-gallon basis when the product is withdrawn from bond at 
100 proof or more, but on a wine-gallon basis when it is withdrawn below 100 
proof. Section 24 (d) of the proposed bill would change the method of com- 
puting both the internal revenue tax and the duty. Under the proposed bill they 
would be assessed on a proof-gallon basis regardless of the proof at which with- 
drawn from bond. Section 24 (e) would extend the small rectification tax 
now applicable to the American product to include the imported product. 


HOW THE FOREIGN MANUFACTURER BENEFITS 


The spirits used in the manufacture of American cordials are withdrawn from 
internal revenue bonded warehouses at over 100° proof and the tax is assessed 
on a proof-gallon basis. The imported cordial is usually withdrawn from cus- 
tom bond at below 100° proof and therefore the duty and internal revenue tax 
is assessed on a wine-gallon basis. 

Because cordials are bottled at low proof, the proposed bill would cause a 
greater reduction in the tax and duty on imported cordials than on any other 
type of distilled spirits. While cordials are imported at as low as 46° proof, the 
average is about 60° proof. Assuming this average, section 24 (d) of the bill 
would reduce the internal revenue tax and duty on the foreign product by $10.08 
per case. Section 24 (e) would add a rectification tax amounting to 43 cents but 
the net saving to the foreign producer under both sections would total $9.65 per 
case. This reduction in tax would benefit only the foreign manufacturer and 
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would have a most damaging effect on the sale of American-made products in 
this, our only market. 


TARIFF PROTECTION ELIMINATED 


Nationally known American cordials are relative newcomers in the United 
States market. Before prohibition American cordials existed but their distribu- 
tion was generally limited to the locality in which they were produced. Since 
repeal however great efforts by many American firms in advertising and pro- 
motion are resulting in our brands becoming nationally recognized. 

We compete with the foreign manufacturers whose products have gained wide 
acceptance and have been known throughout the world for generations, and in 
some eases for centuries. The word “imported” in the label of a cordial still 
carries great weight with the consumer in this country. The actual value of the 
magie of a foreign label is impossible to calculate, but in our industry it is a 
most important advantage. It has been a slow and difficult job to convince con- 
sumers that the American product is equal or superior to the foreign product 
which has been so long established. Great strides have been made in recent 
years, but the American cordial industry still requires substantial protection 
in order to grow and develop. 

The Tariff Act of 1930 provided for a duty of $5 a gallon on imported cordials 
which, upon the repeal of prohibition, allowed sufficient protection for the devel- 
opment of our product. The duty since that time has been steadily reduced 
through our participation in reciprocal trade agreements. It is now fixed at 
$1.25 per gallon, which is the minimum permitted under the Trade Agreements 
Act. The proposed bill would effect a reduction in tax on the imported cordial 
equal to more than 300 percent of the present duty. The measure is a subterfuge 
designed to circumvent the minimum duty now allowed by law under the Trade 
Agreements Act. 

SMALL BUSINESS SUFFERS MOST 


The loss of revenue from the sale of cordials under the proposed bill would not 
be important because the quantity of cordials sold in this country is small. 
Nevertheless, the advantage given the foreign producer of cordials is far greater 


than of any other type of distilled spirits. 

Conversely, the competitive disadvantage to the manufacturer of American 
cordials is far more serious than to the distiller of whisky and other domestic 
spirits. The small companies in this industry therefore who depend primarily 
upon the sale of cordials for their existence would suffer the gravest damage 
by the adoption of the bill. 


DISCRIMINATION AGAINST AMERICAN MANUFACTURERS 


At the present time the Senate Finance Committee has under study your 
committee’s recommendation to increase the tax on domestic distilled spirits 
from $9 to $10.50 a gallon, an increase of 16.6 percent. If your committee’s 
recommendation for a tax increase is accepted, H. R. 1535 would then reduce the 
tax and duty on imported cordials by $4,52 a gallon. How could such an injus- 
tice to American manufacturers be reconciled? 


SUMMARY 


We believe that section 24 (d) and (e) are tax measures and should be con- 
sidered as such. They should not be disguised as a proposal to simplify customs 
procedures. Section 24 (d) provides a hidden tax reduction that would benefit 
only the foreign producer. It results in circumventing the minimum-duty provi- 
sion of the Trade Agreements Act. It provides for a 40-percent reduction in tax 
on the average imported cordial at the same time that a 16.6-percent increase is 
being considered on American products. 
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CONCLUSION 


We respectfully urge that section 24 (d) be eliminated from the bill and 
not recommended favorably by your committee. 
Respectfully submitted. 
THOMAS McMASTERS, 
President, Arrow Liqueurs Corp., Detroit, Mich. 


On behalf of the following companies: 


D. J. Bielzoff Products Co., 400 North Rush Street, Chicago, IIL. 
Greenbros, Inc., 2001 Gilbert Avenue, Cincinnati, Ohio 

Charles Jacquin et Cie, Inc., Trenton Avenue, Philadelphia, Pa. 
Leroux & Company, Inc., 1220 Spring Garden Street, Philadelphia, Pa. 
Mar-Salle Chicago Co., 847-63 North Larrabee Street, Chicago, Ill. 
Mohawk Liqueur Corp., 710 Monroe Street, Detroit, Mich. 
Paramount Distillers, Inc., 3116 Berea Road, Cleveland, Ohio 

Ed. Phillips & Sons Co., 500 Stinson Boulevard, Minneapolis, Minn. 
Popper Morson Co., 38-52 Essex Street, Jersey City, N. J. 

United Brands, 42 Watson Street, Detroit, Mich. 

M. S. Walker, Inc., 35 Wareham Street, Boston, Mass. 

Southern Comfort Corp., 2121 Olive Street, St. Louis, Mo. 


WINE INSTITUTE, 
San Francisco, December 21, 1956. 
Re: Carbon dioxide in still wines ; H. R. 12298. 
Hon. AIME J. FORAND, 
Chairman, Subcommittee on Excises, 
House Office Building, Washington, D. C. 


Dear Mr. Foranp: In accordance with my telegram of December 18, I am 
enclosing seven copies of a brief, in the form of a letter, in opposition to the 
brief Mr. Taylor filed with you under date of December 13. 

It is regrettable that any question on this subject should have been raised 
at such a late date by the recent appearance on the market of the “Fournier 
Nature” product, which both Mr. Taylor and I have discussed in our briefs. 

It would seem that the product in question is in violation of either the 
present tax laws or the present labeling laws, or both; or if it is not that it 
would be prohibited by the amendment submitted to your committee by the 
Alcohol and Tobacco Tax Division specifically dealing with this subject. 

In view of the foregoing, I hope that the question of carbon dioxide in still 
wines can be handled on its merits. The question is an important one, both in 
the administration of the tax laws and for technical improvement of wine 
quality. 

We strongly support the provision of the bill dealing with this subject. 

Sincerely yours, 


EpWarp W. Woorron. 


Wine INSTITUTE, 
San Francisco, December 26, 1956. 
Re: Carbon dioxide in still wines; H. R. 12298. 
Hon. ArmME J. FORAND, 
Chairman, Subcommittee on Excises, 
House Office Building, Washington, D. C. 


Drar Mr. Foranp: On December 18, 1956, we wired you as follows: 

“Just received yesterday evening copy of letter and brief, dated December 13, 
1956, filed with you by Taylor Wine Co., Hammondsport, N. Y., in opposition to 
proposed provision of H. R. 12298 dealing with the administrative problem of 
handling small quantity of carbon dioxide in still wines. We strongly disagree 
with the approach Mr. Taylor has taken in this matter and wish the privilege of 
filing a reply brief which will be submitted to the members of the subcommittee 
in the next few days. In the meantime, should very much appreciate this wire 
being made a part of the record which we understand is closing today. 

“Sincerely yours, 
“EpWArRD W. WoorrTon, 
“Wine Institute, Washington, D. C.” 
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The following matter is submitted in opposition to Mr. Taylor’s brief. 


I 


Mr. Taylor objects to the following sentence of proposed section 5041 (a), 
Internal Revenue Code, appearing at page 137 of H. R. 12298: 

“Still wines shall include those wines containing not more than 0.275 gram 
of carbon dioxide per 100 milliliters of wine.” 

This chemical distinction between still wines on the one hand and sparkling 
wines on the other means, in lay terms, that wines having less than 7 pounds 
pressure are classed as still wines at 17-cents-per-gallon tax, and that wines 
containing over 7 pounds are classed as sparkling wines at $3.40-per-gallon tax. 
In this letter we shall use the term “pounds” instead of the term “grams” used 
in the bill, as the figures are easier to follow. 

Mr. Taylor is alarmed that still wines containing 4, 5, or 6 pounds carbon 
dioxide will compete unfairly with his champagne business. The California 
industry (which produces more champagne and similar light sparkling wines than 
any other State, and has 46 such producers among its 287 wineries) does not share 
this alarm. Neither do the importers who handle French champagne. 

We not only do not share Mr. Taylor’s alarm, but we also strongly feel that 
the proposed 7-pound dividing line is highly desirable, both for Government tax- 
administration purposes and also for improvement of the flavor and stability of 
matiy types of still light table wines. 


It 


Mr. Taylor’s brief obviously stems from honest conviction. But it also is 
based on several mistaken assumptions of law and fact, as follows: 

(1) Mr. Taylor assumes that there are only two classes of wine containing 
carbon dioxide. In actual trade practice, historically and presently, there are 
three classes of wine containing carbon dioxide that have been marketed in this 
country and abroad for many years, as follows: 

Class 1: Champagnes and other fully sparkling wines at 60 to 90 pounds 
carbon dioxide. These are highly effervescent and require specially strong 
bottles and closures. 

Class 2: Crackling wines at 10 to 30 pounds carbon dioxide. These also 
are effervescent, but lightly so (about like cola drinks). They need special 
closures (like crown caps), but not special bottles. 

Class 3: Still wines containing 3 to 8 pounds carbon dioxide. These wines 
are rarer than those in the first two classes. They are marketed just the 
same way as wines containing no carbon dioxide at all and require no 
special bottles or closures. Basically, they are noneffervescent wines. By 
no stretch of the imagination can these possibly be considered in the same 
category as the “champagnes” and “sparkling wines” mentioned in the tax 
law. Yet the tax status of this trade class of wines has always been in 
doubt under both the revenue and customs laws, and they have been a 
constant source of administrative difficulty. This is because the statute, 
imposing a higher tax on “sparkling” wines, has never made itself clear 
as to what actually constitutes an “effervescent wine.” 

(2) Mr. Taylor assumes that all the three wines described above do, or 
should, pay tax at the same rate. This is not historically correct. Class 1 
wines (champagnes, etc.) and class 2 wines (crackling) have always paid 
tax at the full sparking wine rate (now $3.40 per gallon). But the class $ 
wines (still wines containing small quantities of carbon dioxide) have never 
had tax or duty assessed except at the still wine rate (now 17 cents per gallon). 
We cannot find that a sparkling wine assessment has ever been laid against a 
wine containing less than 10 pounds carbon dioxide. This is because the tax 
law itself has never been clear as to what quantity of carbon dioxide is neces- 
sary to make a wine “effervescent.” It is this exact difficulty that H. R. 12298 
is expressly designed to remedy, along the lines of the recent laboratory experi- 
ments of the Aleohol and Tobacco Tax Division, and their conclusion that wines 
ee less than 7 pounds carbon dioxide are basically noneffervescent 
in fact. 

(3) Mr. Taylor assumes that the 7-pound dividing line in H. R. 12298 would 
release for market, at the 17-cent rate, wines that are now subject to tax at 
the $3.40 rate. As noted from the preceding paragraph, the facts are just the 
opposite because the proposed statutory figure of 7 pounds is lower, not higher, 
than the preceding administrative practice. 
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(4) Mr. Taylor cites, as authority that these class 3 still wines containing 
small quantities of carbon dioxide are “lightly effervescent,” the June 1956 
issue of Wines & Vines which briefly reported the action of the Wine Institute's 
board of directors strongly approving the 7-pound figure used in H. R. 12298, 
Mr. Taylor has overlooked the fact that Wines & Vines, when it went into the 
subject more thoroughly in its August 1956 issue, published the following 
correction : 

“Still wine is still wine and effervescent wine is effervescent wine, and never 
the twain shall meet. We tried to join them in our June issue in talking 
about the proposed change in Federal law that would classify a wine with 
up to 7 pounds pressure as a still wine, and we soon learned that we know 
nothing about wine genetics. A wine with 7 pounds pressure, it has now 
been made clear to us, should be in the still-wine classification because, to all 
intents and purposes, it is a still wine. Before we get any deeper into this, we'd 
like to turn you over to Dr. George L. Marsh, whose article on wines with 7 
pounds of carbon dioxide (see p. 34) should clear up many of the points we 
apparently made confusing.” 

We are attaching Professor Marsh’s article referred to, and would like to 
state that Professor Marsh, of the University of California, is an outstanding 
and recognized authority on the chemistry of wine. His article is very clear 
on this whole subject. 

(5) Mr. Taylor fears that still wines containing less than 7 pounds carbon 
dioxide would be marketed in “phony” packages and under “phony” labels, 
creating the impression they were champagne or a substitute for cham- 
pagne. He raised this question before the Wine Conference of America on 
October 25, 1956. The conference, although it was not aware that anybody 
had ever attempted any such fraudulent packaging methods, agreed that any 
such practice should be positively prohibited by law. Representatives of the 
wine conference subsequently met with the Alcoho] and Tobacco Tax Division. 
As a result, the Alcohol and Tobacco Tax Division has submitted to your 
committee an amendment to the penal provisions of H. R. 12298 which would 
make it a criminal offense for any person to represent a still wine to be an 
effervescent wine or a substitute for an effervescent wine, by whatever means 
of representation, including packaging or advertising. The entire wine indus- 
try supports this amendment and requests its adoption. 

(6) Mr. Taylor submitted, as part of his brief. the copies of labeling and 
advertising being used on Fournier Nature—a product that came on the market 
only within the last few weeks. Mr. Taylor apparently assumed that this was 
a product containing less than 7 pounds carbon dioxide. Samples of the prod- 
uct picked up on the open market show that it has a champagne bottle with 
a strong metal clamp (known in the champagne business as an agraffe) to 
keep the cork from popping out. It is labeled as a “tingling” wine. Pre- 
liminary examination, however, indicates that this product may contain up 
to 18 pounds of carbon dioxide. Obviously, if this is so, it is not a still wine 
at all, but is rather a “crackling wine” taxable at $3.40 per gallon. The 
question whether Fournier Nature is properly labeled, and whether it has 
actually paid the $3.40 per gallon tax, or has only paid the 17 cents per gallon 
tax, is obviously a matter that will have to be settled between its producer and 
the Alcohol and Tobacco Tax Division. Our point here is that the only avail- 
able samples of the type of product Mr. Taylor is afraid of turn out to be 
either (i) a wine clearly taxable at $3.40, or else (ii) a wine deceptively pack- 
aged which would be definitely in violation of the amendment pending before 
your committee, and mentioned in the preceding paragraph. 

We respectfully submit to the committee that the foregoing six points with 
regard to Mr. Taylor’s brief clearly indicate that the conclusions he has reached 
and submitted to the committee are without any material foundation. We hope 
that the members of the committee will concur. 


1m 


The postion Mr. Taylor has taken in this whole matter is very disturbing to 
us. If it were adopted by the Congress, it would cause serious injury both to 
the administration of the tax laws and also to the wine industry’s efforts to 
improve the technical quality of their wines, as follows: 

(1) Mr. Taylor’s position would deprive the Alcohol and Tobacco Tax 
Division of a sound administrative dividing line between still table wines 
taxable at the ordinary rate and sparkling wines taxable at a much higher 
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rate. The figure of 7 pounds, and the method of determining it by chemi- 
eal analysis, was the result of considerable work by the laboratory of the 
Alcohol and Tobacco Tax Division over a period of about a year. The figure 
of 7 pounds was developed by the Alcohol and Tobacco Tax Division itself. 
That they leaned over backwards in the matter is shown by the fact that the 
Canadian customs has for years allowed still wines to contain up to 15 
pounds carbon dioxide. The trade, generally, has concurred with their 
decision, even though their figure is somewhat lower than the previous 
administrative practice. It will give us a definite line of demarcation for 
our tax responsibilities, and also will allow a reasonable working tolerance 
to permit us to obtain, as a practical matter in commercial operations, an 
actual range of carbon dioxide of from 4 to 6 pounds. 

(2) Mr. Taylor’s position would deprive producers of still light table 
wines of the opportunity to get rid of a very common and serious spoilage 
defect in still light table wines called oxidation. Oxidation is the result 
of oxygen in air causing a breakdown of certain elements in the wine. It 
gives the wine a brown color and an unpleasant acrid taste. Small quanti- 
ties of carbon dioxide in the head space, either of casks in the cellar or of 
bottled wine, get rid of this difficulty because the carbon dioxide is substi- 
tuted for the air in the head space. (See Professor Marsh’s article 
attached). 

(3) Mr. Taylor’s position would deprive the producers of many types 
of light table wines of the opportunity of improving the flavor of their 
wines. Carbon dioxide is another name for carbonic acid. While it causes 
bubbles when present in large quantities, it also has a certain flavor which 
might best be described as slightly “salty.” When small quantities of 
carbon dioxide are added to a wine and go into solution in the wine, this 
slightly salty flavor is imparted, and improves tremendously the flavor of 
many types of wine. This improvement in flavor may be roughly compared 
to the improvement in flavor in cooking when slight quantities of salt are 
added. The United States wine industry has a very definite need for this, 
and obviously should be allowed to take advantage of such a basic technical 
improvement in wine quality. 

(4) Any rejection, as requested by Mr. Taylor, of the 7-pound figure in 
H. R. 12298, would raise a very serious question as to whether the Alcohol 
and Tobacco Tax Division would not in the future be required to assess the 
sparkling-wine tax on all wines containing carbon dioxide in the slightest 
quantities. This would obviously throw off the market all wines that have 
heretofore been sold for many years at 3 to 8 pounds of carbon dioxide 
without being subjected to the higher sparkling wine tax. 

(5) Mr. Taylor’s position would leave in doubt again the problem whether 
there is any difference, taxwise, between carbon dioxide obtained naturally 
and carbon dioxide obtained artificially, when used in still wines contain- 
ing less than 7 pounds carbon dioxide. This has been a matter of discussion 
in the past. Everybody has agreed that there is no physical difference in 
the wines themselves. The only question has been whether the Congress 
intended, under the wording of existing law, to allow the natural carbon 
dioxide, but wished to prohibit the artificial carbon dioxide. It has seemed 
to both the Government and the trade that the best way to settle this issue 
is in this bill. H. R. 12298, as now worded, settles the matter authori- 
tatively by making no distinction between natural and artificial carbon 
dioxide, so long as the quantity is kept below the 7-pound figure. 

We respectively submit that the foregoing points clearly show that it is highly 
desirable to adopt the 7-pound provision of the bill, as written. It will cause 
no harm to established champagne producers. It will assist the Government 
in its tax collections. It will greatly benefit producers of still light table wines 
and improve their market by clearly authorizing an improved product that the 
consumer will prefer. 

Iv 


In conclusion, we wish to state that we have always had only the highest re- 
gard, both personally and professionally, for Mr. Taylor and the two wineries 
that joined with him in his brief. 

We regret exceedingly the furore that has been created by the recent appear- 
ance on the market of Fournier Nature, and the—in our opinion—baseless fears 
this product has raised in the minds of Mr. Taylor and his two associates. 
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If it had not been for this event, the entire United States wine industry would 
have had the pleasure of being able to advise you that H. R. 12298 has the in- 
dustry’s unanimous endorsement. It is only the question that has been raised 
by Mr. Taylor that has prevented us from doing so. 

While this brief is submitted on behalf of the California producers, I must 
also state that the 7-pound figure, as written in the bill, has had the endorse- 
ment of every member of the technical committee of the Wine Conference of 
America except Mr. Taylor’s representative on that committee. I am also 
authorized to state that Mr. Harry Lourie, head of the National Association of 
Aleoholic Beverage Importers, Inc., has read this letter and concurs with it 
for his association. 

We sincerely hope that the committee will approve the 7-pound provision, 
as written in the bill. 

Sincerely yours, 
EDWARD VW. WoorTon. 


[Wines & Vines, August 1956] 
STr_L WINES WITH 7 PoUNDS OF CARBON DIOXIDE 
3y George L. Marsh, Department of Food Technology, University of California 


For many years, wines less effervescent than champagne have been received 
in the United States as imports. These wines, containing from 10 to 30 pounds 
of pressure (1.6 to 2.0 vols. of CO), are produced by many European countries 
and are known and labeled as petillant, crackling, fizzante, reciotto, ete. 

There are also many wines of still lower amounts of CO: produced in many 
of the foreign wine growing regions, and these are packaged and labeled as still 
wines. Notable examples are the white wines of Switzerland and the rosé wines 
of Portugal. Examination of this g:oup of wines discloses that they contain from 
8 to 8 pounds of COQO:. 

With this range of CO. content, the question arose as to what should estab- 
lish the “break point’ for tax purposes between nonefiervescent (still) wines 
and effervescent wines. 

This so-called break point was experimentally determined not long ago by 
a notable group of Alcohol and Tobacco Tax Division personnel, with outsiders 
assisting. Wines were carbonate to various levels of CO. pressure, the CO: 
contents were determined by a chemical procedure, and then the wines were 
tested by the aforementioned group. 


PASS NONEFFERVESCENT TESTS 


It was found that wines containing up to 7 pounds of CO: passed whatever 
criteria were established for determining noneffervescence. 

It is of interest to note that the data secured for wines in regard to the rela- 
tionship between the pressure and the solubility of CO. at 60° F. differ some- 
what from those which can be computed from the known data for water. 

Water at 60° F. and 0 p. s. i. g. dissolves 1 volume of CO, or contains 0.1966 
gms. of CO. per 100 ml. At 14.7 p. s. i. g., the amount of CO, dissolved is exactly 
double the amount given above, and the amount dissolved per unit change in 
pressure is constant by this value. 

From the tests which were conducted, wine at 60° F. and 0 p. s. i. g. appeared 
to absorb slightly less than 1 volume of CO:, or were found to contain 0.1866 
gms. of CO. per mil., or vice versa, as determined for wine. 

It was on the basis of these tests that definition of a still wine to “include those 
wines containing not more than 0.275 gms. of CO. per 100 millimeters of wine 


at 60° F.” was made a provision of the new distilled spirits law, currently un- 
der consideration in Washington. 


WOULD BRING MANY BENEFITS 


Should this provision become part of the law, the wine industry would derive 
manifold benefits : 


Wines containing up te this amount of CO. would have increased storage 
stability. 


The deteriorative oxidative changes such as browning and off-flavor de 
velopment would proceed at markedly slower rates. 
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The excess of air (oxygen) which is now picked up during cellar treat- 
ment would be largely eliminated, as the air could be replaced with carbon 
dioxide whenever handling of the wine becomes necessarv. 

Wines could be bulk stored under blankets of OO. with very little danger 
of exceeding the proposed carbon dioxide limit. 

Whether all types of wine should contain CO,, and in what amount, is not 
known at present. Enough information is at hand, however, to claim tremendous 
benefits to qualify in nearly all the white types for a permissive use of carbon 
dioxide in cellar treatment. 


MAY LEAD TO NEW WINE TYPES 


There is also the possibility this provision of the law would permit the develop- 
ment of new types of wines and new outlets for both new and old types. Wines 
with adjusted sweetness-acid ratios, retaining fresh and fruity qualities and of 
pleasing color characteristics are distinct possibilities. The permissive amount 
of ©O. would give tang or acidic character that is lacking in many California 
wines at present. 

There is also the possibility that CO., properly used, might serve as a replace- 
ment of SO. in whole or in part. Certainly, properly used, it would lessen the 
amount now used in many types of wine where color change and oxidation are 
problems. 

There is only one disadvantage for allowing still wines to contain CO, to the 
proposed permissive level that comes to mind. The CO, should not be derived 
from a malo-lectic fermentation. 

Generally, California wines are too low in acid content to foster or encourage 
this type of fermentation, and many enologists feel inclined to classify wines 
undergoing this fermentation as diseased wines. They would frown on taking 
any steps which might tend to permit an increase of this type of spoilage through 
a laxity in the control procedure necessary to prevent its occurrence. 

It should be noted again that the contemplated control procedure, for the 
determination of the CO, in wines low in carbon dioxide content, is a chemical 
method. 

Such a procedure has been found more accurate than one based upon actual 
determination of the pressure, either with gage or Mercury manometer. It is 
based upon the desorption (release) of CO, from wine by vacuum and mild heat- 
ing and its passage through a train containing measured amounts of Ba(OH):. 
The excess Ba(OH). remaining after interaction with the CO, is titrated with 
standard HCl. This method appears straightforward and well suited to control 
purposes. 

(This article was based on a paper read before the technical advisory com- 
mittee of the Wine Institute.) 


MANUFACTURING CHEMISTS’ ASSOCIATION, INC., 
Washington, D. C., December 6, 1956. 
Subject: Manufacturing Chemists’ Association, Inc., Industrial Alcohol Tech- 
nical Committee Endorsement and Comments on H. R. 12298. 
Hon. Aime J. ForAND, 
Chairman, Subcommittee on Excise Tax Technical and Administrative 


Problems, Committee on Ways and Means, House of Representatives, 
Washington, D.C. 


DEAR Mr. CHAIRMAN: On behalf of the Industrial Alcohol] Technical Commit- 
tee of the Manufacturing Chemists’ Association, I desire to comment on those 
provisions of H. R. 12298 which are of interest to producers of industrial alcohol. 
These provisions of the bill are sections 5001 through 5009; sections 5131 through 
5134; sections 5171 through 5181; sections 5201 through 5236; sections 5271 
through 5275; sections 5311 through 5315; sections 5551 through 5562; and sec- 
tions 5601 through 5692. The group which I represent endorses these provisions, 
and respectfully recommends their prompt enactment into law. 

The industry committee making this request, an ad hoc committee of the 
Manufacturing Chemists’ Association, Inc., includes representatives of the prin- 
cipal producers of industrial alcohol. The Manufacturing Chemists’ Associa- 
tion is a national trade association with 150 member companies representing 
more than 90 percent of the chemical productive capacity of the United States. 
We have worked closely with the Alcohol and Tobacco Tax Division of the 
Internal Revenue Service on drafting the recodification of the technical and 
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administrative provisions of the Internal Revenue Code as they relate to 
alcohol. The Alcohol and Tobacco Tax Division has been most cooperative in 
this endeavor, and has given us adequate opportunity to present our views with 
respect to the provisions of interest to our industry. While a number of the 
proposals we made were not incorporated in the bill, we feel that the Alcohol and 
Tobacco Tax Division has done a commendable job of modernizing the alcoho! 
revenue law to provide, in the words of Mr. Dwight E. Avis, Director of the 
Alcohol and Tobacco Tax Division of the Internal Revenue Service, “a more 
efficient system of regulatory control and to permit industry to take advantage 
of technological developments.” 

In his testimony before your subcommittee in October 1955, Mr. Avis pointed 
out that “under the internal revenue laws the Service has complete control of 
tobacco, liquors for beverage purposes, and industrial alcohol, from the point 
of production to the point of distribution. This control is maintained through 
a rigid system of permits, inspection, investigation, and direct supervision” 
(hearings, p. 173). 

In the past two deeades ethyl alcohol has become a major industrial chemical 
and is produced for the most part synthetically from petroleum gases. A smaller 
quantity is produced from grain and other agricultural products. As a growing 
industry which needs freedom to adopt new processes, to lower costs, and to im- 
prove production techniques, industrial alcohol producers and users need freedom 
from Government regulation not required to protect the public interest. 

The importance of freeing producers and legitimate users of industrial alcohol 
from many of the highly restrictive controls heretofore maintained by the Govy- 
ernment has been recognized. On March 14, 1956, Mr. Avis stated to your 
subcommittee that this proposed recodification “would provide for an integrated 
and uniformly applicable body of law by means of which Government control 
and supervision of the distilled spirits industry can be currently improved and 
adjusted to meet modern business conditions, and industry would be admin- 
istratively granted such freedoms from operational restrictions as are consistent 
with its willingness to assume responsibility for proper conduct of its activities 
and as are consistent with adequate protection to the revenue.” 

We realize that for tax purposes some Government controls on the production, 
distribution and use of industrial alcohol should be maintained, since it is con- 
ceivable that ethyl alcohol produced for industrial purposes, even when derived 
from petroleum sources, might be diverted to unauthorized use. Mr. Avis’ 
statement quoted in the preceding paragraph regarding the spirit under which 
the Internal Revenue Service would administer the law by according industry 
“freedoms from operational restrictions” in the production, distribution and use 
of industrial alcohol is a most constructive expression. In order to effect 
continuance of this concept, we believe that a clear-cut statement of congressional 
intent should appear in the recodification. The MCA committee recommends 
the inclusion of a new section to be worded and numbered as follows: 

“Sec. 5563. In order that the use of distilled spirits as a chemical raw material 
and for all other lawful industrial purposes may be fully developed in the regular 
course of trade and commerce, Congress hereby declares that, with respect to 
the production, storage, denaturation, distribution, sale, export, and use of dis- 
tilled spirits for industrial purposes, and the facilities used in connection there- 
with, all of the powers and duties of the Secretary or his delegate as set forth 
in this chapter are for the purpose of protecting the revenue, and such powers 
and duties shall be so exercised that Government restriction of such industrial 
and commercial activities and facilities shall be the minimum consistent with the 
protection of the revenue.” 

Inclusion of the above section would materially aid in perpetuating Mr. Avis’ 
wholesome attitude toward the administration of this law. 

We hope that the recodification of the technical and administrative pro- 
visions of the Internal Revenue Code as they relate to alcohol can be enacted 
promptly. In case there is a delay in the enactment of an omnibus bill such 
as H. R. 12298, we strongly recommend that a separate bill dealing with the 
alcohol provisions be presented for enactment. We recognize that the Subcom- 
mittee on Excise Taxes and the Ways and Means Committee will be busily 
engaged in many matters in the 85th Congress, but since this recodification would 
be a major progressive step in freeing industrial alcohol producers from burden- 
some, outmoded provisions of law, we hope that the committee will be able to 
recommend prompt action, even if a separate bill becomes necessary. 

Respectfully submitted, 

M. M. Rosson, 
Chairman, Industrial Alcohol Technical Committee. 
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STATEMENT OF RoBert A. GRANT, ATTORNEY AT LAW, SoutH BENp, INp. 


Mr. Chairman and members of the subcommittee, the members of the Ethanol 
Institute, a group of manufacturers of medicines, medicinal preparations, and 
pharmaceutical products are again grateful for this opportunity to present to 
you the problem of this industry. 

A year ago, at the initial public hearings of this subcommittee, our problem 
was presented to your group and we were accorded a respectful and sympathetic 
understanding of the problem as we view it. 

These users of domestic distilled spirits (in the manufacture of products which 
are unfit for beverage purposes) are eligible for a drawback under certain condi- 
tions, all of which conditions the members of the Ethanol group here represented 
do meet. The present rate of such drawback is $9.50 on each proof gallon as 
against a present-day tax of $10.50, leaving a net tax to such qualified users of 
$1 per proof gallon. 

This net tax of $1 to these qualified users has been in effect since 1951. Since 
that time there have been changes and proposed changes in the regular alcohol 
rate of tax. Hach time this has occured, the rate of drawback has been changed 
simultaneously to preserve a net tax to these qualified users of $1 per proof 
gallon. It was and has been our understanding, and it will bear repetition, that 
Congress thus has recognized the principle of the use of tax-free alcoho! in 
the manufacture of foods and medicines, but has retained the net tax of $1 
per gallon to cover the cost to the Treasury of administering the drawback 
system. 

As we stated before this subcommittee a year ago, it has always been our 
position, Mr. Chairman, that the imposition of any excise tax whatsoever on the 
manufacture of food and medicines is contrary to the policy of Congress as 
ofttimes expressed. We believe that the alcohol contained in the spirits of 
ammonia or spirits of camphor in the family medicine chest should be tax free, 
just as is the alcohol that goes into the antifreeze of an automobile or in a can 
of shellac. However, we are again mindful of the problems presented before 
this subcommittee, and thus, are not here today to ask for a reduction in the $1 
net tax which this industry now pays. 

We do, however, renew our appeal for the favorable consideration of a revision 
of section 5134 of the 1954 code which defines the rate of drawback and thus 
establishes the $1 net tax. 

As long as the rate of tax on alcohol is subject to revision—and it always will 
be—then so long must the manufacturers of medicines and pharmaceutical prep- 
arations, and of flavors and flavoring extracts, anxiously await the action of 
each session of the Congress that deals with the subject of excise taxes. Because, 
if the rate on alcohol is at any time raised, and there is not a corresponding 
increase in the rate of the drawback, then the result is an increase in the net 
tax to this industry and a heavier excise tax burden on certain foods and 
medicines. 

During these present hearings, according to press reports, an official of the 
Treasury Department told this subcommittee that “it now appears that it will 
be necessary to ask for an extension of the excise rates due to drop April 1.” 

Under existing law the rate of drawback will automatically drop to $8 on 
that date if there is not, simultaneously, a revision of section 5134 of the 1954 
code. The effect of this, of course, would be an increase in the net tax of from 
$1 to $2.50 per proof gallon on the distilled spirits that go into these medicinal 
and pharmaceutical products. Thus, again this year, it must be the anxious 
concern of all these qualified users that section 5134 of the 1954 code shall be 
amended simultaneously in order to avoid this increased tax upon the food and 
medical products of this essential industry. 

Again we plead for an amendment to section 5134 that would be antomatie 
in its application. The amendment that we propose would maintain the net 
figure of $1 per gallon to these qualified users. The net tax would remain at 
$1 whatever might be the future revisions, either up or down, in the rate of the 
tax on distilled spirits. 

In short, to bring to an end the uncertainty that must otherwise continue to 
exist, we urge the adoption of an amendment to section 5134 of the 1954 code 
that would read as follows: 

“In the case of distilled spirits on which the tax has been determined and used 
as provided in this subpart, a drawback shall be allowed to each proof gallon, 
at a rate which is $1 lower than the rate at which tax is determined thereon.” 

If it is the intention of Congress and the Treasury to maintain, for the present, 
the net tax of $1 to cover the cost of administration of the drawback system, 
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then this amendment would certainly go far to write that intention into the 
statutes and, a the same time, could and would provide a big measure of assur- 
ance to an important industry. 

Thank you. 


House oF REPRESENTATIVES, 
Washington, D. C., December 12, 1956. 
Hon, AIME J. FoRAND, 
Chairman, Subcommittee on Excise Tares, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: I appreciate very much the courtesy which you extended 
me by which I am permitted to submit this statement urging that your subcom- 
mnittee recommend that the tax on cigarets be allowed to revert to 7 cents a pack 
next April. I regret very much indeed that due to official businss I was unable 
to arrange my schedule so that I could personally appear before your committee 
in this connection. 

The present tax of $4 per thousand cigarettes, or 8 cents for a standard pack of 
20, was first imposed by the Revenue Act of 1951 as a means of helping to finance 
the war effort in Korea. Prior to that time the tax had been 7 cents per pack of 
20. Moreover, under the Revenue Act of 1951 the tax on cigarettes would have 
reverted to 7 cents a pack as of April 1, 1954. However, in each of the years 1954, 
1955, and 1956, there have been successive 1-year extensions of the 8-cent tax 
on cigarettes. Now, I understand a representative of the Treasury Department 
has indicated that there again is likely to be a request for an extension of the 
8-cent tax. 

I would like to point out that the 8-cent tax on cigarettes is higher than the 
tax imposed on cigarettes at any time during World War II. Moreover, there 
have been income-tax reductions for both individuals and corporations since the 
end of hostilities in Korea. As a result, the retention of the present high tax on 
cigarettes cannot be justified on the grounds that the revenues from the particu- 
lar tax are uniquely necessary for the defense effort while the other revenues 
were not. 

In addition, it strikes me equity demands that when the budgetary position is 
such that alleviations in the tax burden might be afforded, those taxes levied for 
emergency purposes should be those first considered in any tax reduction program. 

Ironically, one of the measures in which the present tax on cigarettes was 
extended, the Excise Tax Reduction Act of 1954, recognized that excise tax rates 
generally were too high and provided a ceiling rate of 10 percent for almost all 
retail and manufacturers taxes, as well as the excise taxes on facilities and serv- 
ices. As a result, today there are few excise taxes where the rate imposed is 
above 10 percent of the retail price of the article. Cigarettes, however, are one 
of the few products discriminated against. The committee reports on the Reyve- 
nue Act of 1951 indicated that the 8-cent tax would raise the cigarette tax to 
about 37 percent of the retail price of cigarettes and there is no reason to believe 
this percentage relationship would be much different today. Thus, the tax on 
cigarettes today is almost four times the generally applicable ceiling rate for 
excise taxes. 

Obviously, no other specific commodity is burdened with a similar share of the 
excise tax load—and this situation would continue to prevail even though the tax 
reduction here urged was effectuated. 

This high rate of tax on cigarettes is injurious both to the consumer and the 
tobacco grower. It is generally recognized that the consumption of cigarettes 
is less likely to vary with the size of an individual's income than almost any other 
article subject to excise tax at the present time. As a result, the cigarette tax 
paid by an individual with a small income is likely to be a much larger portion of 
his income than in the case of an individual with a larger income. This means 
that the cigarette tax represents a departure from the accepted tax principle of 
ability to pay. 

The tobacco industry also has had difficulties in recent years as is shown by 
the cigarettte revenue collections of the Federal Government. In the fiscal year 
1953, cigarette revenue collections amounted to $1,587 million. In the fiscal 
year 1954, cigarette revenues dropped $73 million and then in the fiscal year 
1955, declined another $10 million. There was some recovery in the collections 
in the fiscal year 1956 but they were still some $38 million below the level in 
1953. The problem in the tobacco industry of maintaining sales is greatly magni- 
fied for the tobocco grower who during all of this period has been faced with 
acreage limitations. It seems especially undesirable to maintain the high 
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cigarette tax at the same time the Government is attempting to support tobacco 
prices. 

Removal of this 1-cent so-called Korean emergency tax would have the direct 
effect of reducing the tax revenues by approximately $194 millions. However, 
as it has been so emphatically pointed out by most eminent authorities, the in- 
creased taxes in revenue that would flow because of the reasonable expected 
increased consumption of this particular commodity; the increase in tax 
revenue because of the income benefits that would ensue to both manufacturer 
of cigarettes and the grower of tobacco, would far exceed this estimated 
decrease. 

Furthermore, the tobacco grower under production control programs, which 
he has participated in since 1940, has suffered an acreage loss of some 43 per- 
cent. This of itself has had a terrific impact upon his income, and for the past 
few years one of the most important phases of shoring up his future is the 
endeavor to increase the demand—the consumption if you please—for his prod- 
ucts. Certainly, when the Congress has taken such cognizance of the difficulties 
with which this phase of our agriculture economy is confronted and the efforts 
that it has and is putting forth in seeking to uncover practical sources of relief, 
it appears that assistance from a tax relief standpoint would neither be un- 
reasonable nor discriminatory. 

As recently as December 3, the Tobacco Subcommittee of the House Agricul- 
ture Committee held a hearing giving consideration to major problems with 
which the tobacco industry is presently confronted. After consideration, the 
committee was in complete accord that the removal of this 1-cent per package 
tax on cigarettes—the so-called Korean emergency tax—would be of substan- 
tial assistance to the tobacco industry. They urged the Department of Agri- 
culture to “in the interest of a stronger and more effective agriculture and agri- 
cultural program” assume the same position as that taken by the tobacco sub- 
committee and recommend to your committee that this tax not be continued 
beyond its present statutory expiration date. In commenting upon the impact 
that this 1-cent tax brings to the tobacco producers, it was pointed out that such 
tax represents an amount of approximately 16144 cents per pound on each pound 
of raw tobacco produced and brings the overall total of the amount of tax 
revenue which a pound of tobacco produces to the sum of $1.25. 

Ordinarily, one would feel that in any tax reduction program, and especially 
one primarily concerned with excise taxes—and especially those taxes levied 
because of the Korean situation—all commodities effected thereunder should 
receive similar treatment. However, in view of the fact that the tax burden 
borne by cigarettes far exceeds that of any other commodity—and the further 
fact that the relative tax burden position of cigarettes would be approximately 
the same when compared to other commodities with the removal of this tax, 
I respectfully submit that favorable action upon the elimination of the 1-cent 
per pack tax would neither by discriminatory nor unreasonable. 

I am most gracious for your kind indulgence and earnestly solicit your sympa- 
thetic consideration. 

Sincerely, 


JOHN C. Watts. 


MEMORANDUM IN SUPPORT OF AMENDMENT TO SECTION 5703 (a) OF THE INTERNAI 
REVENUE Cope or 1954 


Submitted by the respective counsel for the American Tobacco Co., Brown & 
Williamson Tobacco Corp., George W. Helme Co., Liggett & Myers Tobacco Co., 
P. Lorillard Co., Philip Morris, Inc., R. J. Reynolds Tobacco Co., United States 
Tobacco Co., and by the executive secretary on behalf of Associated Tobacco 
Manufacturers (whose members are listed in appendix A) 


The undersigned, on behalf of the manufacturers of most of the cigarettes, 
smoking tobacco, chewing tobacco, and snuff produced in the United States, sub- 
mit this memorandum in support of a proposed amendment to section 5702 (a) 
of the Internal Revenue Code of 1954. That section authorizes payment of 
tobacco excise taxes on a delayed payment and return basis. The amendment 
would fix an ultimate deadline for adoption of the delayed return system. 

Section 5703 (a) provides that tobacco excise taxes “shall be paid * * * by 
return” and that the Secretary of the Treasury “shall, by regulation, prescribe”’ 
the period for the return, the time for making the return, and the time for pay- 
ment of the tax. By proviso it is specified that pending promulgation of regula 
tions the tax shall continue to be paid by stamp. Beyond authorizing a daily 
return system for cigar manufacturers to ease packaging problems, the Secre- 
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tary of the Treasury has declined to promulgate regulations required to put the 
delayed return system into effect. Recent correspondence with Treasury Depart- 
ment officials shows that the Department has no present plan to set up the return 
system. This means that the old stamp prepayment system can go on indefinitely 
despite repeated expressions of congressional intent to the contrary. 

This statute was designed specifically to abolish the oppressive and dis- 
criminatory stamp method of tobacco excise-tax payment which compels manu- 
facturers to purchase and affix revenue stamps to cigarettes and other tobacco 
products before removal from factories and long prior to the time when manu- 
facturers can sell the product and collect the tax from their customers. The 
general practice has long been to defer manufacturers’ excise-tax payments until 
after sale of the product and payment by the customer absorbing the tax. Thus, 
all manufacturers of excise taxed products except manufacturers of tobacco 
products and alcoholic beverages file quarterly returns and pay their tax by de- 
posit on the last day of the month succeeding the month in which tax liability is 
incurred. (See form 720, appendix B.) 

There has never been any question that the delayed payment procedures 
generally in force with respect to other important Federal excise taxes should 
be made applicable to tobacco excise taxes. The onerous and discriminatory 
features of the stamp prepayment system induced two committees of Congress 
to recommend and Congress to enact remedial legislation placing tobacco manu- 
facturers on an equal footing with most other excise taxpayers. In its recom 
mendation in 1954, the House Committee on Ways and Means said: 

“Under present law taxes on these products are paid for by the purchase of 
stamps which must be affixed to packages or containers prior to or at the time 
of removal of the products from the factory or other bonded premises. Because 
of this procedure, producers must finance tax payments between the time the 
stamps are purchased and the time they receive payment for the taxed products 
from their vendees. Such financing increases the working-capital requirements 
of producers by many millions of dollars, and the producers have requested 
that they be permitted to pay the taxes on a delayed-return basis as is provided 
in the case of most other excises. Your committee’s action recognizes the burden 
of the present system on producers and provides a method whereby a change- 
over can be made to a delayed-return system” (H. Rept. No. 1337, 83d Cong., 
2d sess. (1954), at p. 95). 

The Senate Finance Committee expressed the same view : 

“The contemplated change to a delayed-return system is recognition of the 
burden of the present system on producers” (S. Rept. No. 1622, 83d Cong., 2d 
sess. (1954), at p. 129). 

When the Treasury Department persisted in declining to grant the relief 
Congress afforded, members of the industry petitioned the Subcommittee on 
Excise Tax Technical and Administrative Problems (Committee on Ways and 
Means, House of Representatives, 84th Cong.) to put the return system in opera- 
tion at a definite date. Extensive statements and factual data in support of 
the urgent need for relief from enforced prepayment are incorporated in the 
report of those hearings. These are indexed in appendix C. 

After full hearings in which the position of the Treasury Department was 
extensively explored, the subcommittee gave its approval to this petition: 

“3. Provision should be made in the case of the tobacco and alcoholic beverage 
taxes to shift from the stamp system for collecting these taxes to a semimonthly 
return system. This semimonthly return system should be provided for the 
period from August 1, 1957, to July 30, 1958, and should make provision for the 
reporting of collections for the first 15 days of each month on the 18th of the 
same month and for the reporting of collections for the period from the 
15th to the end of the month on the 3d day of the following month. Beginning 
with August 1, 1958, and for subsequent years, a monthly return system should 
be adopted. Each month’s collections would be reported on the 15th day of the 
following month under this recommendation.” (Report to the House Committee 
on Ways and Means from the Subcommittee on Excise Tax Technical and 
Administrative Problems, April 20, 1956, at p. 10.) 

The proposed procedure was specifically designed by the subcommittee to 
give the Treasury Department ample opportunity to adapt itself in future 
budgets to the changeover from prepayment: 

“The subcommittee believes that the recommendation made above wil! meet 
the necessary fiscal requirements of the Government. It will have no budgetary 
effect in the fiscal year ending June 30, 1957. It is estimated that it will decrease 
revenue by about $185 million in the fiscal year ending June 30, 1958, and by 
about the same amount for fiscal year ending June 30, 1959 ($75 million in 
each year attributable to tobacco products and $110 million attributable to 
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alcoholic beverages). Thus the administration will have ample opportunity 
to take these revenue effects into account in preparing future budgets. More- 
over, if adjustments of this type were not anticipated in the foreseeable future 
as a result of the provisions of the 1954 code, it is difficult to see why the admin- 
istration advocated placing a return system for these taxes in the code at that 
time” (Jd., at p. 73). 

In addition, the subcommmittee emphatically repudiated the notion that reform 
of the discriminatory prepayment system conferred some special benefits on 
manufacturers in this industry: : 

“The subcommittee believes that the tobacco and alcoholic beverage industries 
are entitled to definite assurance that a changeover to a return system will occur 
at some specific time in the future. This is not a special advantage for these 
industries but rather places them on an equal footing with other excise taxpayers 
who already report their taxes on a return basis” (Ibid). 

There is submitted as appendix D the proposed bill amending section 5703 (a) 
of the Internal Revenue Code of 1954 in accordance with these recommendations 
of the subcommittee with a further provision suggested by the tobacco manufac- 
turing industry that commencing August 1, 1959, taxes for any 1 month be paid 
on the last day of the next succeeding month. While the statutory relief recom- 
mended by the subcommittee would be of aid, without this further provision to- 
bacco manufacturers would still be compelled to prepay a large portion of the tax. 

The bill here proposed would give the Treasury Department almost 3 more 
years to make any fiscal adjustments necessary to give the tobacco manufactur- 
ing industry the full relief which Congress approved in 1954. The Department 
should be able readily to accommodate itself to this graduated long-term change- 
over, as it has long since geared its budget to receipt on a delayed basis of excise 
taxes totaling more than three times ($4.78 billion) the amount received from 
tobacco manufacturers ($1.57 billion) (Commissioner of Internal Revenue an- 
nual report, fiscal year ended June 30, 1955, pp. 91-92). In enacting section 
5703 (a) Congress gave approval to the making of any budgetary adjustments 
necessary to place tobacco manufacturers on the delayed payment and return 
system. 

We urge that section 5708 (a) of the Internal Revenue Code of 1954 be amended 
as set forth in appendix D. 

Respectfully submitted, 


Chadbourne, Parke, Whiteside & Wolff, and John M. Littlepage, Attor- 
neys for the American Tobacco Co.; White & Case, Attorneys for 
Brown & Williamson Tobacco Corp. ; Perkins, Daniels, McCormack 
& Collins, Attorneys for George W. Helme Co.; Webster Sheffield 
& Chrystie, Attorneys for Liggett & Myers Tobacco Co.; Perkius, 
Daniels, McCormick & Collins, Attorneys for P. Lorillard Co.; 
Conboy, Hewitt, O’Brien & Boardman, Attorneys for Philip Morris, 
Ine.; Davis Polk Wardwell Sunderland & Kiendl, and J. Milton 
Cooper, Attorneys for R. J. Reynolds Tobacco Co.; Cabell, Med- 
inger & Forsyth, Attorneys for United States Tobacco Co.; and 
Edward F. Ragland, Executive Secretary, Associated Tobacco 
Manufacturers. 


Dated: December 4, 1956. 
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MEMBERS OF ASSOCIATED 


American Snuff Co., Memphis, Tenn. 

The Bloch Bros. Tobacco Co., 4000 
Water Street, Wheeling, W. Va. 

Brown & Williamson Tobacco Corp., 
1600 West Hill Street, Louisville, Ky. 

Crimson Coach, Inec., 2224 Albion 
Street, Toledo, Chio 

Cumberland Tobacco Works, Nashville, 
Tenn. 

G. A. Georgopulo & Co., Inc., 48 Stone 
Street, New York, N. Y. 

Larus & Bros. Co., Inc., 22d and Cary 
Streets, Richmond, Va. 

Lieberman Tobacco Co., 8125 Mack 
Avenue, Detroit, Mich. 

Maclin-Zimmer-McGill Tobacco Co., 
Box 550, Petersburg, Va. 


Topacco MANUFACTURERS 


Mail Pouch Tobacco Co., 4000 Water 
Street, Wheeling, W. Va. 

Mid-West Tobacco Co., Gest and Evans 
Streets, Cincinnati, Ohio 

R. C. Owen Co., Gallatin, Tenn. 

A. J. Paetzold & Son, 46 Hotchkiss 
Street, Binghamton, N. Y. 

Scotten-Dillon Co., 4085 West 
Street, Detroit, Mich. 

Scott Tobacco Co., 939 Adams Street, 
Bowling Green, Ky. 

Stephano Bros., Inc., 1014 Walnut 
Street, Philadelphia, Pa. 

Taylor Bros., Inc., First at Patter- 
son Avenue, Winston-Salem, N. C. 
United States Tobacco Co., 630 Fifth 

Avenue, New York, N. Y. 


Fort 
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FORM 720 (Rev. 


July 1956) 
*§seecgaue QUARTERLY FEDERAL EXCISE TAX RETURN 


1. Total tax. Before making entries 1 to 5, fill im applicable lines below 
2, Coeiian Gas Santtceten as ass so ss ccd. cata cs en dde cddecenbbliiocdeces vevacdotesecuhs 
3. Net tax duc (Item 1 minus Item 2) .......-.-- 0s -0-- essen eee eee ees sees eeerenees wns Sccle dar elvees 
4. This item is for the use | _ Seriat No. of Form 537 Date of Deposit 

of those taxpayers who [~ 4 

make deposits of Fed- 

etal Excise Taxes. (See 

instroctions.) Attach | 

depositary receipts Form 

537, if any. Total. $ 
Make check or m 
$ peyable to Internal Reveow 


nce. 


5. Balance of tax to be 


_ declare under the penalties of perjury that this return (inclading any accompanying schedules and statements) bas been examined by me and to the best of my knowledge and beive 
#5 4 tree, correct amd complete return, 


SIGRG0N0D Seite cence sendebbbbiinnticchmachbbichbedipetnetienntntiintte OOD 

(Owner, president, partner, etc.) 
RETAILERS WS | MANUFACTURERS (Continved) 
se Business and store machines 
Jewelry, etc.......... | Cameras, lenses, and film; projectors 
Pours ... Electric light bulbs and tubes 
Toilet prepatations, etc Firearms, shells, and cartridges 
FACILITIES AND SERVICES Mechanical pencils, pens, and lighters 


Admissions < ammounowee PRODUCTS AND COMMODITIES 
Ticket brokers 


Leases, etc 
Roof gardens, cabarets, etc | Combinations of above oils & other substances. 
Box office sales—excess over regular prices. .| 50% Coconut oil other than that listed below 
Club dues, initiation fees, life memberships. .| 20%|__- : Combinations of above oils & other’ sub- 
Telegraph, telephone, etc., messages (*) |. otal seances (other than those listed below). . . 
Leased wires, wire and equipment service, etc.| (#) 4 Coconut oil from— 

Local telephone services 

Transportation of oil by pipeline. . . 14.5% 2 
Transportation of persons, etc - Other United States possessions. 
Transportation of property including coal...) (*) abi Philippine Islands 


Use of safe deposit boxes qed Trust Territory of the Pacific Islands... . 
MANUFACTURERS 


Pistols and revolvers 
Truck, bus & trailer chassis & bodies; tractors .| 10% 
Other auto chassis and bodies, etc 





Parts or accessories for autos, trucks, etc 
Radio, TV sets, phonographs, components. .| 10% 
Phonograph records 


Musical instruments 








Refrigerators, freezers, etc.; air conditioners. . 
Sporting goods eee os i ad Tread rubber (camelback). ...........66.4: 
Fishing rods, evc., and artificial lures, etc.... TOTAL (Enter in Irem 1 above) .....)...... 
Electric, gas, and oil appliances Nahas’ 

1 See instructions. * But not to exceed 10% of selling price. 








U. S. TREASURY DEPARTMENT PENALTY ron puivars use To avo = Please return this form is 
District Director of Internal Revenue 


OFFICIAL BUSINESS 


Name, address, and identification number of taxpayer (If incorrect, show correction) 
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Instructions for Use of Form720—Quarterly Federal Excise Tax Return 


Texpeyer's name, address, ond identification number.—After you 
have once filed a return, your District Director of Internal Revenue 
will mail you a preaddressed Form 720 every three months. This 
form should be used in filing your return. If a preaddressed form is 

If you must use a non-preaddressed form, 
type or print your name and identification number exactly as shown 
on previous returns. Do not use an identification number assigned 
to a prior owner. If filing for the first time, consult your District 
Director. 

Payment of deposits.—A!l taxes are due and payable 
without assessment or notice. If you are liable in any month (ex- 
cept the third month of a quarter) for more than $100 of the taxes 
listed on Form 720, you are required to deposit such taxes in an 
cathorized local bank or a Federal Reserve bank on or before the last 
day of the next month. Deposits for the third month of any quarter, 
and deposits of $100 or less for the first or second month of a quar- 
ter, are permissible but not required. If you choose to make a 
deposit for the last month of a quarter, do so in sufficient time to 
enable the Federal Reserve bank to return the validated receipt to 
you so that it ean be attached to and filed with your quarterly return. 

Each deposit is to be accompanied by Form 537, Depositary Receipt 
for Federal Excise Taxes, which will be validated by the Federa! Re- 
serve bank and returned to you. The validated receipts are to be 
isted in Item 4 of Form 720 and submitted with such return, together 
with a remittance to pay the balance of tax shown in Item 5. Form 
537 to accompany the initial deposit may be obtained from your Dis- 
trict Director. Theseafter, the form will be mailed to you by the 
Federal Reserve bank receiving your deposit. 

Any tax due which is not deposited must be remitted with the 
return. 

Quarterly returns ond due dates.—A return must be filed for each 
yuarter of the calendar year as follows: 


Due on or 
before 


April 30 

July 31 

October 31 
aitieentsepenes aS. 


Quarter covered 


January, February, March 
April, May, June 
July, August, September... 

October, November, December. 





However, if your return is accompanied by depositary receipts, 
Form 537, showing timely deposits in full payment of the taxes due 
for each month of the quarter, you are allowed an additional 10 days 
for filing your return. 

Unless already shown on the form received from the District 
Director, enter at the right of the space provided for the taxpayer's 
name the months and year of the quarter for which the return is 
filed. 

A return must be filed for each quarter whether or not liability 
is incurred. If you have no tax to report, enter “None” in Item 5. 
If you no longer have a business operation subject to tax reportable 
on Form 720, write “Final Return” at the top of your last return. 

Where to file.—Form 720 is printed in duplicate. Send the orig- 
inal to the District Director for the Interna] Revenue district in 
which your principal place of business is located and keep the du- 
plicate. If you have no principal place of business in an Internal 
Revenue district of the United States, file your return with the Dis- 
tniet Director of Internal Revenue, Baltimore 2, Md. 


Credits—Where more than the correct amount of tax has been 
paid on any previous return, the overpayment may be taken either 
as a credit on any subsequent Form 720 or may be made the subject 
of a separate claim for refund (in which case ask your District 
Director for Form 843). Generally, a credit may be taken with 
respect to all the taxes reported on Form 720 to correct mathe- 
matical errors or to adjust payments of tax on transactions, charges, 

t processings which are entitled to be made tax-free, Information 
and instructions covering credits and the evidence required to sup- 
port such credits may be obtained by consulting your District 
lurector or the regulations covering the specific tax involved. 

__The total of all credits taken should be entered in Item 2 of Form 

2). Where a credit is taken there should be submitted with the re- 
‘urn a statement explaining the basis for the credit and that the re- 
juired supporting evidence is in your possession. 

Refunds may be claimed as provided by law (but credit may not 
be taken) to recover tax paid with respect to sugar exported, or 


used as livestock feed, or in the distillation of aleohol, or to recover 
tax paid with reapect to the first domestic processing of oils subse- 


quently exported. 

Exemptions.—Some transactions involving sales of taxable articles, 
payment for services and facilities, and the sale, processing, or use 
of products or commodities are exempt from tax. As an illustra- 
tion, certain exemptions are provided for export transactions and 
for transactions involving States, political subdivisions, and Terri- 
tories of the United States. For information and instructions 
relating to transactions which are exempt from tax and the type of 
evidence required to support such exemptions consult your District 
Director or the regulations applicable to the tax involved. 

Records.—Keep on file at your principal place of business or some 
other convenient location, duplicate copies of your return and accu- 
rate records and accounts of all transactions containing sufficient 
information to indicate whether the correct amount of tux has been 
computed and paid. Records and information in support of all 
credits taken and all exemptions and adjustments must also be kept. 
All records shall be maintained for a period of at least 4 years from 
the date the tax was paid. Such records shall be available for in- 
spection by the Internal Revenue Service. 

Penalties and interest—Avoid penalties and interest by filing cor- 
rect returns on time, making timely deposits of tax, and by paying 
the correct tax due with the returns. The law provides a penalty of 
from 5 percent to 25 percent of the tax for late filing unless reason- 
able cause is shown for the delay. In the event you are late in 
filing a return or in making a deposit of tax, send a full explanation 
with the return. Penalties are also imposed by law for willful 
failure to collect tax, pay tax, keep records, file returns, and for the 
filing of false or fraudulent returns. 


RETAIL DEALERS 

These taxes apply to the sale of the following articles at retail: 

Luggege includes (1) trunks, valises, traveling bags, suitcases, 
satchels, overnight bags, hatboxes for use by travelers, beach bags, 
bathing suit bags, briefeases made of leather or imitation leather 
and salesmen’s sample and display cases, (2) purses, handbags, 
pocketbooks, wallets, billfolds, and card, pass, and key cases, (3) 
toilet cases and other cases, bags, and kits (without regard to size, 
shape, construction, or material from which made) for use in carry- 
ing toilet articles or articles of wearing apparel. 

Jewelry includes articles commonly or commercially known as 
jewelry whether real or imitation; pearls, precious or semiprecious 
stones, and imitations thereof; articles made of, or ornamented, 
mounted, or fitted with precious metals or imitations thereof; 
watches and clocks and cascs and movements therefor; gold, gold- 
plated, silver, silver-plated, or stcrling flatware, or hollowwarc; 
opera glasses, lorgnettes, marine glasses, and binoculars. Articles 
not subject to tax as jewelry are those used for religious purposes; 
surgical instruments; frames or mountings for spectacles or eye- 
glasses; and fountain pens, if the only part of the pen which con- 
sists of precious metals are essential parts not used for ornamental 
purposes. 

Furs are articles made of fur on the hide or pelt and articles of 
which such fur is worth more than three times as much as the next 
most valuable component. 

Toilet preperetions include perfumes, essences, extracts, toilet 
water, cosmetics, petroleum jellies, hair oils, pomades, hairdress- 
ings, hair dyes, toilet powders, and any similar substances, articles, 
or preparations used or applied or intended to be used or applied 
for toilet purposes. 

Basis for tax and adjustments.—The tax is computed on the price 
for which the taxable article is sold at retail. Where a taxable 
article is leased or is sold under a conditional sales contract, install- 
ment payment contract, or chattel mortgage arrangement, tax must 
be computed and paid on each payment received during the quarter 
covered by the return. Where charges for transportation, delivery, 
insurance, and installation are included in the retail price, the price 
may be adjusted by deducting the actual amount paid or incurred 
for such expenses. Any retail sales tax imposed by a State or 
municipality may be excluded. The circumstances under which 
adjustments may be made and the evidence required to sup- 
port such adjustments may be ascertained by consulting your Dis- 
trict Director. 

Adjustment of the retail sale price may also be made in the case 
of discounts, rebates, and other similar allowances granted to the 
(Continued on reverse of duplicate) 
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FORM 120 (Rev. July 1956) 
U. &. TREASURY DEPARTMENT 
Internal Revenue Service 


EXCISE 


- Total tax. Before making entries 1 to 5, fill im applicable limes below . 


> Gantiign Gen faengantian) 60:0 ccasiess onsite Sone cals seas bows hsb daitehe Babs» 


. Net tax due (Item 1 minus Item 2)........ 


. This item is for the use | Serial No. of Form 537 
of those taxpayers who | ore ee 
make deposits of Fed- |-----------------------e---=~- | ----2--=-e0- noe 
etal Excise Taxes. (See 
instructions.) Attach 
depositary receipts Form 
537, if any. 


Balance of tax to be 


~___ Date of Deposit 


Total of depositary receipts $. 


TAXES 


QUARTERLY FEDERAL EXCISE TAX RETURN 


|S 


For District Director's use 


Amount 


Tax .. 
Pen... 
Int. .. 
Total. $ 


Make check or moncy order 
fn ae to Internal Revenue 


< vice. 


_ paid with this return (Item 3 minvs Item 4) aiid = $ 


RETAILERS 
Luggage, etc 


Jewelry, etc.. 


Toilet preparations, etc 

FACILITIES AND SERVICES 

Admissions 

Ticket brokers. . 

Leases, etc.. 

Roof gardens, cabarets, etc. 

Box office sales—excess over regular prices. . 
lub dues, initiation fees, life memberships. . 

Telegraph, telephone, etc., messages 








Leased wires, wire and equipment service, etc.| 

Local telephone services 

Transportation of oil by pipeline. . 

Transportation of persons, etc 
Transportation of property including coal...) (!) |... 4 
Use of safe deposit boxes BOG cesta scccetineesetiniwess 
MANUFACTURERS 


Pistols and revolvers 





| Tires 


Refrigerators, freezers, etc.; air conditioners. . 
Sporting goods 
Fishing rods, etc., and artificial lures, etc... . 


Electric, gas, and oil appliances. .......... | 


|| MANUFACTURERS (Continved) | om |. 
ao eae | 10% |-.-.. 


Cameras, lenses, and film; projectors 
|| Electric light bulbs and tubes 


| 
| 
Firearms, shells, and cartridges............ ‘| 


| Sugar. . 


|| Lubricating oil, cutting oils 


Rate Ton 
Business and store machines 
| 


10% |-. 


Mechanica! pencils, pens, and lighters | 
PRODUCTS AND COMMODITIES 


| Palm oil 


Palm kernel oil 
Combinations of above oi!s & other substances. 
Coconut oil other than that listed below 


|| Combinations of above oils & other sub- 


stances (other than those listed below). . 
Coconut oil from— 


Ocher United States possessions 
Philippine Islands... .....-...++++0« ‘ 
Trust Territory of the Pacific Islands 


Diesel fuel and special motor fue! 


Marches fancy wooden 








1 See instructions. 2 But not to exceed 10% of selling price. 
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srchaser. However, such discounts, etc., may not be anticipated. 
‘Adjustment may only be made if the purchaser has taken advantage 
of the discount, ete., before the return is required to be filed. 


Where the adjustments are made subsequent to the time the return 
js filed or if the required evidence is obtained subsequent to that 
time, the amount of tax involved may be considered an overpayment 
and you may then take a credit for that amount on a subsequent 

n or you may file a refund claim. 


FACILITIES AND SERVICES 


These taxes apply to the sale or lease of admissions, boxes, or 
seats, and payments received for (1) public performance for profit 
by rongardens, cabarets, or other similar places, (2) club dues, 
(3) telephone, cokeragh and radio facilities, (4) transportation of 
persons or property, and (5) the use of safe-deposit boxes, The 
rates of tax not shown on the face of the form follow: 

Subject Rate 
l¢ for each 
10¢ or ma- 
jor fraction 

thereof 
~-----| 1¢ for each 
5¢ or ma- 
jor fraction 

thereof 


c. Admissions (except horse or dog races) . 
(Admission charges of 90 cents or less (50 ‘cents 
or less before September 1, 1956, except for 
horse or dog races, are exempt from tax.) 

b, Admissions to horse or dog races__.__________. 


c. Roofgardens, cabarets, ete., including admission, 
ete., charges.. 
d. Ticket brokers—exeess charges—except horse or 
log “= s “ aiiiteed «| 
Ticket broke rs—excess “charges—horse ‘or ‘dog 
races = 
ases, ete.—boxes and “seats—except ‘horse or 
g races. ii ahbtbeg n 
s, ete.—boxes and seats—horse or ‘dog | races__| 
*f, Local telephone service and any other telephone 
service for which no tax is payable under clas- 
sifications g, h, i, and 7 below : 
*9. Long-distance telephone or radiotelephone mes- 
sage or conversation for which the charge for 
each message is more than 24 cents_. 
*h. Telegraph, cable, or radio dispatches or messages 
i. Leased wire, teletype, or talking circuit _— 
service. oe 
j. Wire and equipment service (including stock quo- 
tat ons and information service, burglar or fire- 
alarm services, or community antennae service, 
and all similar services) __. iene 8% 
k. Tran sportation of oe ior except coal... 3% 
Transportation of coal (per short ton) 4¢ 


service, 


*Where payment is made and tax collected by inserting coins in a telephone, tax 
ah ~ computed to the nearest multiple of 6 cents. One-half or a greater frac- 
{ 6 cents shall be treated as 5 cents and a smaller fraction shall be ignored. 


The tax on life memberships is not based on the amount paid for 
life membership but is equivalent to the amount of tax paid on 
dues and fees by an active resident annual member of the same 
organization if such dues and fees are in excess of $10 and is due at 


the time for the payment of dues by active resident annual members. 


MANUFACTURERS 


These taxes apply to the sale by the manufacturer, producer, or 
importer of the articles listed. The rates of tax not shown on the 
face of the form are: 

Refrigerators, freezers, ete.—5 percent. 

Air conditioners—i0 percent. 

Cameras, lenses, and film—10 percent. 

Projectors of household type—®5 percent. 


Basis for tax and adjustments.—Generally the tax is computed on 
the price for which the taxable article is sold or leased. Where a 
taxable article is leased or is sold under a conditional sales contract, 

stallment payment contract, or chattel mortgage arrangement, tax 
must be computed and paid on each payment received during the 

aarter covered by the return. Special rules apply to the leasing 
of trailers or semitrailers suitable for passenger automobiles; for 
further information, consult your District Director. 


Tax shall be computed on a price established by the Commissioner 
of Internal Revenue where a taxable article is sold by the manufac- 
turer (1) at retail, (2) on consignment, or (3) otherwise than 

rough an arm’s-length transaction and at less than the fair market 
price. The tax shall be computed on a price established by the Com- 
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missioner where an article is subject to tax when used by the manu- 
facturer. Where charges for transportation, delivery, insurance, 
and installation are included in the manufacturer's sale price, the 
price may be adjusted by deducting the actual amount paid or in- 
curred for such expenses. The circumstances under which adjust- 
ments may be made and the evidence required to support such adjust- 
ments may be ascertained by consulting your District Director or the 
applicable regulations. Adjustment of the manufacturer's sale 
price may also be made in the case of discounts, rebates, and other 
similar allowances granted to the purchaser. However, such dis- 
counts, ete., may not be anticipated. Adjustments may only be made 
if the purchaser has taken advantage of the discount, ete., before 
the return is required to be filed. 


Where the adjustments are made subsequent to the time the 
return is filed or if the required evidence is obtained subsequent to 
that time, the amount of tax involved may be considered an over- 
payment and you may then take a credit for that amount on a sub- 
sequent return or you may file a refund claim. 


Where a taxpayer computes his tax on a price established by the 
Commissioner rather than on the price for which the taxable article 
is sold, the adjustments indicated above may not be made except in 
the case of cash discounts. 


PRODUCTS AND COMMODITIES 


These taxes apply to the first domestic processing of palm oil, 
coconut oil, ete.; the manufacture of manufactured sugar; the retail 
sale or use of diese) fuel and specia! motor fuels; the sale of gasoline, 
matches, or tread rubber, or the sale or lease of tires or inner tubes, 
by the manufacturer, producer, or importer thereof; and the sale of 
cutting oils and other lubricating oils by the manufacturer or pro- 
ducer thereof. The rates of tax not shown on the face of the form 
follow : 

Manufactured suger: 

(a) On all manufactured sugar testing by the polariscope 92 
sugar degrees, the rate is 0.465 cent per pound, and for each addi- 
tional sugar degree, 0.00875 cent per pound additional, and fractions 
of a degree in proportion; and 


(6) On all manufactured sugar testing by polariscope less than 
92 sugar degrees, 0.5144 cent per pound of the total sugars therein. 

Diese! fuel and special motor fuels: 

(a) Three cents per gallon sold for use or used as a fuel in a 
highway vehicle, except that the tax is 2 cents per gallon sold for 
use or used in a highway vehicle (A) which, at the time of such sale 
or use, is not registered, and is not required to be registered, for 
highway use under the laws of any State or foreign country, or (B) 
which, in the case of a highway vehicle owned by the United States, 
is not used on the highway. 

(6) If fuel is sold after June 30, 1956, subject to tax at the 
2 cents per gallon rate, an additional tax of 1 cent per gallon is 
imposed on the user if such fuel is used in a highway vehicle (A) 
which, at the time of such use, is registered, or is required to be 
registered, for highway use under the laws of any State or foreign 
country, or (B) which, in the case of a highway vehicle owned by the 
United States, is used on the highway. 

(c) Special motor fuels sold for use or used as a fuel for the 
propulsion of a motorboat, airplane, or motor vehicle other than a 
highway vehicle, 2 cents per gallon. 


Lebricating oil: Six cents per gallon. 
Cutting off: Three cents per gallon. 


APPLICABLE REGULATIONS 


As of July 1, 1956, the regulations applicable to the excise taxes 

reported on Form 720 are listed below: 
Regulation 

Retailers’ excise taxes. penile 51 
Taxes on facilities and services: 

Admissions, dues, cabarets, ete 43 

Transportation of property 11 3 

All other facilities and services 
Manufacturers’ excise taxes: 

Pistols and revolvers 

All other articles 
Taxes on products and commodities: 

Diesel fuel... * 

Gasoline, lubricating oil, and matches 

Tires and inner tubes 

Sugar.. 

Palm oil, coconut oil, ete 
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APPENDIX C 


Inder to statements and other information relative to a delayed-return system 
for excise taxes on tobacco products in reports of hearings before the 
Subcommittee on Eagrcise Taw Technical and Administrative Problems, 
84th Congress 

PART 1 


October 4, 5, 6, 7, 11, 12, 13, and 14, 1955 
age 
Statement of Dan Throop Smith, Special Assistant to the Secretary 
of the Treasury 119-124 
Statement of Dwight E. Avis, Director, Alcohol and Tobacco Tax 
Divizion, Internal Revenue Herve. fo) 2 i on ie ee 216-217 
Statement of Norman T. Morsell, Chief of the Tobacco Branch, Alcohol 
and Tobacco Tax Division, Internal Revenue Service____----._------ 217-218 
Statement of W. Brooks George, executive vice president, Larus & Bros. 
Co., Inc., on behalf of Associated Tobacco Manufacturers_________-_-__ 536-538 
Statement of Bowman Gray, executive vice president of R. J. Reynolds 
Tobacco Co 538-542 
Statement of George W. Whiteside, general counsel, the American 
Tobacco Co 542-555 
Statement of Leon Singer, in behalf of the Cigar Manufacturers Asso- 
ciation of America, Inc 556-559 
Letter of James J. Corral, president, Florida Cigar Manufacturers 
Association 560 
Letter of Martin J. Condon III, American Snuff Co____.-_______-____ 591-592 
Letter of B. F. Few, president, Liggett & Myers Tobacco Co 602 
Statement of O. Parker McComas, president of Philip Morris, Inc 626-628 


PART 2 
January 10, 11, and 13, 1956 


Statement of Dan Throop Smith, Special Assistant to the Secretary of 


the Treasury in Charge of Tax Policy 71-77; 127-130; 135-140 
Letter of F. H. Horan, Liggett & Myers Tobacco Co . 
Letter of C. H. Kibbee, treasurer, Philip Morris, Inc 233-235 
Letter of George W. Whiteside, general counsel, the American Tobacco 


APPENDIX D 
A BILL 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 5703 (a) of the Internal Revenue 
Code of 1954 (relating to persons liable to make return and pay tobacco tax) 
is amended to read as follows: 

“(a) Persons LIABLE TO MAKE RETURN AND Pay Tax. 

“(1) GENERAL RULE.—The taxes imposed by section 5701 shall be deter- 
mined at the time of removal of the articles and shall be paid by the manu- 
facturer or the importer thereof by return. Subject to the rules provided 
in paragraph (2), the Secretary or his delegate shall, by regulations, pre- 
scribe the period for which the return shall be made, the information to be 
furnished on such return, the time for making such return, and the time 
for payment of such tax. 

(2) RULES FOR RETURN AND PAYMENT.— 

““(A) PERIOD FOR RETURN.—The return required under paragraph (1) 
shall be made— 

“(i) on a semimonthly basis, for periods which may commence 
before, but which shall (unless (ii) applies) commence not later 
than August 1, 1957. 

“(ii) on a monthly basis, for periods which may commence 
before, but which shall commence not later than August 1, 1958. 
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“(B) TIME FOR PAYMENT AND FILING.—The time for payment of taxes 
referred to in paragraph (1) and for filing of the return with respect 
thereto, shall be fixed— 

“(i) not sooner than three days after the period covered by the 
return, in the case of a return made on a semimonthly basis, 
“(ii) not sooner than fifteen days after the period covered by 
the return in the case of a return made on a monthly basis for 
any period prior to August 1, 1959, and 
“(iii) not sooner than the last day of the month succeeding 
the month covered by the return in the case of a return made on 
a monthly basis for any period subsequent to July 31, 1959. 
“(3) APPLICATION OF ADMINISTRATIVE AND PENAL PROVISIONS.—AIl admin- 
istrative and penal provisions of this title, insofar as applicable, shall apply 
to any tax imposed by section 5701.” 


A BRIEF IN THE MATTER OF THE FEDERAL Excise TAx ON CIGARETTES 


The Tobacco Tax Council, a nationwide organization functioning on behalf 
of the growers, processors, distributors, and consumers of tobacco products, 
respectfully submits its views and recommendations with respect to the emer- 
gency excise tax levied against cigarettes, and which continues to be levied 
although the emergency for which it was imposed has long since passed. 

Under the terms of the original bill in Congress, the present emergency in- 
crease of 1 cent per package was to be abandoned on April 1, 1954. However, 
when the Congress met that year, the emergency tax was continued for another 
year. Again in 1955 and 1956, the emergency tax of 1 cent per package was 
continued. Thus, for three successive times now, the Congress has seen fit to 
continue this tax in the name of an emergency and thus has burdened the smok- 
ing population of our country with a tax increase in excess of $190 million 
annually. This, we feel, and rightly so, is not only unjust, but discriminatory. 

The cigarette tax is obviously far out of proportion to the taxes levied against 
all others items which make up the list of daily necessities of the average 
American consumer. The effect of the emergency tax was to advance the tax 
rate from $3.50 to $4 per 1,000 cigarettes. Emergencies of this nature often 
result, as in this instance, in continuing excessive taxes indefinitely and without 
necessity. Such, we feel, is the present status of the Federal excise tax on 
cigarettes. 

It was our understanding that when the emergency had passed the tax would 
be restored to the previous level. We urge that no action be taken to continue 
the emergency rate. 

The growers of the leaf tobacco, from which cigarettes are processed, discern 
evidence that the present excise tax on cigarettes is contributing to a slowing 
down of the rate of cigarette consumption. To the extent that the demand for 
cigarettes falls off, the growers of leaf tobacco are deprived of agricultural 
income, 

In addition to the Federal excise tax levied against cigarettes, which now 
amounts to 8 cents per package, 42 States and the District of Columbia, as 
well as several hundred municipalities, are imposing their own cigarette taxes 
at rates ranging from 2 cents to 8 cents per package. This makes the combined 
Federal, State, and municipal excises range from 10 cents to 16 cents per package. 

The average State tax in the 42 taxing States is 4 cents per package, which, 
together with the Federal tax of 8 cents, exclusive of municipal cigarette taxes, 
gives an average of 12 cents in taxes per package. Cigarettes are currently sell- 
ing for an average of 24 cents per package in these States. The excise taxes 
on cigarettes thus represent half of the price paid by consumers. We maintain 
that this is an unconscionably high percentage of the price of any commodity 
that enters so widely into the household budgets of the American people. 

With the consumer now paying an average price of 24 cents per package and 
with his average smoking needs amounting to a package a day, the Federal 
excise tax of 8 cents per package and the average State tax of 4 cents per package 
imposes the astounding burden of $438.80 upon a total cigarette expenditure 
of $87.60 per year. If 2 people in a family consume a pack a day, the tax then 
skyrockets to $87.60 out of a total cigarette expenditure of $175.20 per year. 

Thus, it is seen that the regressive cigarette taxes impose a disproportionately 
heavy burden upon the mass of the Nation’s citizens who work for daily wages. 
To the man who makes $10,000 a year and who smokes a pack a day, the tax of 
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$43.80 is equivalent to less than one-half of 1 percent of his total income. But, 
to a worker whose earnings average say $60 per week, the cigarette taxes con- 
stitute a burden equivalent to nearly 1%4 percent of his gross wages. For the 
household of such a worker, the present Federal income tax liability would be 
in the neighborhood of $81.60. In this comparison, cigarette taxes currently 
imposed represent an amount equivalent to more than one-half of the income 
tax liability. 

When one considers that excise and sales taxes on cigarettes in the United 
States are more than four times as great in amount as the combined excises 
and sales taxes on furs and cosmetics, jewelry, luggage, radio and television sets, 
and sporting goods, the tax inequity against cigarettes is at once apparent, 

Cigarettes, whose retail cost to American consumers amounts to $4.6 billion a 
year, are taxed by Federal, State, and municipal governments in the amount of 
$2.2 billion, while the items named above, whose value at retail is $5.1 billion, 
pay Federal, State, and municipal governments in excise and sales taxes only a 
little more than one-half billion dollars ($549 million). Thus, while the con- 
sumer pays 48 percent of the purchase price of his cigarettes in taxes, he pays 
on the average slightly less than 11 percent on those other named items. The 
tax differential against smokers thus is seen seen to be in the adverse ratio of 
about 4% to 1. 

We, therefore, pray that the subcommittee will strongly recommend to the 
Ways and Means Committee that the emergency tax of 50 cents per 1,000 
cigarettes now prevailing be allowed to expire as of April 1, 1957, thus restoring 
the rate to $3.50 per 1,000 cigarettes, which rate prevailed prior to November 1, 
1951. 

Respectfully submitted. 

Tospacco TAx Councin, INo., 
By F. M. PARKINSON, 
Erecutive Director. 


Quincy, ILL., November 16, 1956, 
Congressman AIME J. FoRAND, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 


DeaR Srr: Taxes on transportation, both person and property, have been 
considered at various meetings of your committee, and we wish at this time that 
you would give serious consideration to the desirability of an early repeal of the 
taxes on transportation both of person and property in their entirety. 

The Quincy Freight Bureau membership consists of shippers in the States 
of Illinois, Iowa, and Missouri, and represents practically every line of industry, 
and its members use all forms of transportation; that is, rail, highway, water, 
and freight forwarders. It is interested in the development and maintenance 
of an adequate and efficient national transportation system, privately owned 
and operated, and in the free and unrestricted flow of commerce. 

We desire to go on record in support of this bill because we feel that the tax 
on the transportation of property is objectionable because : 

1. It is a tax which is compounded with its reassessment on repeated move- 
ments of the same property or the products of such property. In each of such 
movements, the transportation tax is an element of cost which ultimately is 
passed on to the consuming public in an amount which is greater than that of 
the tax itself. 

2. The tax on the transportation of property is a tax on a necessity, not on a 
luxury. Transportation service and the flow of commerce which it represents 
are indispensable in the life of the Nation. They should not be made a vehicle 
for tax assessment except under emergency conditions. 

3. Since the amount of the tax is measured by the amount of the transporta- 
tion charge rather than by the value of the character of the commodity trans- 
ported, the spread in the amount of tax assessment varies greatly with the 
length of haul and increases as the length of haul increases. This spread places 
an additional burden upon the long-haul shipper, decreasing his ability to com- 
pete in common markets, perhaps being the determining factor in his ability to 
so compete at all. The spread in the transportation tax, as well as in the trans- 
portation charge itself, can be a determining element in the relocation of business 
enterprises. 

4. Since the tax applies only on charges paid to for-hire transportation com- 
panies and not upon the costs of private transportation, it is an element in 
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determining the method by which transportation services are performed, this to 
the competitive disadvantage of those transportation agencies in the for-hire 
field, whether air, water, highway, or rail. 

5. The measure of the tax on the transportation of property is an element in 
determining the rate levels of for-hire transportation systems. In recent years, 
such systems have required substantial general increases in their levels of 
charges, With resulting question as to the ability of some traffic to pay those 
increased levels. The transportation tax, in effect, has increased the level of 
for-hire carrier charges by its own account. 

The conditions that existed at the time that this tax on transportation was put 
into effect, those conditions have long since passed. The tax structure today 
should, if possible, stimulate the transportation facilities for civilian travel and 
the transportation of property, and, in so doing, not only could the welfare of 
the for-hire transportation agencies be furthered, but to the benefit of the users 
of property transportation who now carry a deficiency caused by the loss that 
has appeared during the period of deficiencies. 

Please include this letter in the record of your meeting or hearing before this 
committee for their consideration. 

Very truly yours, 
THE QUINCY FREIGHT BUREAU, 
T. L. GARRIson, Commissioner. 


AMERICAN Screw Co., 
Willimantic, Conn., November 20, 1956. 
Mr. Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
New House Office Building, Washington, D.C. 


Dear Mr. IRWIN: It is my understanding that the congressional Subcommittee 
on Excise Taxes of the House Ways and Means Committee has scheduled a 2-week 
hearing at Washington, D. C., beginning November 26, 1956, to hear testimony 
on proposal to repeal the excise tax on transportation. 

Being impossible to attend this important hearing in person at any time during 
the 2-week schedule, therefore, I would like to be recorded as opposed to the 
continuance of this “temporary” excise tax of 3 percent on all freight transporta- 
tion charges, rail, air, water, and motortruck as well as the modified 10-percent 
applicable on all passenger fares and services via rail and air. 

These transportation excise taxes were originally imposed as an emergency 
wartime measure. The emergency for the application and purpose has long since 
passed. These taxes on transportation of merchandise and persons applying 
as a war measure to conditions and problems as did exist at the time of their 
effectiveness, and to the best of my knowledge did serve their purposes. With 
the passing of the war emergency, the continuance of this excise transportation 
tax, in my opinion, must be considered as a revenue measure and is merely the 
means of obtaining additional Government revenue. 

This company, like many thousands of other manufacturers and industries 
throughout the United States, is paying these prolonged and unnecessary excise 
taxes when the revenue could be usefully diverted back into their businesses. 
Our freight costs are mounting semiannually between rail freight and motor 
freight to a degree that in some cases are responsible for the curtailment of 
sales because of the excessive freight charges and taxes we are caused to pay 
or absorb. We not only must accept these semiannual freight increases, both 
rail and motortruck, but are further consistently increased by additional excise 
taxes based on the increased freight charges, not percentagewise, but in dollars 
and cents, which in the final analysis further increases our costs of doing business. 

Manufacturers business and industry are not the only people who suffer because 
of the increased freight and tax costs; the carriers themselves suffer because 
of the displacement of markets and the moving of business locations. 

I am inclined to believe most all the testimony you will hear opposing the 
continuance of the transportation tax, as well as the letters you will receive, all 
asking to be recorded for the opposition and repeal of this unnecessary transporta- 
tion tax will all basically argue the same reasons for the discontinuance and 
repeal of the tax and will be more or less a repetition in the presentation of 
their facts and reasons. This is to be expected because all businesses, whether 
it be by producers, fabricators, distributors, or retailers, because they all feel 
the purpose for which the emergency tax was imposed has passed and it has 
Served its usefulness, purpose, and intent for which it was established. 
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Therefore, we pray your committee will give this matter your full and intel- 
ligent consideration and recommend the full repeal of excise tax on all modes of 
transportation, whether it be on persons or merchandise. 

Respectfully submitted. 


W. A. SMEDLEY, Trafic Manager. 


Geo. A. Hormet & Co., 
Austin, Minn., November 24, 1956. 
Hon. AIME J. FoRAND, 
House of Representatives, 
House Office Building, Washington, D. C. 


Deak Srr: We have been informed that a subcommittee, of which you are the 
chairman, will conduct hearings commencing November 26, 1956, on the matter of 
the Federal tax of 3 percent on the transportation of property. 

Since ours is a meat-packing concern, and since we develop a substantial 
volume of freight on which we are required to pay this tax, we should like our 
views made known to your subcommittee. 

It is our understanding that, with few exceptions, the freight rates on meats 
and edible packinghouse products have been increased to a greater extent, per- 
centagewise, since June 1946 than any other major commodity. It has been our 
observation and experience that rates on meats and edible packinghouse products 
are inequitable, particularly on shipments originating in the Midwest. The inci- 
dence of the 3 percent transportation tax definitely accentuates this inequity. 

It is our view that serious consideration should be given to the elimination of 
the 3 percent Federal transportation tax on freight if the freight rates cannot be 
made more equitable. 

We request that a copy of this letter be incorporated as a part of the record of 
your forthcoming hearings. 

Yours very truly, 


R. F. Gray, President. 


THE SHIPPERS’ CONFERENCE OF GREATER NEW YORK, 
New York, N. Y., December 5, 1956. 
Mr. Leo H. Irwin, 
Clerk, Subcommittee on Excise Taves, 
House Ways and Means Committee, 
New House Office Building, Washington, D.C. 


Dear Mr. IRwiN: Comes now the Shippers’ Conference of Greater New York, 
a voluntary membership organization consisting of approximately 125 leading 
businesses in the Greater New York area, and deposes and says it is opposed to 
the continuation of the Federal excise tax on transportation, and urges the 
subcommittee to repeal such taxes. 

In support of its allegation, the conference states that excise transportation 
taxes are discriminatory in nature. Federal transportation excise taxes were 
proposed as a war emergency measure and with the cessation of war they have 
outlived their usefulness and should be repealed. Further, the conference 
believes the continuation of the transportation excise taxes has a detrimental 
effect on the revenues of the transportation carriers in general. 

The conference is unanimous in its belief that the transportation excise taxes 
should be repealed. 

It would be appreciated if the subcommittee would make this letter part of its 
record. 

Yours very truly 
R. A. Cooke, Secretary-Treasurer. 


Armour & Co., 
Chicago, Ill., November 30, 1956. 
Mr. Leo H. Irwin, 
Clerk, House Ways and Means Committee, 
Washington, D.C. 


Dear Str: Attached please find statement of Armour & Co. regarding Federal 
transportation tax on transportation of property 
Will you please see that this statement is read into the record. 
Very truly yours, 
H. O. MATHEWS, 
General Manager, Transportation and Distribution Division. 





EXCISE TAXES 959 


STATEMENT RE REPEAL OF FEDERAL TAX ON TRANSPORTATION OF PROPERTY 


Armour & Co. respectfully urges repeal of the 3 percent Federal tax on trans- 
portation of property. This tax increases both the cost of moving livestock from 
farm to processor and the cost of moving meat products from processor to con- 
sumer. Removal of the tax at this time will reduce the spread between the price 
received by the producer for his livestock and the price paid by the consumer for 
meat products. 

The tax on transportation of property was enacted in 1942 as a wartime emer- 
gency revenue measure. It is respectfully submitted that since the United 
States is now at peace, the revenue derived through the imposition of this tax 
should be obtained through taxes which have a less detrimental effect upon the 
Nation’s economy. 


DenveER, Coto., December 10, 1956. 
Hon. GoRDON ALLOTT, 
United States Senate, Washington, D. C. 


Sir: Your reply of December 6, in answer to Mr. Jesse Shwayder’s letter of 
November 21, has been referred to me for further handling with you, concerning 
the repeal of the transportation excise taxes. 

As traffic manager, I would like to submit further information supporting re- 
peal of this tax, which, as you know, was a wartime excise, enacted to discourage 
people from using scarce passenger-carrying facilities, as well as added revenue. 

We in industry, as a major shipper and receiver in the State of Colorado, to 
and from all points in the United States, respectfully urge your full support in the 
repeal of these Federal excise taxes. It is felt that this tax served its wartime 
purpose, but when the war ended, the tax continued as a source of revenue, and 
it still discourages the patronage of the public agencies of passenger transporta- 
tion, 

The travel industry is united in a demand that the tax on passenger fares 
be repealed. The for-hire carriers of passenger—railroads, motorbuses, airlines, 
have reason to object to the continuance of this tax, as well as the traveling pub- 
lic. These agencies are struggling to meet the competition of the automobile. 
Since World War II, the trend to the automobile has been pronounced, and it is 
unfair for the Government to place this special burden on the passenger trans- 
portation industry, that is feeling the affects of this competition. We say the 
Government should stand to one side and allow the decision to be made on an 
economical basis. 

The railroad passenger service has had a steady downward trend, and the 
Interstate Commerce Commission in 1953 reported that the losses in passenger 
service went from $140 million in 1946 to $704 million in 1953. Unemployment 
among railroad workers has followed abandonment of passenger service. The 
industry, including management, workers, and investors have been on the alert 
for ways and means of increasing the patronage of the pasSenger carriers and 
commendable efforts, through reductions in fares for family travel, excursion 
fares, and round-trip reductions have been made. The 15-percent tax has been 
a major obstacle to these efforts, and at 10 percent the tax still discourages 
the increase in railroad passenger business. 

The 10-percent tax, added to each fare, constitutes an added additional cost. 
The case for repeal of the passenger tax does not only affect the financial position 
of the passenger carriers. The repeal of this tax is desirable also because of dis- 
couraging travel. It stops the development and movement of people from one 
section of the country to another, preventing the intermingling of people and the 
interchange of ideas. 

We pay a considerable amount in freight tax on freight charges, like the pas- 
senger tax, increasing as the total charges increase. In other words, we have 
ederal taxes which discriminate against the taxpayers; namely, shippers and 
travelers, depending on the distance to the markets and destination. The greater 
the distance the commodity is shipped, and the longer distance the traveler 
travels, the higher the charges and the higher the taxes. 

The 3-percent tax on freight charges is applied every time a product is shipped, 
whether it be raw material to the manufacturer, or the finished product to the 
consumer. The amount of the tax in the final selling price may be many times 
3 percent, thus contributing to higher prices. The consumer has no way of know- 
ing how much freight tax he is paying when he buys an article at retail. These 
hidden taxes are bad because the amount is not known. The freight tax has 
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further brought about the use of private carriers of freight to escape the tax; 
therefore, it is a burden to consumers and a discrimination exists among shippers. 
I believe you will agree these wartime excises should be eliminated, and | 


therefore respectfully urge your support in the repeal of these burdensome trans- 
portation taxes. 


Yours very truly, 
SHWAYDER, Bros., Inc., 
Rex L, Gass, 
Trafic Manager. 


DeLTA CHAMBER OF COMMERCE, 


Delta, Colo., November 23, 1956. 
Hon. GorpoN ALLOTT, 


United States Senate, Washington, D. C. 


Dear Siz: During World War II, Congress enacted a 3 percent transportation 
tax which covered the transportation of goods for hire to and from the supplier 
and user as an emergency measure. This tax burden was, of course, passed on to 
the merchants and eventually reached the consumer. This emergency has long 
since passed, and we feel this tax should be withdrawn. 

It is our understanding that a Subcommittee on Excise Taxes of the House 
Ways and Means Committee will meet Monday, November 26, to instigate hear- 
ings regarding this taxation; and we urge you, as our Senator, to use all the in- 
fluence at your command to effect a repeal of this unjust taxation. 

Your cooperation will be greatly appreciated. 

Sincerely, 
Lyman W. THomAs, Manager. 


DENVER, CoLo., November 21, 1956. 


Hon. Gorpon ALLorTt, 
United States Senate, Washington, D. C. 


Srr: I am advised that a meeting on repeal of excise taxes on transportation 


will be held before the House Ways and Means Committee for a 2 weeks’ 
session, beginning November 26, 1956. A representation of shippers and trans- 
portation carriers will be on hand in support of the repeal of this tax, which, 
as you know, was a wartime excise, enacted to discourage people from using 
scarce passenger-carrying facilities, as well as added revenue. 

I believe that the wartime excises should be eliminated, and that the repeal 
of taxes on passenger fares and freight charges, because of their heavy and 
unfair impact on the railroad and other for-hire transportation industries, 
should have the earliest consideration. I respectifully urge your support in the 
repeal of these burdensome transportation taxes. 

Very truly yours, 
SHWAYDER Bros., INc., 
JESSE SHWAYDER, 
President. 


THE STATE oF WYOMING, 
BOARD oF EQUALIZATION AND PUBLIC SERVICE CoMMISSION, 
Cheyenne, November 21, 1956. 
Re Federal excise taxes. 
Hon. JERE COOPER, 
Chairman, House Ways and Means Committee, New House Office Building, 
Washington, D. C. 

Dear Mr. Cooper: As directed, I am mailing you herewith conformed copy of 
resolution adopted by the Public Service Commission of Wyoming on November 
20, 1956, favoring the repeal of Federal excise taxes on transportation and 
communication services for the reaSon that these taxes are now a handicap to 
commerce, as Well as to all regulated transportation and communication utilities, 
and for other reasons therein stated. 

Very truly yours, 
DwieHTt W. DAHLMAN, Secretar). 
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RESOLUTION F'AVoRING REPEAL oF Excise TAxes ON TRANSPORTATION AND 
COMMUNICATION SERVICES 


Whereas the Public Service Commission of Wyoming has been advised that the 
Subcommittee on Excise Taxes of the House Ways and Means Committee, of 
which Representative Forand, of Rhode Island, is the chairman, will conduct 
hearings in Washington, D. C., beginning November 26, 1956, for the purpose 
of examining the entire Federal excise-tax structure; and that interested State 
regulatory agencies have been invited to submit to said subcommittee their views 
relative to such taxes; and 

Whereas Federal excise taxes on transportation and communication services 
were initially levied or substantially increased during World War II as emer- 
gency measures to help defray war costs, to eliminate civilian travel and to 
discourage unnecessary use of carrier and communication facilities then over- 
burdened as a result of the war effort; and 

Whereas the wartime emergency period during which such taxes were imposed 
and increased has long since ended; and emergency revenue and the curtail- 
ment of public use of such facilities is no longer needed or required; and 

Whereas Congress has recognized the special burden created by these excise 
taxes through recent reductions in the amount of a portion thereof; and 

Whereas transportation and communication service in peacetime cannot be 
considered in the class of a luxury, but rather as public utility service necessary 
to the convenience and welfare of the public and present-day living standards; 
and 

Whereas all such taxes are discriminatory against the user of long-distance 
transportation and communication services and against certain sections of the 
country, such as Wyoming, which is far removed from highly populated centers 
and markets, for the reason that the tax is caleulated as a percentage of the 
transportation and communication charges; and 

Whereas there has been a substantial reduction in railroad and passenger 
traffic during the postwar period with resultant deficits in passenger service 
eperations; and the public interest requires that travel be encouraged rather 
than discouraged in order to eliminate higher freight rates to offset said deficits ; 
and 

Whereas such taxes are levied only against for-hire carriers, thus creating an 
incentive for private carriage; and 

Whereas the Federal transportation tax is the only excise tax which is a re- 
curring tax on a commodity and the same tends to restrict trade areas and 
thereby interfere with the free flow of commerce within the United States to the 
detriment of the national economy; and 

Whereas the expense incurred by transportation and communication utilities 
in collecting and remitting such tax to the Federal Government is an added 
service cost borne ultimately by their customers and subscribers: Now, therefore, 
be it 

Resolwed, That the Public Service Commission of Wyoming is of the opinion 
that the present excise taxes on transportation and communication services are 
inimical to the maintenance of reasonably priced and nondiscriminatory public 
transportation and communication services; and that, accordingly, the commis- 
sion earnestly urges their repeal; and 

Resolved further, That the secretary of the commission be, and he hereby is, 
instructed to forward copies of this resolution to the chairman of the House Ways 
and Means Committee, the chairman of its Subcommittee on Excise Taxes, and 
to the Wyoming congressional delegation. 

Dated at Cheyenne, Wyo., this 20th day of November 1956. 


[SEAL] Pusiic Service COMMISSION OF WYOMING, 
WALTER W. Hopson, Chairman, 
ALBERT P. Brucn, Commissioner, 
RicHArD J. LuMAN, Commissioner. 
Attest : 
DwicHt W. DAHLMAN, 
Secretary. 
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RAWLINs, Wyro., November 20, 1956. 
Hon. Representative Foranp, 
Chuirman of the House Subcommittee on Excise Tazes, 
Washington, D. C. 


My Dear REPRESENTATIVE Foranp: The Rawlins Chamber of Commerce em- 
phatically endorses the resolution of Cheyenne Chamber of Commerce relative to 
the repeal of the Federal transportation tax. A copy of this resolution was set 
to you by the Cheyenne chamber. 

Our organization would like to go on record as favoring the repeal of this tax. 
It is our feeling that this tax is unfair to the various for-hire carriers doing busi- 
ness in the Rocky Mountain area. Further, we feel that this emergency wartime 
revenue expedient is obsolete and therefore should be stricken from the books. 

Respectfully yours, 
RAWLINS CHAMBER OF COMMERCE, 
Joe CEcCHLIN, President. 


Luspook, Tex., December 12, 1956. 
Hon. AtmME J. Foranp, 
Member of Congress, Chairman, Subcommittee, 
House Ways and Means, Washington, D. C. 


Dear Sie: It is our understanding that the subcommittee of which you are 
chairman has under consideration the extension of the excise tax on transporta- 
tion. 

The Chamber of Commerce of Lubbock, Tex., respectfully requests that the at- 
tached statement be made a part of the record in these hearings. This statement 
has been endorsed by the traffic and transportation committee of this chamber 
and by the board of directors. 

Sincerely yours, 
Rosert B. REEpy, 
Trafic Manager, Lubbock Chamber of Commerce. 


STATEMENT OF THE LuBBock (TrEx.) CHAMBER OF COMMERCE 


The Lubbock, Tex., Chamber of Commerce, in behalf of its membership and 
those it represents, requests that this subcommittee recommend to the parent 
Ways and Means Committee that the excise tax upon freight and passenger trans- 
portation not be renewed. The need for taxation by our Government is well 
understood, but it is felt by the people of this community that the amount of 
taxes to be paid should not be dependent upon the location of the community. 
Traditionally, taxes have been based somewhat upon ability to pay and value re- 
ceived. The transportation tax recognizes neither of these characteristics as the 
amount paid varies almost entirely with the location of a community, the sources 
from which it draws its goods, and the markets in which it must sell. 

Lubbock, Tex., is a city located far from its sources of supply and far from 
its markets. As a result, the people of this city are forced to pay a much higher 
transportation tax upon the goods they buy and sell than do the people living 
in communities more favorably situated. As an example, a Lubbock dealer in 
irrigation engines must pay a tax of $16.42 on a 24,000-pound carload of engines 
shipped from Detroit, Mich., while a dealer located but 200 miles from Detroit 
would be required to pay only $7.13 on the same car. Thus, the Lubbock dealer 
finds that merely because of his location he is assessed a greater amount in taxes. 
The Lubbock dealer accepts the fact that his freight charges will be greater be- 
cause he realizes that the goods must travel a greater distance moving from De- 
troit to Lubbock than they would moving from Detroit to a point but 200 miles 
from that city. But, he does not understand why he must pay a greater tax on 
his engines merely because the transportation charges are greater. The dealer 
has received transportation in return for his payment of freight charges but for 
his payment of taxes he has received nothing more than has the dealer located 
more favorably. 

The same could be said for the Lubbock businessman who must travel to 
distant cities in order to conduct his business. In return for the fare he pays 
he receives transportation, but for the greater tax he must pay because Lubbock 
is farther from his destination, he receives nothing that a more favorably 
located businessman would receive. 
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A further objection to this tax upon freight transportation is that it is 
compounded. It applies on the movement of raw materials into a plant, finished 
goods from the plant, on the movement from wholesaler to retailer, and from 
the retailer to the consumer. Although the consumer recognizes that this 
cost of transportation is necessary, he cannot understand why he must pay 
a higher tax on the goods he purchases than would a person who purchases a 
similar commodity at a location requiring lesser transportation. 

Mention should be made of two other consequences of this tax that are be- 
ginning to appear in our transportation picture. Under present laws private 
freight carriage is not taxed. Thus, a shipper who moves his goods in his own 
equipment has an advantage over the shipper who moves goods in commercial 
carriage. Considerable discussion is taking place in traffic circles today regard- 
ing this problem of the diversion of freight from common carriage to private 
carriage. The small shipper or the shipper whose operations are not con- 
ducive to private carriage is being forced to pay higher freight rates as the 
carriers lose tonnage to the private carrier. This stems from the fact that 
the commercial carrier, as he loses tonnage to the private carrier, must increase 
his charges to compensate for the loss of revenue. It is generally admitted 
that private carriage is an important factor in the rate increases in our com- 
mercial transportation rate structure since the year 1946. Thus, the carrier 
able to use private carriage is gradually gaining a greater advantage over his 
competitor dependent upon commercial transportation. 

Finally, mention should be made of the decline in passenger transportation 
moving in commercial carriage. As passenger fares have increased, more and 
more travelers are turning to the automobile as a means of movement. Much 
of this fare increase stems directly from the assessment of the transportation 
tax. As the cost of commercial transportation increases and more travel is by 
automobile, the commercial carrier must of necessity increase his rates in order 
to keep passenger operations on a profitable basis. As these rates increase there 
is a greater diversion to automobile travel and passenger service is discontinued 
or reduced. Thus, the public suffers from crowded highways, inadequate com- 
mercial passenger transportation, and a commercial transportation industry in 
poor financial condition. 

It is for these reasons that the Lubbock Chamber of Commerce, in behalf of its 
members and those it represents, makes its plea. It is felt that the transporta- 
tion tax both on freight and passenger services is unfair, both to the public and 
to the commercial carriers involved. It is recognized that income to the Govern- 
ment must be forthcoming, but it is sincerely felt that there are other more 
equitable means available for obtaining that necessary tax money. 


FLAGSTAFF CHAMBER OF COMMERCE, INC., 
Flagstaff, Ariz., December 10, 1956. 
Hon. AIMe J. Foranp, 
Chairman, Ercise Tar Subcommittee, 
House of Representatives, Washington, D. C. 


Dear Mr. Foranp: The officers and directors of this organization have always 
been interested in matters of taxes and taxation, at all levels of government, 
as they apply to and affect the economy of this community. 

On several occasions during the past year they have discussed ways by which 
they might be heard and to assist in the elimination of the Federal excise tax 
on transportation of freight and passengers. 

Today we received notice of official hearing on this important matter, sched- 
uled to begin December 26. And, while it is not their desire to have a spokesman 
appear before your committee, they would like to be of record as voicing, in behalf 
of = “' members they represent, their reasons for feeling this tax should be 
canceled. 

1. Not one of them can recall having doubted the need for this tax when it was 
proposed, “for the duration,” or of having voiced an objection when it was 
granted, “for the duration.” 

2. They are unanimous in opinion now, that “the duration” legally came to an 
end about 9 years ago, shortly after the end of World War II, certainly at the 
close of the Korean conflict. 

3. That in imposing, and collecting, this tax over these years has unnecessarily, 
and unjustly, forced an added financial burden on industry and business in an 
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area that is already paying heavy transportation penalties because of its 
geographic location. 

4, Elimination of this Federal tax would, in the opinion of this chamber of 
commerce, create savings in freight charges that would permit and encourage 
shippers and receivers to materially increase tonnage of their commodities. And 
certainly in passenger traffic the savings would create desires for many extra 
trips beyond those made now of necessity. 

We hope you will find it possible to include this brief statement of our opinions 
in your considerations at the committee hearings. 


It would, if within our ability, be our pleasure to serve you further in this 
matter. 


Sincerely, 
Hau Jackson, Manager. 


Satr LAKE City, UraH, November 27, 1956. 
Representative Aime Foranp, 


Chairman, Subcommittee of House Ways and Means 
Committee on Eacise Tacres, 
House Office Building, Washington, D. C.: 


Please be advised that the Salt Lake Chamber of Commerce has gone on record 
as favoring repeal of excise taxes on transportation of freight and passengers. 
Primary reason for this action is that said taxes are discriminatory because of 
long distances in this western area, thus, putting our producers at a competitive 
disadvantage with other areas. We would appreciate it if this statement of our 
position could be made a part of the record of your hearing. 


Epwarp M. NAvuGHTON, 
President, Salt Lake City Chamber of Commerce. 


BUFFALO CHAMBER OF COMMERCE, 
November 28, 1956. 
Mr. Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
House of Representatives, Washington, D.C. 
Dear Mr. Irwin: The Buffalo Chamber of Commerce wishes to be recorded 
in favor of the repeal of the tax on the transportation of persons and property. 
Our reasons are explained in the attached statement which we request be in- 


cluded in the record of current hearings on excise taxes by one of your sub- 
committees. 


Sincerely yours, 


CHARLES C. FICHTNER, 
Executive Vice President. 


STATEMENT OF BUFFALO CHAMBER OF COMMERCE SUPPORTING REPEAL OF 
TRANSPORTATION TAX 


The Buffalo Chamber of Commerce strongly urges that the 10 percent tax on 


passenger travel and the 3 percent tax on the for-hire transportation of freight 
be repealed for the following reasons: 


PASSENGER 


The tax on passenger travel which was imposed during World War II had a 
major purpose of discouraging the indiscriminate use of overburdened trans- 
portation facilities. While the purpose of the tax has long since ceased to 
exist, its effect has not, even though the tax was reduced in 1954 from 15 to 10 
percent. 

The tax is a deterrent to the use of for-hire passenger carriers of all kinds and 
discriminates against those carriers because it has no application to those who 
travel in their own private facilities. 

It is a contributing factor to the heavy passenger deficit of the railroads be- 


cause of its discouraging influence upon the potential use of railroad passenger 
services. 
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FREIGHT 


The discriminatory aspects of the tax on the transportation of freight are 
probably more pronounced than on the transportation of passengers. The for- 
hire carriers continue to lose more and more freight to the many business enter- 
prises which can avoid the tax by transporting their products in their own 
vehicles. 

Because the tax burden increases with the length of haul, the effect is to narrow 
geographical markets. 

Rising costs of labor and materials since the tax became effective have caused 
successive freight rate increases resulting in concurrent increases in the amount 
of the taxes collected. This is illustrated by the fact that for the first full fiscal 
year of the tax on the for-hire freight transportation ending July 1, 1944, the tax 
revenue was $215,488,000. For the fiscal year ending July 1, 1956, it was 
$450,579,000 or more than double that of the first year. 

Generally, the tax is pyramided because it is applied to the transportation 
charges on the initial movement of raw materials and on each subsequent move- 
ment until the finished product reaches the ultimate consumer. 

50th taxes, being arbitrarily imposed without any consideration of the ability 
to pay them, are contrary to sound tax economics. 

The for-hire carriers, in addition to the adverse impact that the tax puts upon 
them, have to bear the cost of collecting the tax and of keeping the necessary 
accounting records. 

Neither the freight nor the passenger tax can be classified with luxury items 
on which excise taxes are applied. They are strictly revenue taxes which were 
inspired by the emergencies of World War II and should be repealed. 


Tue CONNECTICUT CHAMBER OF COMMERCE, INC., 
Hartford 3, Conn., November 27, 1956. 
Mr. Leo H. Irwin, 
Clerk, Committee on Ways and Means, 
New House Office Building, Washington, D.C. 


Dear Mr. Irwin: It is the belief of the Connecticut Chamber of Commerce 
that the excise taxes imposed on amounts paid for the.transportation of prop- 
erty and persons make for unsound economic conditions in the transportation 
industry. 

These taxes were wartime exactions. The 3 percent excise tax on the trans- 
portation of property was designed to raise revenue and the 10 percent excise 
tax on the transportation of persons was for the principal purpose of discour- 
aging unnecessary civilian travel under the conditions of World War II. This 
tax on the transportation of persons continues to be an effective deterrent to 
passenger travel at a time when passenger operations are resulting in an annual 
deficit running into millions of dollars. Due to geographical location and short- 
age of domestic raw materials for manufacturing purposes, industry in the 
New England States is unduly burdened by the imposition of the property trans- 
portation tax. 

We respectfully request that this letter be incorporated in the subcommittee 
hearings and that the subcommittee give favorable consideration to repeal 
of these excise taxes which constitute a needless burden on both the patrons 
and the transportation industry. 

Sincerely yours, 
WiriiaM B. Carxy, 


Executive Vice President. 
WBC:G 


THE CHAMBER OF COMMERCE OF PITTSBURGH, 
Pittsburgh, Pa., November 21, 1956. 
Mr. Leo H. Irwin, 
Clerk, House Committee on Ways and Means, 
Washington, D. C. 

Dear Mr. Irwin: Enclosed are two copies of a statement supporting the re- 
peal of Federal excise taxes upon transportation of property and persons. 

This matter has been considered carefully by several committees within our 
chamber and states clearly the position of the Chamber of Commerce of Pitts- 
burgh relative to the transportation taxes. 
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It will be appreciated if the attached statement is entered in the record during 
the hearing of the House Committee on Ways and Means while considering the 
matter of Federal Excise Taxes. 

Sincerely, 
SHERMAN P. VOORHEES, 
Executive Director. 


THE CHAMBER OF COMMERCE OF PITTSBURGH, 
Pittsburgh, Pa., November 19, 1956. 
To: Executive Director, Chamber of Commerce of Pittsburgh 
Subject: Support of repeal of Federal excise taxes upon transportation of 
property and persons 


a. Background information 


The House Committee on Ways and Means convenes on November 26 for the 
purpose of hearing statements for legislation on taxation. Among the issues to 
be considered is the repeal of Federal excise taxes on transportation of prop- 
erty and persons. These taxes were originally imposed in 1941 and 1942 as emer- 
gency wartime measures. The purpose for which they were enacted has long 
since passed. 


b. Current comments 


The immediate repeal of the Federal excise taxes on freight and passenger 
transportation is required to remove any deterrent to commerce enhancing the 
national economy and preserve a national transportation system “adequate to 
meet the needs of commerce, the postal service and the national defense.” The 
primary arguments to achieve this goal are: 

1. To gain immediate relief for freight carriers through the development of 
increased freight tonnage. 

2. The emergency period caused by World War II has been over for more 
than 7 years. 

3. The freight tax is highly discriminatory against carriers and shippers. 

. The freight tax is a compound tax. 

5. The freight tax is a hidden tax. 

6. The freight tax creates unnecessary burden on carriers. 

. The freight tax on coal is discriminatory against one specific industry. 
. The passenger transportation tax is a tax without a purpose. 

These arguments are only a few reasons for removing the deterrent to the 

free flow of trade and commerce in the United States. 


c. See attached statement 


Statement of the Chamber of Commerce of Pittsburgh supporting the repeal 
of Federal excise taxes to be submitted to the House Committee on Ways and 
Means. 


d. Recommendation 


It is recommended that the Chamber of Commerce of Pittsburgh support the 
repeal of the Federal excise taxes on property and persons. 
Submitted by: 
WILLIAM F, CHASE, 
Chairman, Aeronautics Committee. 
JOHN E. F. ANDERSON, 
Chairman, Shippers Council. 
RicHArp M. Boyp, 
Vice Chairman, Freight Traffic Committee. 
Approved by: 
SHERMAN P. VOORHEES, 
Executive Director, Chamber of Commerce of Pittsburgh. 
NovEMBER 21, 1956. 


STATEMENT SUPPORTING REPEAL OF THE FEDERAL Excise TAxes Upon TRANSPORTA- 
TION OF PROPERTY AND PERSONS 


The Federal excise taxes on transportation were imposed in 1941 for passenger 
transportation and in 1942 for freight transportation. These taxes were war- 
time measures to obtain increased emergency revenue to discourage passenger 
transportation. 

The Federal excise taxes have long since served the purpose for which they 
were created. They have continued far too long to be part of the costs of trans- 
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portation and now appear to be more of a deterrent in the development of com- 
merece than a means for the Federal Government to obtain revenues. 

The Chamber of Commerce of Pittsburgh respectfully requests the House 
Committee on Ways and Means to give early consideration to the immediate 
repeal of those acts requiring excise taxes on transportation. It is the expressed 
belief of this chamber that the repeal of these taxes will bring about direct and 
immediate relief to lowering costs to the consumer, and will further serve to 
stimulate production and demand in expanding the base of the national economy 
leaving no hinderance to preserving a national transportation system “adequate 
to meet the needs of commerce, the postal service, and the national defense.” 


THE FREIGHT TAX 


The Federal tax on freight transportation is a fixed charge of 3 percent of the 
freight charges and applies only to transportation for hire. Coal is the only 
commodity excepted, and it is taxed at the rate of 4 cents per short ton (2,000 
pounds). 

To remove this deterrent to commerce and enhance the national economy, the 
immediate repeal of the Federal excise tax on freight transported is required 
for the following reasons : 


1. To gain immediate relief for freight carriers through the development of 
increased freight tonnage 


The general level of freight rates is now more than 80 percent greater than the 
level at the time the freight tax was enacted. Superimposed on this higher rate 
level is the added cost of the freight tax which automatically increased as the 
rate levels increased—resulting in a tax of oversized proportions to plague both 
shipper and carrier. Repeal of the freight tax will enable the freight carriers 
to develop additional tonnage by encouraging shippers to broaden their marketing 
areas through the use of more long-haul shipments and the use of public instead 
of private carriage. 


2. The emergency period caused by World War II has been over for more than 
7 years 

In 1917, Congress passed a similar tax for World War I emergency revenues. 
It is important to note that this tax was repealed within 4 years from its enact- 
ment and in less than 2 years after the emergency. Accordingly, the present 
freight tax is no longer required as an emergency measure. The continued use 
of the freight tax will seriously jeopardize and restrict the development of all 
air, motor, rail, and water freight transport systems to meet the needs of expand- 
ing trade and commerce so vital to our national economy and national defense. 


3. The freight taz is highly discriminatory— 


(a) Against the carriers in that business is diverted from public (for-hire) 
carriage to private carriage to avoid taxation and at the same time the regulated 
public carrier is taxed heavily while there is no tax imposed against the private 
carrier. 

(b) Against the shipper in that the small shipper must use public carriage and 
pay the freight tax—his operations do not permit expansion to use of his own 
trucks—while the larger shipper may use his own trucks and thus avoid the addi- 
tional transportation cost of the freight tax. 


4. The freight taw is a compounded taz, causing prices to spiral upward and creat- 
ing inflationary price conditions 

For example, the shipper of raw materials pays a transportation tax for the 
transportation of his goods to the manufacturer; the manufacturer pays a 
higher transportation tax on the finished and semifinished goods to the assembly 
plant, the wholesaler, the retailer, and finally the consumer, for as the goods 
become more complete in manufacture, assembled and packaged for final sale, the 
freight rate increases—thus the transportation tax increases too. In each 
instance the tax rate is 3 percent, but the total cost increases in each stage are 
substantially greater, resulting in tax upon taxes or compounded taxation which 
is passed on to the consumer in the form of higher prices. 


5. The freight tax is a hidden taz as it is included in the price of transport serv- 
ices rendered 


It is taxation by means other than direct taxation and as such differentiates 
from other excise taxes in this manner. 
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6. The freight taw creates an unnecessary burden on the carriers in the collection 
of the tawv 


This factor alone increases carrier operational costs substantially and is a 
cost which could readily relieve the increased costs of operation of each freight 
carrier. The continued existence will only enhance the need for rate increases. 


7. The freight tax on coal is discrimination against one specific industry 


As some fuel commodities shipped by tankers are not taxed, many consumers 
have changed from using coal because of the difference in overall unit costs. 
Accordingly, the freight tax on coal is not consistent with the national trans- 
portation policy and should be repealed. 


THE PASSENGER TAX 


The Federal tax on passenger transportation is levied upon the total trans- 
portation fare at the rate of 10 percent. The tax was established in 1941 at 
the rate of 5 percent; increased to 10 percent in 1942, and to 15 percent in 1944, 
In 1954 it was reduced to the level of 10 percent. Originally, the passenger trans- 
portation tax was a wartime emergency measure to relieve a heavily burdened 
transportation system from “all but necessary travel” and to obtain emergency 
revenues. 

1. The passenger transportation tag is no longer required 

It is a tax without a purpose. 

The transportation system has expanded tremendously during the postwar 
years and even greater expansion is planned for the future. The continuation 
of a tax of this type has no merit within the economy of the United States— 
it appears to be taxation without a purpose—a tax merely for the sake of taxing. 

The slight relief granted in 1956 with the establishment of tax zones for 
international travel does not improve the domestic travel situation. This relief 
is only the first move toward repeal of a tax no longer serving the need for its 
creation. 

There is no need for the Chamber of Commerce of Pittsburgh to go into detail 
on the expansion of the airline equipment programs, and the improvements in 
passenger facilities on both rail and bus. Materia] has been submitted in detail 
to the various regulatory bodies—the Interstate Commerce Commission, the 
Civil Aeronautics Board, and the Department of Commerce—concerning in- 
creased capacities of transport facilities. It suffices to say that private industry 
would never embark on the heavy programs for new equipment without the 
faith and foresight that the equipment will be utilized. 

The continued development of air, rail, and motor carriers in preserving an 
“adequate” system of transportation “to meet the needs of commerce, the postal 
service and the national defense” is essential to the United States, and any deter- 
rent to its growth exists without merit or cause. 


San Francisco CHAMBER OF COMMERCE, 
San Francisco, Calif., November 12, 1956. 
Hon. AIME J. ForANp, 
Chairman, Subcommittee on Excise Tares, Committee on Ways and Means, 
New House Office Building, Washington, D. C. 
(Attention clerk of the Committee on Ways and Means.) 


My Dear CHAIRMAN Foranp: The San Francisco Chamber of Commerce is 
shown of record many times since the close of World War II as being opposed 
to the continuance of the Federal excise tax on transportation of persons and 
property. It is our desire to restate our position before your Subcommittee on 
Excise Taxes. 

We, therefore, respectfully request that the attached statement of position of 
the San Francisco Chamber of Commerce, and the reasons therefor, be made a 
part of the record of the investigation currently being conducted by the Sub- 
committee on Excise Taxes of the House Committee on Ways and Means. 

Yours very truly, 
Crartes C. MIrter, 
Manager, Transportation Department. 
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STATEMENT OF PosITION OF THE SAN FRANCISCO CHAMBER OF COMMERCE ON REPEAL 
Or FEDERAL Excise TAx ON TRANSPORTATION 


The San Francisco Chamber of Commerce urges immediate repeal of the tax 
on the transportation of persons and property for the following reasons: 

(1) Federal taxes on transportation were imposed as a wartime emergency 
measure. The tax laws were amended to provide a tax on the transportation of 
persons and property for the purpose of creating additional revenue and to 
discourage nonmilitary use of passenger facilities. The tax on passenger trans- 
portation was first enacted in 1941 and amounted to 5 percent. It was increased 
in 1942 to 10 percent and increased again in 1944 to 15 percent. In 1954 the 
tax on transportation of persons was reduced to its present level of 10 percent. 
Tax on transportation of property of 3 percent was enacted in 1942 and has 
remained at 3 percent to the present day. 

(2) The tax on transportation of persons and property as it now exists is a 
flat percentage tax and as such is discriminatory to long-haul shippers and 
preferential to short-haul shippers. 

(3) There have been 12 separate and distinct freight-rate increases author- 
ized by the Interstate Commerce Commission since 1942. Therefore, Federal 
excise taxes on transportation have been automatically increased because of the 
very nature of the tax. In our opinion this is contrary to the apparent intent 
of Congress when said law was enacted in 1942. 

(4) Federal excise tax on transportation of property is a recurring tax. For 
example, transportation tax is imposed on the movement of the raw materials 
from the source to the manufacturer, again from the manufacturer to the dis- 
tributor, again from the distributor to the wholesaler, and again from the whole- 
saler to the retailer or user. To the best of our knowledge this is the only excise 
tax imposed by the Federal Government, which is a recurring tax. In all other 
instances the excise tax is assessed only once. 

(5) The tax on transportation is only imposed on transportation of persons 
and property by the public for hire carriers. No transportation tax is imposed 
on persons and property transported by private carriers. It is therefore dis- 
ciminatory and preferential as to the type of carrier used. This discourages the 
use of public transportation which is a vital arm of national defense and 
encourages the use of private transportation facilities. 

(6) The wartime emergency, which was the basis and reason for the creation 
of the transportation tax, no longer exists. Therefore the continuance of such 
tax program is no longer justified. 


EvurREKA CHAMBER OF COMMERCE, 
Eureka, 8. Dak., December 7, 1956. 


Hon. Aime J. Foranp, 
Chairman of Subcommittee on Excise Tages, 
Washington, D. C. 


DEAR CONGRESSMAN ForRAND: We the Eureka Chamber of Commerce would 
like to go on record against the present transportation taxes on freight and 
passenger travel, and for the repeal of these excise taxes, and all other dis- 
criminating excise taxes we have to pay in our everyday business, as small- 
business men of the Middle West. 

As we understand it, these taxes were wartime measures to discourage the 
unnecessary use of transportation during World War II. 

Transportation today, to the small-business man, is becoming a major problem. 
The freight tax is always passed on to the ultimate consumer, thus the tax 
operates to increase consumer costs and encourage inflation. So by this method 
in many cases helps small business (who cannot afford their own transportation 
systems, like the large and powerful shippers, but have to rely on public 
transportation to haul for them) to finally go broke and out of businesss. 

We therefore ask to please have this letter made a part of the record 
of the hearings of your subcommittee on excise taxes. 

Very truly yours, 
WERNER M. Straus, President. 
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PoromMac ELEctTRIC PowER Co., 
Washington, D. C., November 26, 1956. 
Hon. AIME J. ForaNp, 
Chairman, House Ways and Means, Subcommittee on Excise Tazes, 
House Office Building, Washington, D. C. 


DearR MR. CHAIRMAN: Potomac Electric Power Co., which generates and sells 
electric energy in the District of Columbia and in adjacent areas in Maryland 
and Virginia, respectfully requests that the record in the ensuing hearings 
before the Ways and Means Subcommittee on Excise Taxes show that it 
supports proposals to repeal the transportation tax of 4 cents per short ton 
of coal shipped. 

The substantial increases in the past year in the cost of coal to the company 
plus the 15 cents per net ton increase in freight rates in March and the 
imminence of a further substantial increase in the coal freight rates, make 
the continuation of the transportation tax on coal particularly onerous on 
electric utilities and its customers. 

As the subcommittee is probably aware, the electric utilities as an industry 
are the major users of all the coal produced in this country; using 140,500,000 
tons out of 423,300,000 tons produced in 1955, and an estimated 150 million 
tons out of the estimated 445 million tons to be produced in 1956. Our own 
company used 1,462,000 tons in 1955, and in the first 9 months of 1956 we 
used 1,146,000 tons. Since all of the coal we use is subject to the 4 cents 
transportation tax, you can understand how vital it is to us and our customers 
that this tax be repealed. 

Respectfully yours, 
G. Bisset, Senior Vice President. 


DELAWARE POWER & Lieut Co., 


Wilmington, Del., November 27, 1956. 
Mr. AIME J. FoRAND, 


Chairman, Subcommittee on Excise Taves, 
New House Office Building, Washington, D. C. 


DEAR CHAIRMAN ForAND: I am writing this letter to express to your com- 
mittee our interest in the elimination of the 3 percent interstate transportation 
tax. 

It seems to us that excise taxes should be limited to luxury items, whereas 
this tax increases the cost of basic necessities of life of the people. Since 
the enactment of this tax transportation rates have increased, thus further 
increasing the cost of this tax to the public. Since this tax was passed as an 
emergency wartime measure, we think it should now be repealed and I ask 
that this letter be made a part of the record of your proceedings. 

Very truly yours, 
H. H. PLANK. 


PENNSYLVANIA Power & LicutT Co., 
Allentown, Pa., December 6, 1956. 
Hon. AIME J. FoRAND, 
Chairman, Care of Leo H. Irwin, Clerk, 
Subcommittee on Excise Taxes, Committee on Ways and Means, 
New House Office Building, Washington, D. C. 


DEAR Mr. Foranp: Pennsylvania Power & Light Co. respectfully requests 
that the Subcommittee on Excise Taxes recommend the repeal of the Federal 
excise taxes on the transportation of persons and property and that this 
letter be made a part of the record of the hearings presently being conducted 
by the subcommittee. 

This company is a public utility providing electric service to some 670,000 
customers in a 10,000-square-mile territory in 29 counties of central eastern 
Pennsylvania. Substantially all of the coal and materials and supplies required 
in furnishing electric service are delivered by rail and truck common carriers. 
In addition extensive use is made of common carriers for the transportation of 
personnel. 

For these reasons this company has a vital interest in Federal excise taxes 
on the transportation of property and persons. If such taxes are not now 
justified, then we have the situation that an unfair burden is being imposed 
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on our customers because rates for electric service include the cost of such 
Federal excise taxes. 

We submit that the present excise taxes on transportation service are no 
longer justifiable and should be promptly eliminated. Such taxes were placed 
in effect during World War II primarily to restrict nonessential civilian use 
of transportation facilities. The concept of a tax deterrent to restrict use of 
common-carrier facilities is now contrary to the national interest. Clearly, 
national-defense considerations point to the need for railroads which are 
financially strong and have adequate capacity to meet emergency demands for 
transportation. 

Insofar as Federal tax policy for railroads is concerned what is needed today 
are tax incentives to modernize and expand facilities, not tax restraints de- 
signed to discourage use and weaken the public transportation system by 
encouraging private-carrier facilities. It is entirely evident that specialized 
private-carrier facilities will not have a comparable usefulness from the stand- 
point of the Nation’s transportation requirements. 

Further, the Federal excise taxes, designed as they were to discourage the 
nonessential use of public transportation, discriminate against users of public 
transportation facilities and in favor of users of private transportation facilities. 

The movement of coal by common carrier to this company’s steam electric- 
generating stations illustrates this discriminatory effect. Approximately 2,900,- 
000 tons of coal were delivered to this company’s generating stations by common 
carrier during the 12 months ended October 31, 1956. If this company had 
been so situated geographically as to be able to use private transportation 
facilities for the movement of this fuel, the saving during that period would 
have been approximately $116,000. A tax which discriminates solely on the 
basis of geographic location has no proper place in the Federal tax structure. 

In addition to the discriminatory aspect of these taxes, the 3-pereent tax 
on freight is inequitable because of its pyramiding effect. The imposition of 
a tax upon a tax is inequitable in its operation and inflationary in its effect. A 
manufactured article may include in the purchase price 3 or 4 Federal excise 
taxes on transportation. These could result from the transportation of the 
raw material, the transportation of component parts during the manufacturing 
process, and the transportation of the finished product. This company, ren- 
dering electric service to 670,000 customers, all of whom are adversely affected 
by this Federal excise-tax burden, submits that such inequitable tax pyramiding 
should not be continued. 

For the foregoing reasons, Pennsylvania Power & Light Co. requests that 
the Subcommittee on Excise Taxes recommend the repeal of Federal excise taxes 
on the transportation of persons and property. 

Very truly yours, 
Cuas. B. OaKkeEs, President. 


San Dreco, Cauir., September 25, 1956. 
Hon. Aime J. Foranp, : 
Chairman, House Subcommittee on Excise Tares, Washington, D. C. 


Dear Sir: We have been notified through the services of the press that a 
House Subcommittee on Exci8e Taxes will convene on November 26, 1956, under 
your direction. 

It is our desire to be placed on record in favor of the repeal of the 3-percent 
Federal transportation tax on all commodity shipping and repeal of the 10-per- 
cent transportation tax on passenger fares. 

The Alsynite Company of America is a corporation, formed under the laws of 
the State of California, and is principally engaged in the manufacture of 
laminated fiber glass and resin products. This company operates factories in 
Portsmouth, Ohio, and Paterson, N. J., and is also the exclusive sales representa- 
tive for the Alsynite Company of California with factory located in San Diego, 
Calif. The Alsynite Company of California is also engaged in the manufacture 
of the same products that are manufactured and sold by the Alsynite Company 
of America. 

During the 9 years after the organization of this company, and the introduc- 
tion of competition into the manufacture and distribution of similar commodities, 
the burden of remaining competitive, we believe, has been unfairly aggravated 
by continuation of the transportation tax, particularly on commodity shipping. 

The common carriers have shown the necessity of higher eastbound rates on 
most commodities as opposed to lower westbound rates on the same or similar 
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types of commodities by reason of the lower volume moving eastward out of the 
western United States as opposed to the much, much higher volume moving 
westward out of the eastern United States. With the application of the 3-pereent 
Federal transportation tax on commodity shipping, these discouraging differ- 
ences in rates are further broadened in what we definitely believe is an unfair 
manner. 

As an illustration of our contention, we have selected the commodity of “sheet 
or plate, NOI, flat or corrugated” as manufactured by this company. This item 
can be located opposite item No. 77750—A in the National Motor Freight Classi- 
fication No. 18 as amended in supplement No. 5. Rates are published by the 
Rocky Mountain Tariff Bureau in accordance with rules and regulations laid 
down by the Interstate Commerce Act and supplements thereto. 

During the month of February 1956 the Interstate Commerce Commission 
approved a general increase in all rates published by the Rocky Mountain Tariff 
Bureau by 6 percent. Before the authorized increase, a shipment of 5,000 
pounds of this commodity shipped from San Diego to New York and from New 
York, N. Y., to San Diego, Calif., was billed as foliows: 


From San Diego, Calif., to New York, N. Y.: 
5,000 pounds, at $6.78 per hundredweight 
Federal transportation tax, 3 percent 


From New York, N. Y., to San Diego, Calif. : 
5,000 pounds, at $5.50 per hundredweight 
Federal transportation tax, 3 percent 


Difference in transportation cost 
Difference in transportation tax 


After the increase, as approved by the Interstate Commerce Commission, was 
applied, a shipment of equal weight from both points reflected charges as 
follows: 


From San Diego, Calif., to New York, N. Y.: 
5,000 pounds, at $7.19 per hundredweight 
Federal transportation tax, 3 percent 


From New York, N. Y., to San Diego, Calif. : 
5,000 pounds, at $5.83 per hundredweight 
Federal transportation tax, 3 percent 


Difference in transportation cost_...._._._ 
Difference in transportation tax 


Any future increase in shipping costs on a flat percentage basis will only 
broaden the differences in shipping costs and transportation tax paid between 
east coast and west coast manufacturers. These small differences can ulti- 
mately mean the life or death of a business. These differences also encourage 
concentration of industry into advantageous areas of shipping which is not, 
according to evaluation of other committees, in the best interests of the people 
of the United States when viewed under the light of present-day world affairs, 
and the immense strides in the past few years by other nations in the art of 
offensive military preparations. 

It is our contention that repeal of all Federal transportation taxes would 
most certainly help the best interests of the people of the United States of 
America. 

Very truly yours, 
ALSYNITE COMPANY OF AMERICA, 
E. E. Smith, Trafic Department. 





EXCISE TAXES 973 


AMERICAN AUTOMOBILE ASSOCIATION, 


Washington, D. C., December 13, 1956. 
Hon. Arme J. Foranp, 


Chairman, Subcommittee on Eacise Tazres, 
Committee on Ways and Means. 
House of Representatives, Washington, D. C. 


DeAR Mr. Foranp: The American Automobile Association sincerely appre- 
ciates the opportunity to present its views on excise-tax policies, rates, and tech- 
nical and administrative problems to your subcommittee at this time. As an 
organization representing approximately 750 automobile clubs and branches 
throughout the country, and, through these clubs, over 5 million individual 
motorist members, our interest is identified with the consumers and purchasers 
of goods and services subject to the Federal excise taxes. We commend the 
work that you and your subcommittee began in the 84th Congress, with the 
objective of finding a basis for the elimination of certain technical and admin- 
istrative problems existing with regard to Federal excise taxes, and your present 
efforts to determine how the excise-tax policy of the Federal Government may 
be improved, 

In a memorandum attached hereto, your attention is invited to three matters 
with which the automobile clubs and motorists of this country are vitally con- 
cerned. We hope that by presenting them to you at this time these matters 
will be considered in connection with the present activities of your subcommittee 
and will receive recommendations which will make possible the enactment of 
legislation in accordance with the views that we have expressed. 

Sincerely yours, 
Russet EB. Srncer, 
Executive Vice President. 


STATEMENT OF THE AMERICAN AUTOMOBILE ASSOCIATION 


The American Automobile Association respectfully offers the following com- 
ments and recommendations regarding Federal excise-tax policy, rates, and 
administrative and technical problems: 


EXCISE TAX ON TRANSPORTATION OF PERSONS 


The present excise tax on transportation of persons was first imposed during 
World War II as a means of discouraging unnecessary civilian travel at a time 
when transportation facilities were sorely needed for national defense. The tax 
was originally 5 percent, subsequently increased to 10 percent, and later 15 per- 
cent. Following World War II, Congress removed this tax from most foreign 
travel but retained it with respect to travel in the United States and to the West 
Indies, Central America, Mexico, Canada, Hawaii, and Alaska. In 1954 the rate 
of this tax was reduced to 10 percent, and most recently the 84th Congress 
removed the tax from travel in all areas except the United States and certain 
narrow buffer strips in Mexico and Canada. 

Internal Revenue Service reports indicate that in the fiscal year 1956 this 
excise tax on travel yielded approximately $215 million in revenue. 

Viewed in terms of sound Federal excise-tax policy, the continuation of this 
tax cagmnot be justified. The national need to limit civilian travel in order to 
assure adequate facilities for defense requirements has passed. No Member of 
Congress in recent years has contended that travel restrictions in the United 
States are in the public interest, and, we submit, no Member of Congress could 
seriously make such a contention at the present time. A tax policy which allows 
such restrictive legislation to remain on the statute books today is a defiance of 
all logic and a disservice to the public interest. 

The effect of piecemeal curtailment of the areas of travel to which this tax 
applies has also worked against the interest of Americans who travel in the 
United States. By gradually excluding European, South American, and Carib- 
bean travel, the burden of the tax today is concentrated upon travel within the 
United States. 

The discriminatory character of this tax also appears in the fact that it is 
borne entirely by the traveler using common carriers for his transportation. 
While the AAA is an organization of automobile clubs and motorists, it recognizes 
that the automobile is only one of several elements in the total composition of 
the Nation’s private transportation system. We know that the American traveler, 
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at home or abroad, does not depend solely upon one form of transportation, but 
uses all. We believe that a tax which discriminates against one element of this 
total private transportation system weakens the entire system. 

The present studies of Federal excise-tax policy by the Ways and Means Com- 
mittee deserve high commendation. They are a recognition by Congress that a 
tax system which is not periodically reexamined and revised tends to become op- 
pressive. Taxes that outlive their justification are in the long run harmful to 
the Nation’s economy. 

The American Automobile Association respectfully recommends that the Fed- 
eral excise tax on travel be repealed. 


TAXATION OF AUTOMOBILES LOANED TO SCHOOLS FOR USE IN DRIVER EDUCATION 


In a letter dated October 10, 1955, addressed to Hon. Aime J. Forand, the 
American Automobile Association (hearings before subcommittee of House 
Ways and Means Committee, 84th Cong., Ist sess., on excise tax technical and 
administrative problems, p. 479) pointed out the inequity which now exists 
through the imposition of the 10-percent manufacturers’ excise tax on auto- 
mobiles which are loaned by automobile dealers to schools, without charge, for 
use in high school driver and safety-education courses. In its letter, the AAA 
recommended that automobiles furnished without charge to schools for driver 
and safety education courses be excepted from the excise tax. 

Driver and traffic education in our Nation’s high schools has proved to be one 
of the most effective positive steps toward highway safety ever devised. As 
carried on at present, it is a program made possible through the cooperation 
of the school system and the public. Few schools can afford to purchase the 
automobiles necessary for behind-the-wheel training of students. The vast ma- 
jority of vehicles used in driver education are, therefore, obtained on loan from 
local automobile dealers. Dealers who loan cars to high schools for this pur- 
pose perform a public service, without charge or cost to the school system. 
Yet, under the present law, the manufacturers’ excise tax on automobile is 
passed on to them as part of the cost of the vehicle as purchased from the manu- 
facturer. Whereas, in the normal course of business, the dealer can immediately 
recoup the added amount of the excise tax by adding it to the retail purchase 
price of the automobile, he cannot do so if he loans the vehicle to a school for 
the duration of a school year. Only after the loaned car is returned and resold 
as a used car can a part of the amount of the manufacturers’ excise tax be re- 
couped. Thus, the dealer is penalized financially be cause he chooses to per- 
form a service to the schools of his community and to the public as a whole. 

Recent evidence that schools are encountering difficulty in obtaining loans of 
automobiles for use in their driver-education courses, is a warning that this 
financial burden on the automobile dealers of the Nation may impair the con- 
tinued expansion of the driver and safety training of our young people in the 
high schools. 

The American Automobile Association now renews its earlier recommendation, 
because there are indications that the true nature of this problem has not been 
correctly understood. In the subcommittee’s hearings of October 1955, this 
matter was discussed in the questioning of representatives of the Treasury De- 
partment (hearings, p. 78-79). However, at that time, the Treasury Department 
expressed the view that allowance of the recommended exemption would create 
a competitive advantage in the subsequent sale of the loaned vehicles as used 
ears. Throughout the testimony, there were statements indicating that the 
Treasury Department representatives were not certain of the facts involved. 
For these reasons, the AAA now respectfully requests that the subcommittee 
reexamine this matter. 

In order that there may be no misunderstanding of the American Automobile 
Association’s recommendation in this matter, attention is invited to the resolu- 
tion adopted by the delegates to the 1956 annual meeting of the American Auio- 
mobile Association regarding this matter: 

“The American Automobile Association urges the Congress to exempt from the 
Federal excise tax on automobiles, those cars which are loaned exclusively for 
driver-education courses in secondary schools, provided, however, that upon 
later sale of such cars, the appropriate Federal excise tax will be collected.” 

The AAA urges the subcommittee to recommend legislation in accordance with 
the views set forth in its resolution. 
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APPLICATION OF THE EXCISE TAX ON TRANSPORTATION OF PROPERTY TO TOWING OF 
MOTOR VEHICLES AS PART OF EMERGENCY ROAD SERVICE 


Under the provisions of section 4271, Internal Revenue Code of 1954, a J- 
percent excise tax is imposed upon moneys paid for the transportation of prop- 
erty. The Internal Revenue Service has ruled that this excise tax applies to all 
instances of towing for hire where the person engaged in the towing does not 
ultimately perform the repairs necessary to restore the disabled vehicle to work- 
ing order. This ruling has been applied to persons engaged in towing for hire 
regardless of whether such persons are primarily engaged in the business of 
transportation of property for hire, or primarily in the business of operating 
automotive sales agencies, repair shops, or service stations. Essentially the 
position of the Internal Revenue Service appears to be that the excise tax on 
transportation of property applies whenever and to whatever extent towing of 
disabled motor vehicles occurs, regardless of whether the towing is incidental 
to another form of business or not (Internal Revenue Bulletin No. 52, Decem- 
ber 27, 1955, p. 30, Revenue Ruling 55-753). Under current rulings of the In- 
ternal Revenue Service, the 3-percent excise tax is held applicable to instances 
where towing service is rendered to members of automobile clubs as part of 
“emergency road service.” 

The American Automobile Association and its affiliated automobile clubs are 
organized as nonstock, nonprofit corporations, and are engaged in rendering 
service to their members and to automobile owners and drivers generally. In 
exchange for annual dues, each member of an automobile club becomes entitled 
to certain specified services and facilities. Among the services rendered to 
members is “emergency road service” to assist the member in the event his 
automobile becomes disabled on the road. This service is rendered by garages 
or service stations acting under contract with the automobile club, and it 
consists of whatever mechanical service is necessary to enable the member to 
resume his automobile journey. “Emergency road service” includes mechanical 
work; extricating service; delivery of gasoline, oil, batteries, and changing tires 
according to the particular need of the motorist at the time of his request for 
service. Where roadside repairs cannot be performed on a disabled vehicle, 
emergency road service includes towing to the contract garage or another nearby 
garage designated by the car owner. 

Payment to the emergency road service contract garage for performance of 
this service is made by the automobile club at a flat rate specified by contract 
between the club and the garage. This rate is the same, regardless of the type 
or amount of the service performed by the garage under the terms of its contract. 
For example, the District of Columbia division of the AAA, serving motorist- 
members of the AAA in the metropolitan Washington area, pays $1.40 per 
emergency-road-service call regardless of the type or amount of contract serv- 
ices performed by the garage on behalf of the motorists. Under the terms of 
the garage’s contract with the club, it is possible that a garage mechanic re- 
sponding to a service call would work for a period of up to 30 minutes at road- 
side trying unsuccessfully to repair a disabled car, after which he may discover 
it is necessary to tow the car to a garage for further repairs. If the towing in 
such case results in taking the disabled car for further repairs to a garage other 
than the one which responded to the service call, the Federal excise tax of 
3 percent is held to apply to the payment which the club makes to the garage. 
In the case of the District of Columbia division, cited above, this tax would be 
4 cents. 

It appears to the American Automobile Association that the application of 
the Federal excise tax on transportation of property to the towing of vehicles 
incidental to the rendering of emergency road service is without justification for 
the following reasons: 

1. Emergency road service is a “package” of many automotive repair services 
which are made available to motorists when and as they are needed by the 
motorist. At the time when service is requested by the motorist, neither he, nor 
the automobile club, nor the mechanic who responds to his call, knows what 
particular services may be required. There is thus no way to determine whether 
or not a service call is taxable under the present rulings of the Internal Revenue 
Service until after the ultimate repairs are performed on the disabled vehicle. 
This may be several days after the towing occurred. 

2. Further, even in cases where it is ultimately determined that the tax 
should apply under present IRS rulings, the determination of the amount of the 
transaction subject to the tax is made uncertain because the towing is merely 
incidental to other nontaxable services rendered in connection with the emer- 
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gency-road-service call. There is no practical way to prorate the automobile 
club’s flat-fee payment to the garage or service station among the various services 
performed, and thus there is no way to accurately compute the basis on which 
the tax should be paid. Current practice, of basing the tax on the entire amount 
paid by the automobile club to the garage for an emergency-road-service call, 
actualiy results in overpayment of the tax. 

3. Automobile clubs act as service organizations for their members when 
they provide emergency road service. The automobile clubs do not own the 
vehicles that are towed. They contract with garages for a package of services, 
in which towing is merely a minor and incidental item. They cannot determine 
nor are they concerned with determining, to what extent their members utilize 
towing as a part of this general service until reports of service calls are analyzed 
subsequently in detail. 

4. The revenue yield from taxation of towing as a part of emergency road sery- 
ice is relatively insignificant, and, upon examination, may even be less than 
the additional costs of bookkeeping and records analysis which the tax forces 
upon the public. For example, in a typical winter month (February 1956) one 
typical AAA automobile club in one of the Nation’s major cities reported that 
out of more than 6,000 emergency road service calls, the total amount paid for 
taxable towing transactions under current IRS rulings was $1.07. In the face of 
such figures, Congress may well consider whether the application of the excise 
tax on transportation of property in this manner is in accordance with desirable 
tax policy. 

The foregoing considerations have been pointed out to the Internal Revenue 
Service in a formal request for a ruling on the applicability of the excise tax 
to towing conducted as a part of emergency road service. In a formal ruling, 
reference T:R ExT CTD, dated November 9, 1956, the Director of the Tax 
Rulings Division of the Internal Revenue Service has stated that the present 
wording of section 4271 of the Internal Revenue Code of 1954 leaves the Service 
no alternative but to apply the tax in accordance with its present rulings. 

Faced with the foregoing administrative determination that the tax must be 
applied to towing of vehicles even when carried on as an incidental part of 
emergency road service, the American Automobile Association respectfully in- 
vites the attention of the subcommittee to the matters set forth herein, and urges 
that the subcommittee recommend legislation to provide suitable exemptions for 
towing services performed by persons primarily engaged in the operation of 
automobile sales agencies, repair shops, and service stations. 


AMERICAN CANCER Socrerty, INc. 
New York, N. Y., November 30, 1956. 
Hon. AIME J. FORAND, 
Chairman, Subcommittee on Bacise Tazes, 
Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


My DEAR CONGRESSMAN FORAND: Because of pressure of business, which will 
take me away from the office all of next week and make it impossible for me 
to appear before you in Washington, I am taking this means of bringing to your 
attention a problem affecting the work of the American Cancer Society. 

During the course of our fiscal year just ended, the society expended approxi- 
mately $125,000 in transportation charges in the course of its operations. In 
addition, board members who are not compensated for their services incurred 
approximately $30,000 in reimbursable transportation for purposes of the society. 
The present Federal tax of 10 percent on this amount approximates $16,000. 

The society is a tax-exempt voluntary health agency operating in every State 
in the Union and in virtually each one of the 3,000 counties. It is supported 
solely by contributions from the public, most of them small individual gifts. 

Cancer is the second cause of death in this country; it will affect 1 out of 4 
persons now living and 1 out of every 2 families. The problem is increasing in 
urgency because more and more people are living into the older ages where cancer 
can be expected to strike more frequently. We need every possible dime we can 
collect to support our program of medical research into the nature of this disease. 
to find its cause and cure; of the education of the public as to the necessity of 
early diagnosis and prompt and effective treatment; of the education of doctors 
and nurses on the latest diagnostic and treatment techniques; and finally, but 
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by no means least, of service of all sorts to the unfortunate persons who get this 
disease. 

Accordingly, these dollars which are now spent for excise tax on our necessary 
outlays for transportation could be much more usefully used in our nationwide 
program. Since they are taken in small amounts from millions of donors all 
over the country for the purpose of cancer control it is urged that we be exempted 
from the tax on transportation as we are on all other taxes. Then our donations 
would go for the purpose for which they are intended and would not be diverted 
indirectly into tax channels, 

We understand that travel by employees and directors of the American Red 
Cross is exempt from the transportation tax by an act of Congress. The Ameri- 
can Cancer Society is supported by public donations as is the American Red 
Cross, and our program is as much in the public interest. We urge that our 
organization should, in all fairness, be treated in the same way on this matter of 
transportation tax. 

Should you desire me to appear before your committee at a later date, I shall 
he pleased to do so. 

Yours very truly, 


MEFFORD R. RuNYoN, 


WASHINGTON, D. C., December 5, 1956. 
Hon. AIME J. FORAND, 


Chairman, Subcommittee on Excise Tazes, 
House Ways and Means Committee, 
Washington, D.C. 


Dear Sre: On behalf of the American Coke & Coal Chemicals Institute, I 
wish to urge you and your subcommittee to take positive action in eliminating 
the present regressive 4-cent tax on the transportation of bituminous coal. 

The American Coke & Coal Chemicals Institute is a nonprofit corporation, 
incorporated under the laws of Illinois, with its principal office in the city of 
Chicago, State of Illinois, and its business office at 711 Fourteenth Street NW., 
Washington, D.C. The members of the institute are engaged in producing, ship- 
ping, and distributing coke and coal chemicals throughout the United States and 
Canada, 

This institute represents upward of 90 percent of the merchant coke sold in 
the United States and Canada. Its members carbonize approximately 20 million 
tons of bituminous coking coal annually, and in so doing they consume approxi- 
mately 1.5 tons of coal for each ton of coke they produce. The delivered cost 
of this coal represents approximately 80 percent of the manufacturing cost of 
coke, and of these costs rail-freight charges on the inbound coal are approximately 
25 percent. The freight charges effective on inbound coal and outbound coke 
affect, of course, not only the raw material cost but also the costs of distribution 
with the resultant detrimental effects on the consumers of the products of the 
coke oven. There products, aside from coke, include coal chemicals such as 
benzene, toluene, xylene, tar, ammonia, and manufactured gas. 

First, I wish to take the liberty to heartily endorsing the statement presented 
to your committee by the National Coal Association setting forth in detail its 
position in respect to the excise on the transportation of bituminous coal, as 
well as the views already presented to this committee by the National Con- 
ference for Repeal of Taxes on Transportation. 

All economists are in agreement that an excise tax on goods or services are 
regressive. An excise by its nature raises the costs of a commodity and thereby 
lowers consumption. Its only legitimate function is to restrict the production 
ind consumption of an article whose production and consumption are not to be 
eneouraged by the Government but, at best, only tolerated such as Inxuries or 
intoxicants. An excise on an article of commerce such as bituminous coal, on the 
other hand, can only be considered a relic of a time when the science of political 
economy was as yet unknown. 

But the regressive character of an excise tax on bituminous coal becomes 
doubly intolerable when its impact on the producer of coke is considered. Coke 
is made by the distillation of bituminous coal in an oven. To produce 1 ton of 
coke 11% tons of coal must be carbonized. The coke producer thus must 
pay the regressive excise tax on bituminous coal, not once but actually one and a 
half times. When one considers the further fact that the delivered cost of 
bituminous coal constitutes 80 percent of the production costs of a producer of 
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coke, one is certain to conclude that the present excise on the transportation of 
coal should be eliminated as soon as possible. Its continued presence in our 
tax structure is a standing challenge to a rational tax system. 
Respectfully submitted. 
AMERICAN COKE AND CoAL CHEMICALS INSTITUTE, 
By BernarD M. FirzGERALp, Counsel. 


STATEMENT OF THE AMERICAN PETROLEUM INSTITUTE WITH RESPECT TO SECTION 136 
or H. R, 12298 


The American Petroleum Institute welcomes this opportunity to record with 
your committee its views on the proposed amendment of section 4283 of the 
Internal Revenue Code of 1954. This amendment would be made by section 136 
of H. R. 12298, on pages 44 and 45 of the bill, under the heading: “Exemption 
from Tax on Transportation of Oil by Pipe Line.” 

We are in accord with the basic principle of this amendment. It would not 
change the law but would clarify it so as to avoid unnecessary litigation. It 
would not cost the Treasury Department a penny of tax money that is legally due. 

The Federal tax on transportation of oil by pipeline is contained in section 4281 
of the Internal Revenue Code of 1954. This section imposes a tax of 4% percent 
of the fair charge for the transportation of oil by pipeline, regardless of whether 
the movement is made by common carrier or by those who transport their own 
oil in their own lines. 

However, an exemption from the tax is provided by section 4283 of the In- 
ternal Revenue Code for any movement of oil through lines of pipe within the 
premises of a refinery, a bulk plant, a terminal or a gasoline plant, if such 
movement is not a continuation of taxable transportation. The code further 
provides that the crossing of rights-of-way, streets, highways, railroads, levees, 
or narrow bodies of water in connection with such movement shall not of itself 
constitute the movement taxable transportation. 

The committee may recall that a representative of the institute appeared before 
it slightly more than a year ago and testified on this matter. At that time we 
discussed the need for clarifying the law so as to avoid future litigation over 
what is meant by the term “within the premises of a refinery.” We pointed out 
to the committee that the Internal Revenue Service has attempted to assess the 
tax on pipeline movements of petroleum by refiners to and from their refineries, 
dock sites, terminals, and tank farms, where the properties on which the oil was 
refined and stored were not contiguous. 

As we further pointed out, the courts have not sustained the Internal Revenue 
Service in its efforts to collect the tax under these circumstances. Instead, the 
courts have determined that if such movements of oil were an integral part of the 
refining operations then, as such, they were not taxable. They were exempt 
movements. We refer the committee to Republic Oil Refining Co. v. Granger (198 
F. 2d 161 (1952) ) and U. S. v. Pan American Refining Corp. (219 F. 2d 684). 

The Subcommittee on Excise Tax Technical and Administrative Problems 
agreed that the law should be clarified to state incontestably the view of Congress 
in the original enactment. Accordingly, its report recommended that legislative 
action be taken to spell out the intent of Congress that the term “any movement 
through lines of pipe within the premises” should embrace the movements cot- 
stituting integral operations of a refinery, a bulk plant, a terminal, or a gasoline 
plant. We refer you to page 33 of the report to the House Committee on Ways 
and Means from the Subcommittee on Excise Tax Technical and Administrative 
Problems, dated April 20, 1956. 

This decision was sound and well-reasoned. It was a simple recognition by 
the subcommittee of the realities of refining operations and the need for positive 
legislative direction to make more explicit an exemption always intended by 
Congress. 

However, H. R. 12298, introduced by Representative Forand, goes a step 
beyond providing legislative clarification. It adds a new requirement. This 
bill contains provisions in section 136 which would not exempt from the pipeline 
tax movements in which the distance between the premises where the movement 
begins and the premises where the movement ends exceeds 25 miles. 

It is our belief that such a specific limitation on the distance covered by 
exempted pipeline movements is unnecessary, and that it is undesirable fro 
the standpoints of equity and practicality. Distance is in no way a factor il 
this situation, so long as it can be proved that the movement facilities are pat! 
of the manufacturing process. 
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We submit that the provisions of section 136 of H. R. 12298, apart from the 
25-mile limitation, are sufficient to insure that the exemption for oil moved by 
pipeline within the premises of a refinery will not be extended beyond the inten- 
tion of the original law. We believe that this clear statement of intent will 
insure that all movement entitled in principle to the exemption will be exempt, 
and that all movement which should be subject to taxation will be taxed. To 
superimpose a mileage limitation seems to us to be contrary to the principle 
of the provision and entirely unnecessary. 

Even though we disagree with the idea of the mileage limitation, we raise no 
strong objection to it if the committee feels that there is justification for adding 
this requirement to the law. 

Apart from the mileage limitation, we believe that section 136 of H. R. 12298 
provides a needed clarification, spelling out the exemption which Congress in- 
tended and which the courts have construed as being applicable to movements 
which are integral parts of manufacturing and refining operations. 

It may be that the subcommittee will wish to declare in its report that section 
136, as proposed, is a clarifying amendment, except for the part which injects 
a new proviso, namely, the 25-mile limitation. It might also be noted that 
enactment of this legislation will entail no real loss of revenue, since no tax was 
properly collectible by the Treasury on oil pipeline movements which fell within 
the scope of the court decisions cited in this statement. 

In conclusion, we wish to express appreciation for the chance to record these 
views, and also very real gratitude to the members of the committee for the 
time and energy they have devoted to this most laborious task of solving excise- 
tax problems. It is not the type of work that receives wide publicity or broad 
public acclaim, yet in the interests of efficient enforcement of the tax laws and 
in the interests of those who pay and collect these taxes it is a vital task that 
you are performing. Your steady devotion to this exacting and exhausting work 
merits the highest commendation. 


Borsre CHAMBER OF COMMERCE, 
Boise, Idaho, November 2, 1956. 
CLERK’s OFFICE, 
Subcommittee, Ways and Means Committee, 
House Office Building, Washington, D. C. 


GENTLEMEN : This organization representing a large segment of commerce and 
industry joins other Western States vigorously advocating the repeal of Federal 
transportation taxes on passengers and freight scheduled for hearings before the 
House Subcommittee on Excise Taxes on November 26 in Washington, D. C. 

We respectfully request that our statement of position on this important 
matter be officially recorded with the Ways and Means Subcommittee. 

The economic growth of the State of Idaho and other Western States is greatly 
affected by the discriminatory transportation taxes on the movement of freight 
and the movement of passengers. These 11 Western States suffer most from 
these burdensome taxes inflicted on our western economy. ‘The future of the 
entire West is dependent upon an equitable and competitive transportation 
structure with Eastern States. 

We, therefore, actively and vigorously advocate the repeal of the 3 percent 
Federal transportation tax on the movement of freight and the repeal of the 10 
percent Federal transportation tax on the movement of passengers. Our state- 
ment of position on this vital subject is as follows: 

(a) These Federal transportation taxes, due to their nature and application, 
directly tend to restrict trade areas and thereby cause interference with the 
free flow of trade and commerce which are a detriment to the western economy 
and the national economy. 

(b) The wartime emergency in which these Federal taxes on transportation 
were enacted has long since ended. It is evident that these taxes are no longer 
hecessary as a wartime emergency revenue; nor should the civilian movement 
of freight and passengers be discouraged when our transportation indusiries— 
the airlines, the railroads, the trucklines, the water carriers, the freight for- 
warders, and express companies—are engaged in a fight for their very existence. 
_ (¢) These Federal taxes were enacted as emergency revenue measures and 
in the case of the tax on passengers, an additional purpose was to discourage 
civilian travel at a time when public transportation was overburdened with war 
generated troops and supply movements. Records show that the first passenger 
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tax was enacted in 1941 and amended to 5 percent. In 1942, it was raised to 10 
percent ; and, in 1944, it was raised to 15 percent. In 1954, exactly 10 years later, 
it was reduced to its present level of 10 percent, which is now in effect. 

The freight transportation act was enacted in 1942 at a rate of 8 percent on 
all freight with the exception of coal. 

(d@) In the postwar period, it is interesting to note that passenger travel via 
for-hire carriers has dropped drastically. A 10 percent passenger tax now in ex- 
istence should be repealed immediatley to stimulate for-hire transportation of 
passengers and assist in reducing and/or eliminating present passenger opera- 
tions deficits. 

(e) The Federal transportation tax on the movement of goods is the only ex- 
cise tax which is a recurring tax on a commodity. For example, tax is paid for 
the transportation of raw products to the mills, from the mills to the jobber, 
from the jobber to the distributor, from the distributor to the retailer, and from 
the retailer to the consumer. It is obvious in this illustration that the consumer 
ultimately pays the excise tax on the finished product five times. 

(f) The burdensome tax discriminates against a long-haul shipper, especially 
against the shippers of Idaho and the 11 Western States. 

(g) The tax is a fixed percentage of the freight charge. Freight rates have 
been increased 12 times since 1946. Consequently, the tax per hundred pounds 
of production unit has increased substantially without any apparent increase 
in the tax law. 

(h) It is not ethical that the State of Idaho and other Western States pay a 
disproportionate share of needed Federal revenues in the form of unjust taxes 
such as those that have been collected on transportation for 14 years. The 
western distributors and retailers have a greater basic investment in commodi- 
ties, resulting from longer distances with higher transportation costs than 
those in many other areas. This is a concrete example, particularly in Idaho 
where distributors and commercial establishments pay a greater excise tax on 
identical products than do other areas. 

We respectfully request that every consideration be afforded the future eco- 
nomic growth of the 11 Western States by the repeal of the Federal transporta- 
tion taxes on freight and passengers. 

Respectfully submitted. 

Leon M. Horr, Jr., General Manager. 


STATEMENT OF L. V. BYRNES, ASSISTANT GRAND CHIEF ENGINEER AND NATIONAL 
L&#GISLATIVE REPRESENTATIVE, U. S. A., BROTHERHOOD OF LOCOMOTIVE EXNGINEERS 


As assistant grand chief engineer and national legislative representative of the 
Brotherhood of Locomotive Engineers, I appreciate the privilege of filing this 
statement on behalf of our organization. We favor the repeal of Federal excise 
taxes on for-hire transportation. 

The Brotherhood of Locomotive Engineers is a labor organization instituted 
in 1863, international in scope, and composed of approximately 75,000 locomotive 
engineers and other men in engine service throughout the United States and 
Canada. It is the representative under the Railway Labor Act of the craft or 
class of locomotive engineers on approximately 98 percent of the railroad mileage 
throughout the United States. From the ranks of those we represent is drawn 
the supply of highly skilled and experienced locomotive engineers, without whom 
the exacting service of operating rail traffic cannot be performed. 

The brotherhood is convinced from its long experience of the necessity of 
maintaining, protecting, and developing a sound and solvent system of railroad 
transportation to meet the needs of the commerce of the Nation and the national 
defense. 

To reach this objective, the brotherhood believes, it is necessary to adopt 2 
policy of encouraging a fuller utilization of the potentialities of rail service, of 
freeing it from unnecessary regulatory restraints, and unduly protected com- 
petition by other agencies of transportation. Among the problems confronting 
the railroads requiring solution in such an endeavor are those arising from 
discriminating Federal excise taxes on for-hire transportation which disadvat- 
tage the railroads and other common carriers in competing with private carriers. 

The committee has heard the testimony of Mr. Donald G. Ward and other 
witnesses—which I shall not duplicate—showing the underlying facts of the 
situation with which we are confronted. We know that a vast amount of ral 
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passenger and freight traffic has been diverted to private vehicles. This diver- 
sion, we believe, in a substantial measure is atrtibutable to the untenable com- 
petative position forced upon the railroads by virtue of the excise taxes on 
passenger and freight movements which we are here asking this committee to 
recommend be repealed. 

I want to bring to the attention of the committee some of the consequences 
of these losses in traffic which affect railroad labor in general and locomotive 
engineers in particular. In the last 10 years, 1946-55, the number of employees 
on class I railroads, as reported to the Interstate Commerce Commission, has 
fallen from 1,403,000 to 1,103,857. During this period the average number of 
locomotive engineers employed at mid-month has decreased from 56,482 to 
44,026. The personal consequences to locomotive engineers are that they are 
demoted to the rank of fireman or have lost their railroad employment entirely 
and have to seek less remunerative employment elsewhere in occupations for 
which they are not trained. More broadly, there is an economic waste to the 
Nation in the loss or dislocation of these highly skilled employees, lessening, as 
it does, the productivity of these men and decreasing their earning power and the 
income taxes they pay. 

But more important from the standpoint of the national welfare as a whole, 
is any weakening of the railroad industry as a bulwark of national defense. 
Gen. James A. Van Fleet, in his recent book, Rail Transport and the Winning of 
Wars, stated: 

“* * * The railroads of the United States are a great basic military asset. 
They are as much a part of the military strength of the Nation as our Army, 
Navy, Air Force, and Marines, because none of these great armed services could 
long operate without the logistical support which railroads provide. * * *” 

“In any future national-defense emergency, as in all past military efforts 
since railroads came into being, we shall without doubt have imperative need 
for the quantity and type of transport which only railroads can supply. There- 
fore, we have now and always will have vital need for strong, vigorous, progres- 
sive railroads, with reserves of traffic capacity and trained manpower upon which 
the Armed Forces can draw for their own combat and strategic require- 
ments. * * *” 

We know, and our military leaders know, the validity of General Van Fleet's 
statements. A few members of the public know. But, if our lawmakers realize 
the importance of keeping the railroads strong, they have paid little heed. 

Here our brotherhood has a special word of testimony. As a consequence of 
the decrease in the number of jobs available to railroad employees and the con- 
tinuing shrinkage of the share of traffic heretofore handled by the railroads, there 
has been a curtailment of the opportunity for promotion and advancement, under 
the seniority system, of those who hold such jobs today. This includes locomotive 
engineers who have spent upward of 20 years, and often longer, in education, 
training, and experience as a locomotive fireman before being able to hold a job as 
engineer. We supplement what others may say stressing the necessity of main- 
taining the physical facilities of the railroads at a level adequate to meet the 
needs of commerce and the national defense, by emphasizing that there must also 
be maintained a safe reservoir of employees with the requisite skill and ex- 
perience. It is of national concern that the profession of locomotive engineer 
and that of other railroad crafts be made secure and attractive so that qualified 
men will continue to be recruited in this industry. 

The Federal excise taxes on for-hire transportation were imposed at the outset 
of World War II for the purpose of deterring nonessential travel and shipment. 
They are still deterring passengers and shippers whose patronage is vital to the 
adequacy of the public transportation industry and the welfare of its employees. 
The repeal of these taxes should no longer be delayed. 


Class I railroads—number of employees 


(Middle-of-month count) 


All employees (including switching and terminal companies) : 


1, 267, 815 
1, 236, 825 
1, 373, 031 
1, 277, 219 1, 397, 407 


Source: ICC Report M-300’s (annual reports). 
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NOVEMBER 21, 1956. 
Re 3-percent transportation tax. 
Hon. Byron L. Rocers, 
United States House of Representatives, 
Washington, D.C. 


Dear Sir: It is our understanding that a subcommittee of the House Ways and 
Means Committee of Congress is to start a hearing November 26, 1956, regarding 
Federal excise taxes including transportation tax. 

The Capitol Packing Co., Denver, Colo., Fryer & Stillman, Inc., Denver, Colo., 
and the Pepper Packing Co., Denver, Colo., requested that I write to both you and 
Mr. Aime J. Forand with the purpose of asking you to state our position to the 
subcommittee hearing the Federal excise tax matters. 

We wish to go on record stating that the excise tax on transportation is dis- 
criminatory and is singularly directed against one industry. The tax was origi- 
nally brought into existence during the World War II period when Congress 
believed it necessary to discourage the shipment of goods other than for military 
purposes. The reason for said tax does not exist today, and, therefore, tax 
should be abolished. 

We would appreciate your introducing into the record of your committee 
hearing our position as being that of opposing the continuance of said transpor- 
tation tax. 

Sincerely yours, 

CaPiror PACKING Co. 
Fryer & STILLMAN, INC. 
PePprper PACKING Co. 

By Jouwn D. SAvVIERs. 


STATEMENT OF A. P. Davis, JR., ON BEHALF OF CARNATION Co., LoS ANGELES, CALIF. 


My name is A. P. Davis, Jr., and I reside at 25912 Matfield Drive, Torrance, 
Calif. I am employed as general traffic manager of Carnation Co. whose prin- 
cipal office is at 5045 Wilshire Boulevard, Los Angeles, Calif. I am authorized 
to file this statement on behalf of the company. 

Carnation Co. is a corporation engaged in manufacturing and processing food- 
stuffs, also animal and poultry feeds. Carnation Co. operates 54 condenseries, 
can factories, mills, and fresh-milk installations throughout the United States 
from and to which freight shipments are made daily by means of all types of 
common carriers. We also have personnel traveling to and from these instal- 
lations and other places utilizing the services of common carriers of passengers. 

Carnation Co. urges prompt repeal of the 3-percent excise tax on transporta- 
tion of property and the 10-percent excise tax on the transportation of persons. 

When passed by the Congress these tax measures had a dual purpose: (a) 
to raise revenue for supporting a wartime economy and (06) discourage other 
than military use of a common carrier tansportation facilities. 

The passage of time has changed these purposes. The President’s Advisory 
Committee on Transport Policy and Organization makes the following statement: 

“The public interest requires the maintenance of a sound and vigorous common 
carrier transportation service by all of the available means of transport, each 
operating within its respective capabilities and developing in accordance with 
the indicated demand for its services.” 

Few persons could have any quarrel with this objective, yet the Government 
which sponsors such a policy on the one hand maintains and uses its taxing 
power on the other hand in a manner which has the direct effect of discouraging 
the growth of common-carrier industry. The tax revenue cannot be had without 
the corollary inherent in this untenable policy. 

The tax on transportation of persons and property is classified as an excise 
fax. Among other excise taxes are taxes on cosmetics, jewelry, furs, leather 
goods, theater admissions, entertainment, such as night club bills and others. 
The committee should take particular note of the fact that there is a vast differ- 
ence between transportation services and these other items on which excise taxes 
are levied. No service is more essential to the growth and prosperity of this 
Nation than transportation. The other items are luxury items—those which are 
in no way comparable in essence or importance as transportation of property and 
persons. 

The imposition of a tax as a fixed percentage of the price of a service compels 
lung-haul transportation to pay by far a higher proportionate share than does 
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the shorter haul. This is particularly discriminatory against the shippers who 
must compete over long distances for distribution markets for their products. 

The pyramiding effect of this discriminatory tax is startling indeed! Most 
taxes are paid once. The transportation tax on a manufactured commodity is 
paid many times. An illustration of this can be had by looking at the situation 
as it affects a case of evaporated milk. The 3 percent tax begins on the freight 
charges paid on a carload of tinplate which goes to our can manufacturing 
plant where the milk can is made. Next the milk can moves from the can plant 
to the condensery and again a 3 percent transportation tax is collected. Labels 
for the product move from manufacturing point to the condensery and again a 
transportation tax is paid. Shipping cartons arriving at the condensery again 
carry 3 percent of the freight bill as transportation tax. Already we have paid 
a transportation tax four times and the milk is not yet out of the cow. When we 
finally ship our case of evaporated milk to the market we again pay a 3 percent 
transportation tax on the milk, on the carton, on the labels, and on the cans 
manufactured from the tinplate upon all of which a prior tax was paid. I 
want the committee to note the fact that we have paid transportation tax three 
times on the can which contains the milk—once a rate on tinplate, second at a 
rate on cans, and third at a rate on milk. That this constitutes a tax rate con- 
siderably in excess of 3 percent needs no further argument. 

There is another important feature of the pyramiding effect of this tax. Take 
a simple illustration—the tax on a freight rate of $1 per 100 pounds applicable 
in 1942, returned to the Government 3 cents for each dollar of transportation 
charges. Today this $1 freight rate when increased under the series of freight 
rate increases since 1942 is equal to $2.30 per 100 pounds which now nets the 
Government 6.9 cents for each corresponding unit of freight charges. The tax 
rate is over twice what it was in 1942. Where is there any justice for this? The 
tax on a 40,000-pound car at the $1 rate in 1942 netted $12 in transportation tax 
and today the same car collects for the Government $27.60 in Federal taxes! 
Why should consumers in our fair land continue to be burdened with such a tax 
increase which was never intended and not now needed to finance a worldwide 
war? 

Let the committee make no mistake as to who ultimately carries this tax 
burden. It is the consumer, since every item of taxation must find its way in 
the price charged for any given commodity. 

One word about the transportation tax on persons traveling. Who today can 
support this tax in view of the serious position of passenger travel by rail in 
this country? For years the railroads have been carrying passengers at a dis- 
couraging deficit and yet the Federal Government collects a 10 percent tax on 
passenger travel designed to discourage civilian use of passenger equipment 
during time of war. There have been instances in our own company when 
clerical employees in lower salary brackets have received sudden word of 
critical illness or death in their immediate family necessitating instant travel 
toa distant point. These people and millions like them cannot afford the sudden 
unforeseen expense of the fare alone, without the transportation tax. Air 
tourist fare, round trip between Los Angeles and Chicago is $152, transportation 
tax is $15.20. This $15.20 means a lot to a person in a time such as mentioned. 
Why tax schoolteachers and the students too, who travel during vacation for 
recreation and education? It is high time, in fact much too late, that Congress 
takes the tax collectors big paw out of the traveler’s pockets. “Kings ought to 
shear, not skin their sheep”—Herrick. 

We urge immediate repeal of these wholly unjustified transportation taxes. 


Epison Exectric INSTITUTE, 


Atlanta, Ga., December 3, 1956. 
Hon. Armes J. Foranp, 


Chairman, Subcommittee on Excise Tares, Committee on Ways and Means, 
Care of Leo H. Irwin, Clerk, New House Office Building, 
Washington, D. C. 
DearR Mr. Foranp: Enclosed herewith are three copies of a memorandum 


entitled “Some Reasons in Support of Elimination of the Federal Excise Tax 
on the Transportation of Coal.” 


This memorandum is submitted by the special tax policy committee of the 
Edison Electric Institute on behalf of the members of the institute. 
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It is the committee’s desire that this memorandum be considered by the Sub- 
committee on Excise Taxes and be made part of the record of the hearings 
presently being conducted by the subcommittee. 

Sincerely yours, 
Cc. B. McManus, 
Chairman, Special Tax Policy Committee. 


Some REASONS IN Support oF ELIMINATION OF THE F'epeRAL Excise TaX ON THE 
TRANSPORTATION OF COAL 


The excise tax on the transportation of coal was enacted in 1942 as part of a 
legislative program designed to discourage the use, for nonessential purposes, 
of the public transportation facilities of the Nation and to raise additional reve- 
nue to help finance the war. 

It is recognized that excise taxes have been an important source of revenue 
to the Federal Government throughout the Nation’s history but, no matter how 
urgent the need for funds, it is submitted that the Federal excise tax on coal 
should be abolished. Such tax is discriminatory in its application and infla- 
tionary in its operation and can contribute to the deterioration of public trans- 
portation facilities essential for national defense. 


DISCRIMINATION 


Those electric utilities which have available, within economical trauns- 
mission distance of their service territories, steam generating sites near coal 
mines or near adequate supplies of oil or gas, or along navigable waters which 
are accessible to oceangoing vessels, can avoid the Federal excise tax on the 
transportation of coal and, in many cases, on the transportation of other fuels, 

The transportation of gas is not taxable. In addition, those electric utilities 
having available steam generating sites near sources of coal and oil can avoid 
the excise tax on the transportation thereof through either of two methods. 
They can purchase fuel at a delivered price, which avoids payment of a tax on 
its transportation so long as the producer does not pay a carrier for transporta- 
tion and so long as an oil pipeline is not used, or they can take delivery of fuel 
through their own facilities, because delivery of fuels through use of facilities, 
other than oil pipelines, owned by consumers is not taxable. 

Those electric utilities have available steam-generating sites along navigable 
waters which are accessible to oceangoing vessels can burn oil without incurring 
the excise tax on its transportation because the transportation of oil from 
points outside the United States to points within the United States is likewise 
not taxable. 

Thus, whether or not the consumers of an electric utility located in this 
eountry can benefit from the tax-free delivery of fuel depends on geographic 
location. On the other hand, all overseas consumers of coal mined in the United 
States can benefit from tax-free delivery of coal because, under the law imposing 
a Federal excise tax on the transportation of coal, coal for export is not tamable. 


INFLATION 


When the Federal excise tax on the transportation of coal was initially 
enacted, some 14 years ago, a greater proportion of coal was used for space 
heating than is presently the case. Relatively larger quantities of coal are 
now being used directly for the production of goods and services. To the extent 

that prices for goods and services are based on the cost of such tax, the tax 
has an inflationary effect. 


DETERIORATING OF PUBLIC TRANSPORTATION FACILITIES 


Increasing rail-freight rates on coal have already caused some utilities, (1) 
to locate steam-generating facilities within pipeline or conveyor-belt distance 
of coal mines, and (2) to turn from coal delivered by rail to competitive fuels 
such as oil and gas. 

Each of these steps results in the diversion of coal traffic from the railroads. 
Such diversion is being accelerated by the Federal excise tax on the transport 
tion of coal, because, as has been pointed out, location of steam-generating 
facilities near coal mines and the substitute of oil and gas as a fuel offer the 
best avenues for avoiding the Federal excise tax on the transportation of coal 
and the tax on the transportation of other fuels. 
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The delivery of coal to the Nation’s electric utilities (presently, as a group, 
the Nation’s largest coal users), contributes materially to the total traffic load 
of many railroads. Loss of revenue from this source due to diversion of this 
traffic could adversely affect the ability of the railroads to provide adequate 
facilities needed to move men and equipment in time of a national emergency. 

For the foregoing reasons, it is respectfully submitted that the Federal excise 
tax on the transportation of coal should be abolished. 


STATEMENT REGARDING TRANSPORTATION Excise TAXES BY JAMES G. LYNE, 
CHAIRMAN, FEDERATION FOR RAILWAY PROGRESS 


My name is James G. Lyne. I address your honorable committee in my 
capacity as chairman of the Federation for Railway Progress. By occupation, 
I am editor of Railway Age, a railroad industry magazine, and president of the 
Simmons-Boardman Publishing Corp., of 30 Church Street, New York City. 
By education, I am a transportation economist and hold the academic degree of 
doctor of philosophy in that field. 

Our federation is an association of some 23,000 individual and corporate 
members, representing a wide cross section of persons and firms who are interested 
in the continued efficient service of the railroad industry to the Nation. Our 
members include shippers and receivers of freight, manufacturers, investors, 
travelers—besides several thousands of individual railroad employees and 
officers. Our membership does not include railroad corporations, but does include 
railroad personnel. 

We do not seek special favors for the railroad industry. The constitution of 
our federation limits our advocacy to those measures which will safeguard 
the inherent advantages—not only of the railroads, but of other forms of 
transport as well. 

I do not want to waste the committee’s time by testimony which would largely 
duplicate that of your other witness. I shall limit myself, therefore, to 2 
or 3 aspects of the situation which seem to me as properly of greatest public 
concern. 

There is going on in this country a great shift in transportation from common 
carriers—which serve everybody—to so-called private transportation, which 
means that the person who wants to go somewhere drives there in his own car— 
instead of taking a train or a bus or an airplane. It is the same in the movement 
of freight—more and more concerns which have freight to move are hauling the 
freight in their own trucks or barges. 

Some of this shift of transportation from the common carrier to the private 
carrier is probably justified economically—but the excise tax on transportation 
is giving this shift of traffic a great deal of artificial encouragement. If this 
trend away from the common carriers continues, the ability of these carriers to 
serve the Nation will be seriously affected—and this trend cannot be stopped 
unless the Congress will cease levying a discriminatory tax burden on the use 
of common carriers. This discrimination, as your honorable committee is well 
aware, is 10 percent on charges for passenger transportation and 3 percent on 
freight—which percentages are high enough to provide all the incentive that is 
needed to induce thousands and thousands of passengers and millions of tons of 
freight to desert the common carriers in favor of the private carriers. 

When you make the going hard for the common carrier, it is the little fellow 
that you are penalizing. The big fellow among shippers of freight has the money 
and credit to buy all the trucks or barges he wants—to enable him to transport 
his freight in his own vehicles, and save himself the transportation excise tax. 
But the little fellow, who hasn’t either the money or the volume to enable him 
to buy his own trucks or barges, is absolutely dependent on the common carriers 
to move his products. And it is this little fellow that has to pay the 3-percent 
tax on his freight expense that the big company with its own vehicles and barges 
escapes, 

There aren’t many people left, apparently, who feel that they cannot afford 
to own an automobile—but there are a few. I was talking to one of them the 
other day and he said: “When I take my family up into the country for the 
weekend, I have to pay a 10-percent tax on my train or bus ticket. If I had the 
money to buy my own automobile, I would escape this tax. It looks to me like 
this transportation tax is a tax on poor people.’ I submit, gentlemen, that 
charging the fellow who rides a train or a bus a 10-percent tax while you have no 
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matching taxation on the big automobile with a chauffeur at the wheel is flagrant 
discrimination. Furthermore, it is wrong-way discrimination—since it operates 
against the fellow with least ability to pay. 

At the beginning of World War II the railroads of this country, plus the 
Pullman Co., had 29,600 passenger-carrying cars in service. When the war came 
on and we had gasoline rationing, the railroads—without any increase in the 
number of passenger-carrying cars—managed to carry about fivefold as many 
passengers 1 mile as they did before the war. But now the railroads and the 
Pullman Co. no longer have 29,600 passenger-carrying cars. At the end of 1955, 
they had 22,200 such cars—-a decline of 25 percent since 1941. It does not require 
much imagination to see what kind of fix this Nation is going to be in—in the 
event of another military emergency—if the railroads, the common carriers with 
the greatest possibilities of rapid expansion in service volume, are to be denied 
the peacetime traffic they need to enable them to afford to keep a large number 
of passenger cars in service. 

The railroads are losing hundreds of millions of dollars annually from their 
passenger service—a loss which is being made more serious all the time because 
of the persistence of a 10-percent tax on common-carrier transportation. 

I submit, gentlemen, that the transportation excise tax constitutes an unreason- 
able and unwarrented injustice to the common carriers of this country—and 
particularly to the railroads, which are the Nation’s only carriers which hold 
themselves out to haul anything or anybody, anywhere, on every day of the 
year. I further suggest that—in spite of the economic justification for a great 
deal of private transportation—nevertheless the common carriers are indis- 
pensable in peace or in war. If you want to preserve these carriers in full 
vigor (as the public interest requires), then all artificial and arbitrary restraints 
on their ability to compete equitably and economically with private carriers 
must be removed. 

To continue this discriminatory tax any longer—with no comparable tax being 
levied on private transportation—is to pile unequitable and antisocial burdens 
upon the little fellow, both as a traveler and as a shipper and receiver of 
freight. The tax also jeopardizes the reserve strength that these common 
varriers should be accumulating, if our Nation is to be safe militarily. For 
these carriers to be able to expand their services again in a further emergency, 
the way they were able to do during World War II, they must have something 
to expand with. The transportation excise tax is denying them the where 
withal so to equip themselves. 

I thank the committee for the opportunity they have given me to present this 
viewpoint of mine for their consideration. 


STATEMENT OF FRED W. Burrows, EXECUTIVE VICE PRESIDENT, INTERNATIONAL 
APPLE ASSOCIATION, INC. 


The International Apple Association, Inc., is a nonprofit service organiza- 
tion representing the fruit industry, with emphasis on apples and winter pears. 
Our 1,500 members produce and/or handle about 75 percent of the commercial 
apple and winter pear crops, in addition to a sizable tonnage of citrus, other 
deciduous fruits, and some vegetables. They represent every segment of our 
industry from producer through the retailer. 

We are primarily concerned with the excise taxes on (1) transportation and 
(2) communications. The repeal of these wartime emergency measures is of 
tremendous importance to each of our members and to all of the industry we 
represent, as well as to the hundreds of thousands of their employees who are 
engaged in the producing, harvesting, preparing for market, processing, trans- 
porting, handling, and selling of fruits and vegetables. 


3 PERCENT TRANSPORTATION TAX ON PROPERTY 


We are opposed to this tax for the following reasons: 

(a) One of the original purposes of this tax was to help meet revenue needs 
as a temporary wartime measure. Today, it is a tax on a necessity, as dis- 
tinguished from many wartime luxury taxes. We request your consideration 
as to its effect on not only our industry, but the Nation as well. 

(bo) The tax is discriminatory and creates inequities between producing areas. 
The tax is especially burdensome to distant shippers since it is imposed as a per- 
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centage of the freight charge resulting in payment of a higher tax and even 
still higher freight bill than those closer to market. With numerous freight 
rate increases since 1946 and since the increases have been made on a percent- 
age basis (fruits and vegetables have “enjoyed” holddowns to some extent), 
we find a pyramiding effect, and these shippers are in constant danger of being 
priced out of the market. 

(c) The tax is borne directly by the producer or shipper. Our commodities 
are perishable and are extremely sensitive to daily, even hourly, fluctuations 
of supply and demand. Only rarely is the producer able to pass this tax on 
through to the consumer. At auction sales, the tax and other charges are 
deducted from the proceeds of the sale before returns are made to the shipper 
or grower. 

The precarious and declining financial position of the farmer is well known, 
and Congress many times has expressed and shown concern over this matter. 
Elimination of this tax on agricultural commodities (fresh and processed) 
would be of direct benefit to the farmer. 

(d) This is a pyramiding tax, especially on the items a farmer must buy 
in order to produce and live. For example, a farmer buys a tractor and pays 
the 3 percent tax for transporting said vehicle from factory to distributor. 
However, he also pays many hidden 3 percents on previous transportation of 
raw materials and parts which were needed to make the tractor. 

(e) The tax is costly to the carriers to collect and administer, thus increasing 
the carriers’ overall costs... These costs are used as a basis for rates and 
increases in rates. 

PASSENGER TRANSPORTATION TAX 


This tax was imposed as a wartime emergency measure for two reasons, (1) 
to gain needed revenue and (2) to deter nonessential travel. Both of the rea- 
sons have been invalid for 10 years. 

Our industry is forced to do considerable traveling in the buying and selling 
of our commodities. This so-called war-emergency tax adds materially to the 
cost of our industry doing business. 

Furthermore, it is proven a burden upon the carriers to collect and adminster. 
It adds to their cost of doing business when each ticket must have its tax 
accounted for. These increased costs add to the carriers’ passenger deficit 
which, in turn, is reflected in higher freight rates. 


COMMUNICATIONS TAX 


We are opposed to this tax for the following reasons: 

(a) Communication by phone, wire, or teletype in our industry is not even 
a semiluxury—it is an absolute must. The market is so rapid and so fluctuating 
that other types of communication are not feasible. For example, in the sale 
of lettuce, if the mails were used, the time lapse could be sufficient that not 
only would the market be lost but also the value of the crop lost through de- 
terioration or overmaturity. 

As stated previously, fruits and vegetables are perishable and the market 
extremely sensitive. We must use the fastest type of communication available 
to meet our marketing needs. Thus, it can easily be seen that our industry in 
ordinary day-to-day business is penalized by this tax more than are most others. 

(b) As with the transportation tax, the grower bears the brunt of communi- 
cations tax. A considerable tonnage of all fruit is sold by cooperatives, and the 
trend is growing in order to meet the requirements of larger retail units. From 
the proceeds of the sale are deducted the costs of packing, grading, selling 
(including this tax), and transportation. The grower gets the remainder. Due 
to perishability and the great effect of supply and demand on fruit prices and 
sales, sales must usually be made immediately at the market price without con- 
sideration of selling costs or how much tax is involved. This is true of the co- 
operative, as well as the individual shipper. 

The buyer and/or broker must also use rapid communication, and the monthly 
phone and wire bills of many distributors are unbelievable. In the ease of cer- 
tain retail distributors, the tax may be included in their cost of doing business 
and thus be passed on to the consumer, but the wholesaler or commission mer- 
chant is usually not able to do the same. This tax adds considerably to the 
cost of doing business in the marketing of perishable agricultural commodities. 

(c) This tax also is discriminatory. The grower and/or shipper in distant 
markets naturally experiences higher unit costs for phone calls and wires. 
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Since this tax is based on a percentage of the communication charge, he pays a 
higher tax than those close to market. 


CONCLUSION 


We respectfully urge that Congress consider legislation that would exempt 
agricultural commodities from both the transportation tax and the communica- 
tion tax. We believe the benefits to agriculture and the country would far out- 
weigh any loss of revenue. Furthermore, the repeal of these taxes may well 
result in no loss of revenue due to higher income taxes being paid by the indus- 
try members through relief granted by the repeal of these taxes. 


STATEMENT OF BERNARD J. CAUGHLIN, GENERAL MANAGER OF THE LOS ANGELES 
HARBOR DEPARTMENT 


Mr. Chairman and members of the subcommittee, my name is Bernard J. 
Caughlin and I am and have been for 9 years general manager or assistant 
general manager of the harbor department of the city of Los Angeles, Calif. 

The charter of the city of Los Angeles creates the harbor department and a 
board of harbor commissioners to supervise, manage, and control the port of Los 
Angeles. The only funds available for the operation, maintenance, improvement, 
and expansion of the port are derived from revenues directly arising from the 
flow of commerce in and out of the port and from other port operations. 

The total investment of the city of Los Angeles in the port of Los Angeles is 
approximately $100 million, and future development plans call for the expendi- 
ture of additional millions of dollars, which must be derived from harbor 
revenues. 

In the last fiscal year (1955-56) a total of 3,256,136 net tons of general cargo 
moved through the port of Los Angeles in the following trades: 


Net tons 
Intercoastal 777, S67 
Coastwise 127, 074 
Hawaiian 440, 570 


Foreign 1, 910, 625 


3, 256, 136 


For the most part, this traffic has been burdened with the 3-percent Federal 
excise tax, which has had an unfavorable effect on cargo moving through the 
port of Los Angeles in the coastwise, intercoastal, foreign, and offshore trades, 

We urge that your honorable committee recommend the repeal of this wartime 
tax for the following reasons: 

1. Our domestic merchant marine is in a desperate struggle for its very exist- 
ence because of rising costs and fixed rates ; consequently, any saving to shippers 
using our domestic carriers will encourage the return to water transportation 
and therefore improve the position of the merchant marine. The vessels in 
domestic trades are the first vessels available to the United States Government 
in time of national emergency, and all aid possible should be given to encourage 
domestic trade. 

2. A large portion of our import and export traffic is handled in competition 
with Atlantic and gulf ports and is received and delivered to points where rail 
rates to and from the Pacific coast are higher than from competitive Atlantic 
and gulf port areas; therefore, the transportation tax, figured on a percentage 
of the freight charges, penalizes this traffic. For example, the mileage from 
Chicago, Ill., to Los Angeles Harbor is 2,230 miles, whereas the distance from 
Chicago to New Orleans is only 921 miles, and from Chicago to New York is only 
907 miles. Rail charges, therefore, on comparable commodities moving to and 
from the port of Los Angeles are considerably greater than charges from com- 
petitive Atlantic and gulf ports, and the addition of a percentage tax on such 
rail charges is discriminatory in its nature and application and tends to restrict 
the trade area serving the port of Los Angeles. 

3. The Federal transportation tax on the movement of goods is, I understand, 
the only excise tax which is a recurring tax on a commodity. For example, much 
of our traffic consists of raw materials on which the tax is paid for the trans- 
portation of the raw product to the manufacturer, a tax from the manufacturer 
to the jobber, a tax from the jobber to the distributor, a tax from the distributor 
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to the retailer, and a tax from the retailer to the consumer. Therefore, the 
consumer, although indirectly, pays this excise tax many times. 

4. This Federal transportation tax is a fixed percentage of the freight charges. 
‘Freight rates have been increased on 12 occasions since 1946; consequently, the 
amount of tax on a particular commodity has been automatically increased many 
times without any amendment or change of the percentage rate in the tax law. 
Because of the freight-rate increases, the tax on the 3,256,136 net tons handled 
through the port of Los Angeles has increased many, many times, without 
congressional intent that such tax should be automatically increased, thereby 
adding an additional burden on waterborne traffic. 

5. The tax is levied only on merchandise transported by for-hire carriers 
(common carriers) and is not levied on mechandise transported by private car- 
riers, which provides an incentive for shippers to engage in the private hauling 
of their own commodities, adding an additional handicap to our common-carrier 
industry. As the tonnage and revenues of common carriers decrease because of 
the freight being lost to private-contract carriers, the economic pressure for 
higher freight rates increases, which, in turn, automatically increases the tax. 

Your honorable committee is again respectfully urged to recommend the repeal 
of the unfair and unjust 3-percent transportation tax. 


STATEMENT OF LAWRENCE S. MARTIN, SECKETARY-MANAGER, NATIONAL ASSOCIATION 
oF FRozEN Foop PACKERS 


Mr. Chairman and members of the committee, the undersigned, Lawrence S. 
Martin, secretary-manager of the National Association of Frozen Food Packers, 
appreciates the opportunity to make this statement to your committee in behalf of 
the association in connection with your study of certain excise taxes on trans- 
portation. 

The National Association of Frozen Food Packers is a voluntary, nonprofit 
association organized for the purpose of promoting and protecting the interests 
of the frozen-food industry. Its membership represents substantially 80 percent 
of the frozen-food packers of the United States with headquarters office located 
in Washington, D. C. Its members’ packing plants are located throughout the 
United States and are engaged in processing, selling, and shipping frozen foods, 
with distribution nationwide. Frozen-food production has doubled in the past 5 
years and conservative projections indicates a 300 percent increase within the 
next 10 years. 

About 55 percent of the 4,750 million pounds current annual production of 
frozen foods moves by rail. Because of the highly perishable nature of frozen 
foods, they move in refrigerator cars and so incur charges for protective services 
as well as line-haul charges. 

The 3 percent tax on transportation of property is a heavy and unjust burden 
on the frozen-food industry. The tax is assessed on both charges for necessary 
protective services and on line-haul charges. In reality these taxes are taxes 
on food. 

This excise tax is both inequitable and discriminatory. It is inequitable be- 
cause a producer situated a great distance from a given market pays a larger 
tax on his total transportation charges and is thereby forced into a much higher 
cost position than the producer who is situated near that market—although the 
products of both may bring the same prices when they reach the market. It is 
discriminatory in relation to other excise taxes in that they are levied on pro- 
duction and distribution of food rather than luxury items. This tax must be 
repealed. 

The transportation excise tax was originally imposed as a wartime expedient, 
and justification for its continuance no longer exists. On the other hand, a 1- 
year series of a dozen rate increases raised freight rates to a level of more than 
70 percent of that of 1945—and two more increases are now pending. This has 
naturally greatly increased transportation taxes paid by shippers. These added 
costs are injurious to not only packers and consumers of frozen foods, but to 
farmers who raise the raw materials for this industry. The cumulative effect 
of this tax renders it even more harmful in that levies on frozen-food trans;orta- 
tion charges include taxes paid on transportation of not only basie raw mate- 
rials but on all materials and equipment used in growing, harvesting, and 
processing these commodities. 

These taxes result in further inequities and harmful effects upon the economy 
of the United States in that they are assessed upon transportation charges with- 
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out reference to current market value of the goods undergoing transportation. 
In other words, this added transportation cost must be incurred without regard 
to the price which may be obtained for a given commodity. In this situation the 
grower and packer receives less for his product while the consumer pays more’ 
for essential food. 

In view of the facts set out above, speaking in behalf of our industry and its 
trade association, I earnestly solicit the intercession of your great committee, in 
bringing about the abolition of this most burdensome, inequitable, and unwar- 
ranted tax. 


NATIONAL CRUSHED STONE ASSOCIATION, 
Washington, D. C., December 5, 1956. 


Re excise tax on transportation of property. 


Hon. AIME J. FoRAND, 
Chairman, Subcommittee on Excise Taxes of the Committee on Ways and 
Means, United States House of Representatives, Washington, D. C. 


DeAR Mr. CHAIRMAN: The National Crushed Stone Association, a national 
nonprofit organization representing commercial crushed-stone producers in all 
sections of the United States, respectfully submits this statement in opposition to 
continuation of the World War II excise tax on the transportation of the property. 

Crushed stone is an extremely heavy bulk commodity and because of its low 
value per ton, transportation costs normally represent a very high percentage 
of its delivered price. In fact, in the case of crushed stone, the cost of transporta- 
tion is often in excess of the price of the stone itself. The average value of 
crushed stone for concrete, road metal, and railroad ballast (three of its most 
important uses) was only $1.24 per ton* in 1953—the latest year for which 
Government figures are available. 

The reasons for our opposition to the transportation tax can be stated very 
briefly and simply as follows: 

1. The tax constitutes a discrimination between stone producers in that it 
places a greater tax burden upon a producer who happens to be located a 
greater distance from the point of delivery than his competitor. In fact, this 
discriminatory feature of the tax was recognized when the House included this 
section in the Revenue Act of 1942. At that time, the following colloquy occurred 
between the present chairman of the Ways and Means Committee and the then 
Representative Dworshak, of Idaho: 

“Mr. DworsHAK. Very little reference has been made to the proposed tax of 
5 percent on transportation of property. Does not the gentleman believe this is 
discriminatory insofar as areas far removed from the consuming centers are 
concerned? For instance, the great Northwest, where we ship our farm products 
to market, is that not discriminatory to such shippers? 

“Mr. Cooper. Of course something can be said on that point. It should be 
remembered, however, that we had a similar tax during the [First] World War. 
As I recall, the rate then was 2 percent on freight and express charges” (88 
Congressional Record, 6272). 

The temporary transportation tax referred to by Chairman Cooper was enacted 
during World War I as a part of an act one of the purposes of which was “to 
defray war expenses” (Public Law 50, 65th Cong.). It became effective on 
November 1, 1917 (Public Law 50, 65th Cong., sec. 500), and was repealed about 
4 years later (Public Law 98, 67th Cong.). The present transportation tax 
appears to have been enacted as an emergency measure during World War II 
(1942) ; however, it has continued in effect for 14 years. 

2. Another discriminatory feature of this tax as between competing stone 
producers is the fact that a producer who delivers his product in his own 
trucks, or other transportation equipment, or leases such equipment,’ does not 
pay any transportation tax, whereas those who ship by rail, or by other carriers 
engaged in transportation for hire, must pay the tax. 

3. The tax is not only inequitable as between producers but discriminates 
against the crushed-stone industry as a whole. Since this tax is based upon a 
percentage of transportation cost, rather than a percentage of the delivered price, 


1 Value at point of production—U. S. Bureau of Mines. 

2Provided the lessor is not engaged in the business of transportation for hire. It 
should also be noted that under certain circumstances shipments to the United States, 
re ey or instrumentalities, or to a State, or political subdivision thereof, are exempt 
rom ne tax. 
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it places a disproportionate tax burden upon the stone industry. This is mani- 
festly true because, as we have indicated, freight charges upon which the tax is 
computed happen to constitute an exceptionally high percentage of the delivered 
price of crushed stone, and, of course, it follows that crushed-stone producers 
pay a correspondingly higher percentage of delivered prices in transportation tax. 

4. The transportation tax is also basically unsound, in our view, because it is an 
arbitrary levy on the cost of doing business. As the cost of transportation 
increases, so does the tax. Whereas an increase in cost is generally a basis 
for a greater tax deduction, an increase in transportation cost is the basis for a 
tax increase. For example, the ICC recently authorized the Nation’s railroads 
to increase freight rates generally by 6 percent which means that those who 
pay rail freight not only incur this additional cost but find their transportation 
tax burden automatically increased accordingly. Furthermore, eastern and 
western railroads are now asking the ICC for an additional rate increase of 
15 percent. Southern railroads are requesting an increase of 7 percent. 

The committee’s attention is also invited to the fact that under Treasury regu- 
lations the base on which the transportation tax is computed is not only the 
amount paid for actual hauling but includes accessorial services furnished in 
connection with a transportation movement, such as loading, unloading, blocking 
and staking, elevation, transfer in transit, ventilation, refrigeration, icing, stor- 
age, demurrage, lighterage, trimming of cargo in vessels, wharfage, handling, 
feeding and watering livestock, and similar services and facilities. As the cost 
of such services increases so does the transportation tax. 

For these reasons, the National Crushed Stone Association respectfully sub- 
mits that the war emergency tax on the transportation of property should be 
repealed. We request that this statement be made a part of your hearings on 
this subject, and we are enclosing four copies thereof as suggested by the 
committee staff. 

Yours truly, 


J.R. Bory, Executive Director. 


NATIONAL MILK Propucers FEDERATION, 
Washington, D. C., December 13, 1956. 
Hon. AIME J. FoRAND, 
Chairman, Subcommittee on Excise Taxes, 
House Committee on Ways and Means, 
House Office Building, Washington, D. C. 

Dear Mr. Foranp: The National Milk Producers Federation earnestly urges 
you and your subcommittee to give the Nation’s dairy farmers and the producers 
of other agricultural commodities some relief from the present oppressive cost- 
price squeeze. The repeal of the tax on the transportation of property will 
materially help farmers to improve their economic position. 

We have no desire to burden you with all the arguments that can be made for 
the repeal of the tax. 

We submit our case to you entirely on the proposition that farm costs must 
be reduced, The elimination of the transportation tax is an important factor in 
achieving this objective. 

In support of our proposition, we make reference to the platforms adopted 
by the Democratic and Republic Parties. In both cases, sincere and honest men 
pledged to employ effective means to reduce farm costs and to work for an im- 
proved farm economy. We submit that the repeal of the tax on the transporta- 
tion of property will most effectively carry out this pledge to the American 
farmer. 

In order that you may have the benefit of some specific data on the impact 
of the transportation tax on our dairy farmers, we circularized our entire mem- 
bership with a questionnaire requesting current information on transportation 
costs. We believe this information will be more helpful to you than merely a 
statement of generalities. 

The National Milk Producers Federation is the oldest and largest national 
commodity organization in the United States. We speak for over one-half mil- 
lion dairy farmers, all of whom are members of dairy cooperatives throughout 
the Nation. Our members market about one-third of all milk moving in com- 
mercial channels. In view of our large and geographically widespread member- 


ship, we believe the data which we obtained reflects accurately the situation of 
all dairy farmers. 
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In this connection, it should be pointed out that one of the most important 
reasons why dairy farmers and the producers of other agricultural commodities 
become members of farmer cooperatives is for the purpose of reducing the costs 
over which they have some control. The transportation tax is a cost which only 
the Congress controls. 

The following data covering 1 year is obtained from the returns received to 
date from our member associations. 


(a) Transporting milk and cream from farms to milk plants: 

Total transportation charges $29, 037, 514. 56 
Average transportation charges per dairy cooperative 420, 833. 53 
Total transportation tax 871, 125. 44 
Average transportation tax per dairy cooperative 

Transporting milk and dairy products from milk plants to 

destination points: 

Total transportation charges 9, 539, 157. 16 
Average transportation charges per dairy cooperative______ 307, 714. 74 
Total transportation tax 286, 174. 71 
Average transportation tax per dairy cooperative 9, 231. 44 


The above information only covers the transportation costs of the farmer 
members of our dairy cooperatives who have responded to our questionnaire up 
to the present time. If data were available from all our member associations the 
total transportation costs would be more than double those listed above. Fur- 
thermore, the costs for all dairy farmers in the United States would be even 
higher. 

We want to emphasize that our data does not include the transportation tax 
cost on the tremendous volume of items of production purchased by our dairy 
farmers, such as feed, fertilizer, machinery, ete. 

On behalf of our dairy farmers we respectfully ask that favorable action be 
taken to remove the burdensome tax on the transportation of property. 

Will you kindly make this communication a part of the official record of the 
hearings on the issue of excise taxes. 

Sincerely, 
E. M. Norton, Secretary. 


New York, N. Y., December 6, 1956. 
Hon. LEE H. IRWIN, 
Clerk, Committee on Ways and Means, 
New House Office Building, Washington, D.C. 

Dear Str: National Office Furniture Association, Inc., a national association 
of manufacturers and dealers in office furniture and equipment, consisting of 
1,358 members in all sections of the country, desires to register with your com- 
mittee its views strongly urging repeal of the 3 percent Federal tax on freight 
transportation charges. 

As general counsel of the association I submit to the committee herewith on 
its behalf a brief setting forth the facts and reasons supporting our position and 
respectfully request that this brief be read to the committee, considered by it, and 
spread upon the record in full so that there may be no doubt where National 
Office Furniture Association, Inc., stands in this matter. 

Yours very truly, 
Howarp A. NEWMAN, 
Attorney at Law. 


3RIEF SUBMITTED ON BEHALF OF NATIONAL OFFICE FURNITURE ASSOCIATION, INC., 
Ureine REPEAL OF THE 3 PERCENT FEDERAL TRANSPORTATION TAX ON FREIGHT 
SHIPMENTS IN INTERSTATE COMMERCE 


THE TAX IS DISCRIMINATORY 


The tax of 3 percent on freight charges discriminates between shippers by 
railroad and other public carriers and shippers who ship by private or leased 
trucks since the tax is placed only on freight shipped by public carriers. 

The larger companies who can afford to ship in private trucks gain a distinct 
advantage over the smaller firms who must ship by public carrier in an industry 
that is a highly competitive one. The tax, therefore, puts a premium on bigness 
resulting in discrimination against the small-business man, discouragement of 
interstate shipments, and the tendency to localize distribution. 
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The tax discriminates against and places a greater proportionate burden on 
certain industries. An industry in which the units are small and the cost per 
unit is high has an advantage. A comparable amount of business dollarwise 
in the office furniture industry would involve large freight costs as the units 
manufactured and sold are large, heavy, and cumbersome. Freight costs and 
the 3-percent tax thereon are relatively negligible in an industry making small 
expense units, but in the office furniture business it looms large as freight costs 
are a significant part of the cost of doing business. 

The tax discriminates against certain sections of the country. New England 
is an area which is discriminated against by the application of this tax. Because 
of its geographical location the tax on freight transportation is a real burden 
as many of the materials used in the manufacture of both wood and steel office 
furniture are procured from distant shipping points, and the finished products 
are hauled long distances out of New England to reach the large consuming areas 
in the Midwest, South, and on the Pacific coast. This places that section of the 
country at a disadvantage. 


THE TAX IS ONEROUS, AN UNFAIR BURDEN ON THE OFFICE FURNITURE INDUSTRY, AND 
AN IMPETUS TO INFLATION 


In these days of spiraling costs, of necessity reflected in the price the consumer 
pays, railroads and transportation companies across the Nation are constantly 
seeking rises in freight rates. 

Every time a freight-rate increase is granted the amount of the tax is increased. 
This freight tax has the effect of increasing the cost of essential transportation 
service by the addition of the tax to the freight bill. 

In the office furniture industry the 3 percent transportation tax is included 
in every movement of the products; on the transportation of raw material to 
the factory or mill; from the factory or mill to the distributor, retailer, or con- 
sumer. This 3 percent is paid not once but several times before the finished 
product reaches the consumer. 

The tax thus contributes to the present pyramiding of prices at a time when 
the cost of living has reached an all-time high and gives an impetus to continuing 
inflation. 


For all the foregoing reasons National Office Furniture Association, Ine., 
strongly urges the repeal of the 3 percent Federal tax on freight charges. 


NATIONAL RETAIL FURNITURE ASSOCIATION, 
Washington, D. C., December 10, 1956. 
Mr. Leo H. Irwin, 
Clerk, Committe on Ways and Means, 
House of Representatives, Washington, D. C. 

Dear Mr. Irwin: In this letter we are submitting the views of the National 
Retail Furniture Association favoring repeal of the 3 percent Federal excise tax 
on transport of freight by common carrier. 

We respectfully request that this letter be made part of the record of the 
hearings of the House Ways and Means Subcommittee, of which Representative 
Aime J. Forand of Rhode Island is chairman, and which is taking testimony on 
the question of Federal excise taxes. 

The National Retail Furniture Association favors repeal of the 3 percent 
transportation tax at the earliest possible moment. 

Our position is based on the following considerations: 

1. The tax adds excessively to the cost of distribution—Transportation costs 
are a significant element in the distribution cost of furniture. Furniture retailers 
are constantly at work to lower the cost of distributing furniture to the consumer, 
as part of their contribution to an efficient and expanding economy. 

In keeping with this, they favor any measure which benefits consumers and 
the economy as a whole by making distribution more efficient. Conversely, they 
oppose measures which lessen the efficiency of distribution. 

Each time furniture is transported through the channels of distribution from 
manufacturer through the furniture retailer and on to the American homemaker, 
the transportation tax enters in as an element of cost. Because it is an element 
of cost, it has to carry its proportionate share of overhead, as a matter of sound 
business practice. 


85776—57—_—_64 
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The result is that homemakers can buy less furniture for their homemaking 
dollar, and there is correspondingly less employment in furniture retailing and 
manufacturing. 

2. The tax discriminates against contract delivery of furniture to consumers.— 
Furniture retailers who make deliveries with their own trucks are free of the 
tax. Furniture retailers who use contract delivery services have to pay the tax. 
The effect is a discrimination against furniture retailers who use contract deliy- 
ery systems. 

3. The tax discriminates against smaller furniture retailers receiving l. c. lI. 
shipments.—The smaller furniture retailer who receives shipments on a less-than- 
carload freight rate basis pays a higher tax for transportation on, for instance, 
a sofa, than the larger retailer receiving the identical sofa on the carload freight- 
rate basis. 

4. It ties up capital that furniture retailers could use in expanding their busi- 
ness.—One of the most pressing problems of furniture retailers is the difficulty 
of raising additional capital needed for their business to maintain their relative 
position in an expanding economy. 

These companies are often too small to raise capital in capital markets and yet 
often too large to raise capital from friends. Their only source is earnings which 
they can retain in the business. 

Because more than 85 percent of furniture is sold on installment payment 
terms, the furniture dealer has to devote a portion of his capital to financing the 
3 percent transportation tax until his customer completes the time payments. 
If the tax is repealed, this capital would be released for other use in his business. 

The retail furniture merchant’s need for added capital is also large because 
in furniture distribution he also performs the warehousing function. Conse- 
quently he is required to make an exceptionally heavy capital investment in 
inventory, as well as in merchandise display facilities. 

The tax bears disproportionately on smaller firms who qualify in terms of 
credit and reputation for new capital from the capital markets, but who in 
actual practice are denied access to these markets solely because they are small 
firms. 

To sum up, repeal of the 3 percent transportation tax would bring a much 
needed opportunity for growth on the part of furniture retailers by releasing 
capital for use in maintaining their relative position in our growing economy. 

Repeal would also remove the discriminatory effects of the tax on smaller firms 
and companies using contract delivery services. 

Removal of the tax would also give the American family more furniture for 
their homemaking dollar, to the benefit of the economy as a whole. 

We ask the earnest consideration of these facts by the members of the Ways 
and Means Committee when the question of repealing the 3 percent transportation 
tax is being debated. 

Respectfully submitted, 

Cras. J. Darcy, 
LupWIG BAUMANN & SPEARS, 
Chairman, NRFA Traffic Committee. 


NATIONAL Retratt LuMBEeR DEALERS ASSOCIATION, 
Washington, D.C., December 4, 1956. 
Hon. AImME J. ForRAND, 
Chairman, Facise Tax Subcommittee, 
House Ways and Means Committee, House of Representatives, 
Washington, D.C. 


Dear Mr. ForANp: Enclosed is an original and three copies of a statement 
of the National Retail Lumber Dealers Association in support of the repeal of 
the 3 percent tax on the transportation of property. 

It will be appreciated if the statement can be made a part of the record of 
hearings now being conducted by your subcommittee. 

Yours very truly, 
H. R. Norruvup, 
Executive Vice President. 


STATEMENT OF NATIONAL RETAIL LUMBER DEALERS ASSOCIATION 


Mr. Chairman and members of the subcommittee, my name is H. R. Northup 
and I am executive tice president of the National Retail Lumber Association 
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representing thousands of retail lumber and building material dealers of this 
country. 

The retail lumber and building materials dealer is the final step in the chain 
of distribution of lumber and building materials throughout the Nation. 

A great many of the products sold by the average retail lumberyard are heavy 
and bulky materials upon which freight charges represent an important part 
of the cost to the consumer. 

Many of the products shipped to the retail lumber dealer have been through 
several steps of processing, handling, and transportation before it reaches the 
retail dealer, thereby pyramiding the tax on transportation at each successive 
stage. 

The 3 percent on transportation of property is a fixed percentage tax on the 
gross freight charges. Such a tax burden falls more heavily on shippers more 
distant from the market for his product, thereby discriminating against such 
shipper and the product he produces. 

The Interstate Commerce Commission in its 62d annual report, has recognized 
that this tax discriminates against long-haul shippers in reaching common 
markets with short-haul shippers. 

Recently, the railroads have requested an increase in freight rates of 22 per- 
cent. If this increase is granted, the transportation tax will also increase, 
thereby aggravating an already burdensome situation. 

This tax was a wartime tax passed by the Congress under conditions which no 
longer exist. 

We respectfully urge the repeal of the tax on transportation of property. 

If, however, in its wisdom the Congress should determine that this tax cannot 
be repealed at this time, then we respectfully suggest that consideration be 
given to a reduction of the tax with a view of its eventual repeal. 


PorRTLAND, Orea., December 12, 1956. 
Mr. Leo H. Irwin, 
Clerk, Commiitee on Ways and Means, 
House of Representatives, Washington, D. C. 

DEAR Mr. Irwin: In accordance with your letter of December 1, 1956, there are 
enclosed three signed copies of a statement of Northwest Canners & Freezers 
Association to Subcommittee on Excise Taxes, Committee on Ways and Means, 
House of Representatives, Washington, D. C., requesting repeal of the excise 
taxes on transportation and communications. 

As was indicated in my letter of November 26 to the committee, we had hoped 
to testify personally before the committee on behalf of our membership in regard 
to this letter, but were precluded from doing so because of the conflicting dates 
of the hearings before the Interstate Commerce Commission on the railroad 
freight rate increase petition, Ea parte No. 206. In lieu of such direct testimony 
we are submitting the enclosed on behalf of our association. We understand 
that such statements will be received for inclusion in the record of the committee 
made in your hearing until December 14, 1956. 

We are separately addressing an individual copy of our statement to each 
member of the subcommittee so that each member may have a personal copy for 
his file. 

Sincerely yours, 
NORTHWEST CANNERS & FREEZERS ASSOCIATION, 
C. R. Tuttey, Executive Vice President. 


STATEMENT OF NORTHWEST CANNERS & FREEZERS ASSOCIATION REQUESTING 
REPEAL OF THE ExciIse TAXES ON TRANSPORTATION AND COMMUNICATIONS 


The Northwest Canners & Freezers Association is a nonprofit trade associa- 
tion of the canners and freezers of fruits and vegetables in the States of Oregon, 
Washington, and Idaho. Their combined production exceeds 90 percent of the 
total pack of these commodities in the 3 States, which in 1955 equaled about 
838,500 tons, shipping weight. 

This statement will be confined to a discussion of our position and request 
in regard to (1) the excise tax on transportation of property, and (2) the 
excise tax on communications. 
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EXCISE TAX ON TRANSPORTATION OF PROPERTY 


This tax was enacted as an emergency measure to raise increased revenue in 
wartime. It was imposed during a wartime economy period when normal 
peacetime competitive forces did not exert too important an influence on the 
marketing of processed fruits and vegetables. Since World War II, however, 
the marketing situation has vastly changed. 

Our members are located primarily in a production region and must market 
their products in civilian consumption channels in all of the important markets 
of the United States. Forty-five percent of the total production of canned and 
approximately 65 percent of the total production of frozen fruits and vegetables 
in the region were shipped in 1955 to the large eastern markets east of the 
Continental Divide. In reaching these markets, the cost of freight transporta- 
tion has become a very substantial factor in the total cost of production and 
marketing of our members’ products. 

In the marketing of its canned and frozen products the industry in the Pacific 
Northwest must compete in eastern and midwestern markets with similar 
products originating in areas much closer to those consuming markets, of which 
typical examples are shipments from Green Bay, Wis.; Rochelle, I1].; Traverse 
City, Mich.; Bradenton, Fla., and Nashville, Tenn., to the consuming markets 
of Chicago, New York City, Baltimore, Md., and Cleveland, Ohio. 

Since June 30, 1946, through a series of ex parte freight-rate cases, the rail- 
roads have been granted percentagewise increases in their freight rates and 
charges which have distorted and compounded the competitive disadvantages of 
the industry in the Pacific Northwest to a point where our ability to compete 
in these eastern markets has been considerably restricted and our shipments. 
seriously reduced. The transportation excise tax has further increased this 
disadvantage to a point where the combined effect has been to seriously 
threaten the production and distribution of these products of agriculture. For 
example, on June 30, 1946, the freight cost of shipment of a 60,000-pound carload 
of canned goods from Portland, Oreg., to New York City, a principal market, 
was $612 and the transportation tax was $18.36, or a total of $630.36. The 
freight cost on a like carload from Green Bay, Wis., to New York City was $306 
plus a transportation tax of $9.18 or a total of $315.18. Today the freight cost 
on such a shipment from Portland is $1,092 and the tax is $32.76, or a total of 
$1,124.76. From Green Bay the freight cost is $480 and the tax is $14.40 or a 
total of $494.40. During this period the differential in freight cost from the 
two competitive areas to New York City has doubled, and the differential in 
the excise tax on transportation has also doubled. In fact, the tax is an 
extremely discriminatory one, arbitrarily increasing the economic disadvantages 
of those shippers and industries which are already paying disproportionately 
high freight rates in the movement of their products to the available markets. 

In the event this tax is continued indefinitely into the future, the existing dis- 
crimination will be compounded as freight rates are increased. In a case now 
pending before the Interstate Commerce Commission, designated as Ez Parte 
No. 206, the railroads of the Nation are requesting authority to increase their 
freight rates and charges an additional 22 percent, with certain maximums, or 
holddowns on specified commodities. If these increases are allowed to prevail, 
the relative burden of taxation borne by western commodity shipments, partic- 
ularly the products of agriculture and forest products, will be unreasonably 
enlarged. 

There is a second undesirable feature of this tax which should be given very 
serious consideration. Usually, a tax on business tends to result in increased 
consumer prices and may therefore be regarded as an indirect consumer tax. 
This is not the case with the transportation tax on shipments of canned and 
frozen fruits and vegetables, although it is not easy to demonstrate this fact 
statistically. Between August 1, 1946, and August 1, 1955, the retail prices of 
canned fruits and vegetables rose 17.6 percent while during the same period— 
1946 to 1955—average weekly gross earnings of workers in manufacturing indus- 
tries increased 74.6 percent and other costs of production and marketing have 
increased in proportion. The increases in transportation costs, including the 
excise tax, have of competitive necessity been largely absorbed by the processing 
industry and by the growers who produce these processing crops, and have there- 
fore constituted a burden upon agriculture. The Congress has with propriety 
evidenced great concern over the worsening condition of farmers at the same 
time that the national income has been rising. The removal of the transportation 
tax on the products of agriculture, both in the raw and the processed form, 
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would provide for agriculture a measure of the relief it needs to assure a more 
equitable share of the national income. 


EXCISE TAX ON COMMUNICATIONS 


This tax is also in the nature of a discriminatory revenue measure, which does 
not fall equally or proportionately upon the business community or the popula- 
tion as a Whole. It may have originally been justified as a wartime revenue 
meastre, OF as & means to discourage excessive use of already overtaxed com- 
munication services. In a peacetime economy, however, there are industries, 
of which agriculture is an outstanding example, in which the system of market- 
ing on a nationwide scale requires the frequent and extensive use of the teletype, 
telephone, and telegraph services. These are not in the nature of luxuries but 
are an essential feature of the marketing process. Here, again, the tax becomes 
a discriminatory burden upon those industries, including the canning and frees 
ing industry, which are dependent on such services to a large degree. Here, also, 
the greatest burden, by far, is borne by those segments of the industry which are 
geographically located at the greatest distances from the principal markets. 


RECOMMENDATION 


In order that the discrimination and inequity inherent in the aforementioned 
excise taxes may be removed, and the unreasonable burden upon agriculture 
alleviated, we respectfully urge that your committee recommend to the House of 
Representatives the repeal of the present excise taxes on transportation of 
property and on communications. 


PortLAND, Orea., December 13 1956. 
Mr. Leo H. Irwin, 
Clerk of Committee on Ways and Means, 
House of Representatives, 
Washington, D.C. 

Dear Sir: Herewith are three copies of statement submitted on behalf of 
Northwest Cherry Briners Association, 302 North 29th Street, Corvallis, Oreg., 
relative to the proposed repeal of the excise taxes on transportation of property 
and on communications. 

This statement is for consideration by the Subcommittee on Excise Taxes of 
the Committee on Ways and Means. 

Very truly yours, 
Toozre, Kerr, HL, Dovanerry & To00ze, 
Rosert M. Kerr, 
Attorney at Law. 


STATEMENT OF NoRTHWEST CHERRY BrINERS ASSOCIATION REQUESTING REPEAL OF 
THE Excise TAXES ON TRANSPORTATION AND COMMUNICATIONS 


The Northwest. Cherry Briners Association is a nonprofit trade association 
of the commercial briners of cherries in the States of Oregon, Washington, Idaho, 
and Utah. The address of the association is 302 North 29th, Corvallis, Oreg. 
These briners pack more than 50 percent of the national pack of brined cherries. 
The normal annual pack, averaging approximately 250,000 barrels, has a sales 
value of approximately $20 million. 

Brined cherries are the basic raw materials for manufacture of maraschino 
and glace cherries. The manufacture of such finished cherries is largely east of 
the Mississippi River, and principally along the Atlantic seaboard. The size of 
the domestic maraschino and glace cherry industry is indicated by the fact that 
approximately 16 percent of the entire United States production of all cherries, 
both sweet and sour varieties, and 40 percent of the United States production of 
the Sweet varieties of cherries, are brined for the domestic maraschino and glace 
cherry trade. 

Ninety percent of the brined cherry production of the Northwest States of 
Oregon, Washington, Idaho, and Utah is shipped to markets east of the Missis- 
sippi River. Seventy-five percent of the Northwest production is marketed on 
the Atlantic seaboard. The Northwest cherries compete in the eastern markets 
with the large brined cherry packs of Michigan and New York. The eastern 
briners not only have the natural advantage of proximity to the large eastern 
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markets, but also are favored by substantially lower labor and other production 
costs. 

The cost of freight transportation of the Northwest brined cherries to the 
“astern markets is a very substantial element of the total cost of production and 
marketing of the Northwest product. The competitive disadvantage to the North- 
west industry becomes increasingly serious as the New York and Michigan pro- 
duction of sweet cherries, and pack of brined cherries, increases. 

The transportation cost to the markets also is responsible in large measure 
for vulnerability of the west coast industry to imports of Italian brined cherries 
and French glace cherries. The ocean freight on the foreign cherries to Atlantic 
coast ports is substantially less than the cost of transportation of the west coast 
cherries to the eastern markets. 

The transportation excise tax thus works to the direct and seriously sub- 
stantial competitive disadvantage of the industry in the Pacific Northwest and 
arbitrarily discriminates against the industry in this area. 

The excise tax on communications likewise is a discriminatory burden upon 
the industry on the west coast, which of necessity must rely heavily upon the 
various communications services in the marketing and delivery of its product. 

These burdens are borne directiy by the cherry growers. The largest com- 
mercial cherry briner in the Pacific Northwest is a cooperative association of 
cherry growers. All cherry growers, however, whether brining and marketing 
through cooperatives or independent agencies, are seriously affected by these 
excise taxes, both directly through the consequent reduction of sales returns or 
prices, and indirectly through loss of markets to the imported commodities and 
the competitive eastern cherries. Any loss of markets for the domestic brined 
cherries is of immediate and pressing concern to all cherry growers, regardless 
of whether their cherries are marketed in fresh form or brined, or other proc- 
essed form, because diversion to those other markets of any part of the sub- 
stantial volume of cherries now brined would quickly demoralize those markets. 

The west coast cherry industry, unlike the production of cherries in New York, 
is heavily concentrated and specialized. In some areas, such as in the Dalles 
area of Oregon, cherries are grown largely on land not suitable for economic 
production of any other commodity. In the large cherry-producing Willamette 
Valley in Oregon, the brining market constitutes by far the principal outlet 
for the cherries. 

The west coast cherry growers. as well as the commercial brining industry, 
are accordingly keenly interested in the issue of repeal of these excise taxes. 

We therefore respectfully urge that your subcommittee recommend the repeal 
of the present excise taxes on transportation of property and on communications. 


YAKIMA, WasH, November 19, 1956. 
Hon. A. J. Foranp, 
Chairman, Subcommittee on Excise Tares, 
House Ways and Means Committee, 
New House Office Building, Washington, D. C. 


Dear Mr. Foranp: The Northwest Horticultural Council is composed of the 
following organizations of fruit growers and shippers in Washington and Oregon : 
Washington State Apple Commission, Winter Pear Industry, Hood River Valley 
Traffic Association, Rogue River Valley Traffic Association, Wenatchee Valley 
Traffic Association, and Yakima Valley Traffic Association. 

The member traffic associations are composed of growers, marketers, and 
shippers of deciduous fruits in their respective areas. The council represents 
approximately 9,000 growers who produce practically 100 percent of all apples 
and in excess of 90 percent of all other deciduous fruits grown commercially in 
Oregon and Washington. Thousands of employees are engaged in orchard work, 
harvesting and preparing the fruit for shipment to market. 

This statement is limited to excise taxes on (1) transportation of property 
and (2) communications. 


TRANSPORTATION TAX ON PROPERTY 


This tax constitutes a discriminatory and unfair burden on our freight ship- 
ments which must move long distances to market. It was passed in 1942 during 
wartime, it being the thought of many persons that it was to be only a temporary 
wartime tax. It is a tax on a necessity as distinguished from many wartime 
luxury taxes. In order to market our fruits, they must be shipped long distances 
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to the principal consuming markets in southern California, the Midwest, and 
the east coast. With numerous, substantial increases in freight rates since 
146, the competitive position of our growers vis-a-vis growers closer to vonsum- 
ing markets has deteriorated. The extra burden of increased freight rates has 
been compounded by the transportation tax. Each box of apples or pears shipped 
to New York or other eastern cities is subjected to a tax of over 3 cents a box. 

The tax constitutes a direct burden upon the farmer or grower of the fruit. 
Where fruits and vegetables are sold at auction, the tax along with the trans- 
portation charges are deducted from the proceeds of the sale. Likewise, the 
grower actually bears the brunt of the tax on f. 0. b. sales even though, in the 
first instance. the tax is paid by the buyer. In this connection the movement 
of fruits and vegetables differs from that of many industrial commodities which 
are sold on an f. o. b. basis and the buyer pays the freight as a part of the 
purchase price. The market wholesaler of fruits and vegetables takes the cost 
of transportation, including the tax thereon, into consideration into deciding how 
much he is able and willing to pay to the producer. 

Congress has evinced great concern over the worsening financial condition of 
farmers. Although business generally has been good, the income of fariners 
has been consistently shrinking in recent years. Removal of the transportation 
tax on agricultural products would afford direct relief to the farmer and would 
help him to obtain a more equitable share of the national income. 

We urge that your committee consider an amendment which would exempt 
shipments of agricultural products, or perhaps of foods, from the 3 percent 
transportation tax on property. 


COMMUNICATIONS TAX 


The communications tax is considered by many to be in the nature of a luxury 
or semiluxury. While this may be true in many instances, communication by 
phone, wire, and teletype is an essential part of the fruit business. Sales are 
made by phone, wire, or teletype. Sales of perishables are so fast moving that 
slower methods of communication cannot be used. These methods of communi- 
cation are a necessity to the fruit and vegetable industry; thus the tax on com- 
munications falls much more heavily on the fruit and vegetable industry than 


it does on most others. 

Much of our fruit is sold through cooperatives or by independent packers 
who pool various growers’ fruit and return to the grower the net proceeds of 
the sales after deducting the costs of packing, selling, and transportation. Thus, 
again, the tax on communications comes directly out of the pocket of the grower. 
A survey by the Yakima Valley Traffic Association of 5 firms showed that they 
paid over $13,000 in communications tax in 1 year. 

To correct these inequities and to aid the farmer obtain a more equitable 
share of the national income, we urge that the Congress free the farmer from 
these taxes on transportation of property and on communications which bear 
so much more heavily on our growers than they do on other segments of the 
population. 

Respectfully yours, 
NorTHWEST HORTICULTURAL COUNCIL, 
ERNEST FALK, Manager. 


Biiurnes, Mont., 
November 27, 1956. 
Hon. AIME J. Foranp, 
Chairman, House Ways and Means Commitice, 
House of Representatives, Washington, D.C. 


Dear Str: The attached resolution was passed by unanimous vote at the 3l1st 
annual convention of the Dude Ranchers’ Association in Billings, Mont., Novem- 
ber 21, 1956. 

The wartime 10 percent excise tax on transportation, that now applies only 
to domestic travel, has incurred a hardship on members operating dude ranches 
in the Western States. A ranch survey made by this office in 1956 shows family 
groups make up a large share of the dude ranch guests and that 10 percent of 
their transportation fare amounts to a sizable amount to the traveler. This 
tax was passed to discourage travel during war conditions—it is still discourag- 
ing travel to the Western States. In order that the dude ranch industry can 
prosper and grow we are of the absolute opinion that the excise tax on trans- 
portation should be removed. 
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In 1956 over 56 percent of the dude ranch guests originated in States located 
east of the Mississippi and the continuance of the excise tax on rail, air, and bus 
transportation would certainly be detrimental to the increase of this business 
in the Western States. Particularly will it be unfair to western dude ranch 
operators that must now compete with foreign travel now excluded from the 
excise tax on transportation. 

It is the opinion of the citizens generally throughout this area that it is dis- 
criminatory and should have been repealed when the war was over. 

The Dude Ranchers’ Association representing members in 11 Western States 
sincerely appreciates your interest and attention to the attached resolution and 
we respectfully request this resolution be made a part of your committee hearing. 

Sincerely, 
THE DupE RANCHERS’ ASSOCIATION, 
By WALTER C. NYE, Executive Secretary. 
WON :vdb 
RESOLUTION 


Whereas at the present time and for several years past there has been in 
effect a Federal excise tax of 10 percent levied on the carrying of passengers 
by common carriers within the United States; and 

Whereas there is no such tax levied on foreign travel and that in view of 
such discrimination our domestic interests are adversely affected. Members of 
our association are keenly aware that such an unfair tax has resulted in increas- 
ing costs of trips to many citizens and has contributed to shorter vacations or 
has denied them such pleasures completely as well as working a hardship on 
common carriers affected; and 

Whereas the members of the Dude Ranchers’ Association, consisting of mem- 
bers from the several Western States, do earnestly go on record requesting 
that such Federal excise tax be repealed in an effort to encourage increased 
travel and enjoyment in the pleasures of the dude ranch country by many 
thousands of our fellow Americans throughout the Nation: Now, therefore, 
be it 

Resolved, That a copy of this resolution be forwarded immediately to Aime 
J. Forand, chairman, subcommittee, House Ways and Means Committee and 
which subcommittee is scheduled to commence hearings starting November 26, 
1956 on excise taxes; be it further 

Resolved, That our resolution aforementioned be incorporated as part of the 
record in the above stated hearings. 

PAUL E. CHRISTENSEN, 

National President, Dude Ranchers’ Association. 
Howarp T. KELsey, 

National Secretary, Dude Ranchers’ Association. 


Resolution unanimously adopted at Billings, Mont., by the members of the 
Dude Ranchers’ Association, November 21, 1956. 
WALTER C. NYE, 
Erecutive Secretary. 


THE CHARLES E. Hires Co., 
Philadelphia, Pa., November 20, 1956. 
COMMITTEE ON WAYS AND MEANS, 
New House Office Building, 
Washington, D. C. 

GENTLEMEN: It is our understanding that a subcommittee on excise taxes of 
the House Ways and Means Committee will hold hearings in Washington, D. C., 
beginning on November 26, 1956. We have also been advised that this hearing 
affords the opportunity to ask for repeal of the 3 percent tax on the transporta- 
tion of property and the 10 percent tax on passenger fares. 

All of us are well aware that these Federal taxes on transportation were 
enacted in 1942 as emergency revenue measures and in the case of the tax on 
passenger travel, the underlining purpose was to discourage civilian travel when 
public transportation was overburdened with war-generated troop and supply 
movements, 

The wartime emergency in which the taxes on transportation were enacted 
has long since ended. The war came to an end in 1945 and these taxes are still 
in effect; an elapsed period of some 11 years. These taxes are no longer neces- 
sary as a wartime emergency revenue expedient, nor should the civilian move- 
ment of freight and passengers be discouraged with such high taxes. 
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The Federal transportation tax on the movement of goods is the only excise 
tax which is a recurring tax on a commodity. For example, tax is paid for 
the transportation of the raw product to the mills, from the mills to the jobber, 
from the jobber to the distributor, from the distributor to the retailer, and from 
the retailer to the consumer. In this example, the ultimate consumer, although 
indirectly, pays the excise tax on the finished products five times. Other excise 
taxes are only paid once; either by the manufacturer and included as part of 
the cost, or by the consumer to the retailer. 

The Charles E. Hires Co., with home offices located at Philadelphia, Pa., and 
producing plants located in many principle cities in the United States, manu- 
factures and sells Hires root beer in the extract, flavoring syrup, and carbonation 
form. Our product which is a major part of the soft-drink industry is highly 
competitive from a sales point of view, and therefore, it is necessary that it be 
priced for volume shipment and very low profit. 

Freight rates have been increased a dozen times since 1946 and with each 
increase we have had to pay more excise tax, for the 3 percent is a fixed per- 
centage of the freight charges. We believe that there is a definite trend toward 
the use of private carriage due to the increase of freight rates and the increase 
of excise tax on every shipment of freight handled by a common carrier. 

The repeal of the 3 percent transportation tax would not only help us in the 
soft-drink industry but help the common carriers who are certainly the back- 
bone of the national transportation system. 

We trust that after a complete hearing and consideration of all letters sub- 
mitted, that the committee will recommend the complete repeal of the excise 
taxes on both passenger fares and freight charges. 

Very truly yours, 
THE CHARLES E. Hires Co., 
W. Harry SwaNk, Trafic Manager. 


Repwoop Empire Supervisors UNIr, 
San Francisco, Calif., December 4, 1956 


Re the repeal of 10 percent Federal transportation tax against persons. 


Hon. Are, J. FoRAnD, 
Chairman, and Members, Subcommittee on Excise Tazres of the House Com- 
mittee on Ways and Means, House of Representatives, Washington, D. C. 

GENTLEMEN: Since it is impossible for us to personally appear and testify 
during your subcommittee hearings—may we respectfully request opportunity to 
place our position in the record for your consideration. 

Since end of World War II, taxpayers and county governing bodies of Redwood 
Empire counties have consistently urged repeal of the personal transportation 
tax. 

As you know, certain segments of already overburdened taxpayer groups con- 
tinue to be forced to pay the onerous 10 percent Federal transportation tax 
against persons. 

This highly discriminatory tax continues to be imposed upon millions of 
Americans in lower income brackets who must travel to make a living, travel 
to attend funerals or sick relatives, etc. 

In equity, this police tax, imposed during World War II to stop the general 
public from traveling (to expedite movement of military and other personnel 
concerned with the war effort), should have been repealed at the end of World 
War Il—at the same time the Dominion Government of Canada repealed its 15 
percent transportation tax. 

As to revenue losses, result of repeal: more equitable taxing of the American 
people on a broader base: and/or substantially reduce governmental costs by 
eliminating unnecessary expenditures, as recommended by the Hoover Com- 
mission. 

Repeal of this unjustifiable tax is in the public interest and will benefit the 
Nation’s general economy. 

With greetings and regards, I am 

Sincerely yours, 
CLype Epmonpson, General Manager. 
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KENNETT SQuARE, Pa., November 24, 1956. 
Re excise tax on transportation. 


COMMITTEE ON WAYS AND MEANS, 
House of Representatives, 
Congress of the United States, Washington, D. C. 

GENTLEMEN : In lieu of a personal appearance before your subcommittee this 
organization wishes to be recorded as being in opposition to the continuation of 
the 3 percent transportation tax. Our organization is a farmers’ cooperative 
whose activities are confined to canning and selling the canned product of its 
members to the grocery trade in many States. 

High freight rates already limit distribution of shipments to several inland 
areas. The 3 percent tax further restricts sales in these areas. The discrimina- 
tion caused by these factors eliminates our organization from several potential 
markets. 

The excise tax on transportation further reduces farm income because of being 
pyramided at each point of distribution between the farm and ultimate consumer. 

Small businesses, whose problems are under governmental study in an effort to 
alleviate certain difficulties, are additionally discriminated against because of 
the excise tax, due to the fact that most of their business is confined to less- 
carload, hence must move at a much higher freight rate. 

Ve respectfully offer the above observations for committee consideration ask- 
ing that it be included in the record of the hearings and that our request for 
elimination of this tax be given proper consideration. 

Yours very truly, 
MUSHROOM COOPERATIVE CANNING Co., 
WALTER W. MAULE, Secretary. 


AMERICAN CrYSTAL Suear Co., 
Denver, Colo., November 14, 1956. 
Hon. AIME J. FoRAND, 
Chairman, Subcommittee on Excise Tares, Ways and Means Committee, 
House of Representatives, Washington, D. C. 


DEAR REPRESENTATIVE ForaNp: We understand that commencing November 26 
your committee will hear arguments for the repeal of the transportation taxes, 
both on passenger fares and freight charges. 

For several years repeal of these taxes have been advocated and in our opinion 
the arguments presented, fully justified relieving the shipping public of this 
terrific burden. 

We believe that the arguments for repeal of these taxes as summarized in 
Transportation Taxes, by John G. Shott, issued by the Public Affairs Institute, 
312 Pennsylvania Avenue SE., Washington, D. C., in 1954, hold equally as true 
today as they did then, therefore should be reviewed and reconsidered at this time. 

We subscribe to the position of the advocates of repeal, i. e., shipping public, 
carriers, and labor alike, as set out in this statement and in order not to clutter 
up the record it should suffice to say, we respectfully urge the repeal of the 
10-percent tax on passenger fares because it has long ago served its purpose. 
Surely there is no need now to provide measures of the kind that will continue 
to curtail all types of passenger travel. 

The 3-percent tax on freight charges is also unnecessarily burdensome and 
certainly is not now a reasonable source for Government revenue. With par- 
ticular respect to the increased burden it places on the shipping public please 
observe that freight rates have been increased approximately 100 percent since 
1946. Therefore freight charges of $500 in 1946 resulting in tax of $15 are now 
approximately $1,000 with a tax of $30. 

This type of taxation is a severe burden, especially on the beet-sugar industry 
which cannot pass it on to the consumer. 

This company owns and operates 10 factories for processing sugar beets in 
the manufacture of granulated sugar and byproducts—dried beet pulp and beet- 
sugar final molasses. These factories are located at Oxnard and Clarksburg, 
Calif.; Missoula, Mont.; Rocky Ford, Colo.; Grand Island, Nebr: Mason City, 
Iowa; Chaska, East Grand Forks, Moorhead (Bingham), and Crookston (Wilds), 
Minn; and in the operation thereof the transportation tax amounts to approxi- 
mately $175,000 per annum. 
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May we respectfully urge that this letter be incorporated in the record of the 
hearing before your committee and that in giving consideration to the repeal 
of transportation taxes, we be recorded as being definitely in favor of repeal. 

Respectfully, 
F. J. ResHan, 
General Trafic Manager. 


INTERCOASTAL LUMBER DISTRIBUTORS ASSOCIATION, 
New York, N. Y., November 23, 1956. 
Mr. Leo H. Irwin, 
Clerk, Ways and Means Committee, 
House Office Building, Washington, D. C. 


Sir: Intereoastal Lumber Distributors Association is an organization of dis- 
tributors, shippers, and receivers of lumber and lumber products. 

Its predominant interest is the sale and distribution of west coast lumber and 
lumber products, although its members do handle such commodities from other 
origins, such as Canada and the South. 

We are vitally interested in all elements of cost in the distribution of these 
products to industry and particularly the building trades. 

Unfortunately we are not able to have personal representation appear before 
your committee and therefore ask that this statement be received and incorpo- 
rated in the record of your hearings in respect to the transportation tax. We 
have not heretofore complained of the tax, but feel, in light of developments over 
a period of years, that the time has come for us to register our objections to its 
continuance. 

We desire to call the attention of your committee to the tremendous increase 
in this tax which has resulted from the increase in transportation charges since 
the imposition of the tax December 1, 1942. For instance: on that date the 
transcontinental rail rate on lumber from Pacific to Atlantic coast points was 
87 cents per 100 pounds. The tax at 3 percent on such rate figured 2.61 cents 
per hundred pounds. The intercoastal steamship water rate from Pacific coast 
ports to Atlantic coast ports on that date was $17 per 1,000 feet net board 
measure, which at 3 percent made the tax 51 cents per 1,000 board-feet. That 
rate today is $33 per 1,000 board-feet and the tax is, therefore, 99 cents per 
1,000 feet. 

You can readily see that we have sustained a tremendous increase in this 
tax, while generally, Federal excise taxes over the past several years have 
been reduced. For instance, the passenger transportation tax was reduced from 
15 te 10 percent, along with the reduction made in other taxes. What is more, 
both the railroads and the steamship companies are contemplating an increase 
in their charges of 7 percent immediately, with application pending before the 
Interstate Commerce Commission for an increase of 15 percent. In any event, 
we are headed for another increase in this tax unless your honorable committee 
makes appropriate recommendation acceptable to the Congress. 

We feel that our industry is being imposed upon because of the method of 
applying the tax and therefore urge your committee to recommend either that 
the tax be completely eliminated or that it be reduced so as to produce the 
amount originally intended to be raised as the contribution of this industry to 
the general needs of the Government. 

We thank yon for this opportunity of laying before your committee our problem 
and feelings with respect to the tax, and hope very much that the position of 
this association will be given consideration, with a recommendation for relief. 

Respectfully submitted. 

W. P. Novan, Chairman. 


Fort WAYNE CORRUGATED PAPER Co., 
Fort Wayne 1, Ind., November 20, 1956. 
Mr. Leo H. Irwin, 
Clerk, House Committee on Ways and Means, 
New House Office Building, Washington, D. C. 

Dear Mr. Irwin: I understand that there will be a hearing before the sub- 
committee on excise taxes beginning on November 26, regarding the repeal of 
aa 3-percent tax on transportation of property and 10-percent tax on passenger 
ares. 
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We very definitely feel that both of these taxes should be repealed, for the 
following reasons : 

(1) The Federal tax on transportation was enacted as an emergency revenue 
measure and in the case of the tax on passengers an additional purpose was to 
discourage civilian travel when public transportation was overburdened due 
to the war emergency. We feel that since this emergency has long since ended, 
these taxes are no longer necessary and the movement of freight and passengers 
should be encouraged through elimination of this tax in order that our trans- 
portation industries can be rebuilt into a strong and dynamic industry. 

(2) Since the tax is a fixed percent of the freight charges and freight rates 
have increased considerably since 1946, the tax has increased substantially from 
what it was originally intended to produce. 

(3) Since the tax is only levied on for-hire carriers it is discriminatory and 
gives private carriage a definite advantage. 

(4) The Federal transportation tax is the only excise tax which is a recurring 
tax on a commodity. For example, in our case where paperboard is our largest 
raw material purchased, the tax is levied on transportation of the logs to the 
mills, the board from the mills to our box plants, on the boxes from our plants 
to our customers who are manufacturers, from the manufacturer to the dis- 
tributor or jobber, and from the jobber to the retailer or consumer. Other 
excise taxes are only paid once, either by the manufacturer or the consumer or 
retailer. 

I trust that you will make the above part of your record. 

Yours very truly, 
R. L. Jounson, Trafic Manager. 


CHICAGO, BURLINGTON & QUINCY RAILROAD CoO., 
Omaha, Nebr., November 7, 1956. 
Hon. AIME J, FORAND. 
Chairman, House Ways and Means Subcommittee on Hecise Taxres, Wash- 
ington, D. C. 

DEAR Sik: I understand the subcommittee of the House Ways and Means Com- 
mittee will begin hearings on November 26 on Federal excise taxes. The present 
Federal excise tax of 3 percent on freight transportation charges and 10 percent 
on passenger fares collected by common carriers was initiated during World 
War II asa war revenue measure and to discourage unnecessary passenger travel. 
These taxes now amount to an extreme and unjustified discrimination against 
those of the traveling and shipping public who prefer or are compelled to use 
common carrier facilities, and such discrimination is causing shippers and 
travelers to an ever-increasing extent to rely on and to use some form of private 
earriers—such as automobiles, private trucks, boats or airplanes—to which the 
tax does not apply. This in turn is causing a decline in the volume of traffic, 
both freight and passenger, with consequent loss of revenue, which greatly weak- 
ens the ability of common carriers to provide and maintain the service necessary 
to meet the public need for common carrier transportation. 

Both in war and peace common carrier transportation service is a vital neces- 
sity to public convenience. The-public interest requires its continued use and 
preservation. These taxes penalize public use of common carrier facilities and 
should be repealed. 

I frequently represent the Burlington Railroad in applications involving dis- 
continuance of passenger, freight, or station service or facilities and I have per- 
sonal knowledge of the extent to which public use of such facilities has been 
adversely affected. Always these applications are opposed by people who are 
compelled to rely upon common carrier service and I am sure that the repeal 
of these taxes will to a material extent help preserve to the public some of the 
services furnished by common carriers which may otherwise have to be dis- 
continued. 

I hope that my views may be of some help to you and that this letter may be 
incorporated in the record of the hearings. 

Yours respectfully, 
J. W. WEINGARTEN, General Attorney. 
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ASSOCIATION OF OMAHA TAXPAYERS, 
OMAHA, NEsR., November 20, 1956. 
Congressman A. J. FORAND, 
Chairman, Subcommittee, House Ways and Means Committee, House Office 
Building, Washington, D. C. 

DEAR CONGRESSMAN FoRAND: My attention has been called to the fact that on 
November 26, your subcommittee will start hearings on excise taxes. Accord- 
ingly, may I respectfully urge that your committee recommend repeal of the 
present excise tax of 3 percent on freight shipments and 10 percent on passenger 
travel by common Carriers. 

Very likely you are aware that Omaha is one of the largest of American rail 
terminals, as well as a gateway for other types of transportation. Because of 
this, the tax has a very real etfect upon our business, industries, and citizens. 

We feel that continuation of this present tax imposes an unjust burden on 
common carriers in that the tax on shippers tends to encourage private hauling on 
already overburdened highways. The net result of this is less traffic for the 
regulated carriers as well as lost taxes, and it further weakens our common- 
carrier system which is the keystone of our national transportation. I should 
also like to call your attention to the fact that midwestern shippers and receivers 
of freight movements are penalized in that the excise tax increases their cost 
of doing business because of being located inland and further removed from big 
population centers. Obviously the tax has thus created and perpetuates an unfair 
competitive situation on business in an area already under handicap from 
drought and dwindling markets. 

So far as the tax on passenger travel is concerned, here again the tax causes 
many travelers to resort to private transportation or to curtail proposed trips. 
May I please request that this letter, asking for repeal of excise taxes on trans- 
portation, be made part of the record of your hearings. 

Yours very truly, 
ARTHUR D. BRADLEY, Jr., Executive Director. 


SAN FRAncisco, CAuir., December 18, 1956. 
Subject: Recommendation for repeal of transportation excise tax. 


Hon. A. J. FORAND, 
Chairman, Subcommittee on Excise Taves, 
Committee on Ways and Means, 
House Office Building, 
Washington, D. C. 


DEAR CONGRESSMAN FORAND: We respectfully request that the following state- 
ment be made a part of the record of the current investigation by your sub- 
committee regarding Federal excise tax. 

This statement is addressed to the Federal tax on the transportation of prop- 
erty, which we urge be repealed for the reasons stated below. 

California and Hawaiian Sugar Refining Corp., Ltd. (hereinafter called 
C. and H.) is the marketing agency for all of the Hawaiian sugar distributed 
on the mainland of the United States. Each year Hawai sends in excess of 
1 million tons of raw sugar to the mainland. This sugar moves in unsubsidized 
American-flag vessels. Of this quantity, approximately 750,000 tons is refined 
at our refinery at Crockett, Calif., and distributed as refined sugar throughout 
a marketing area extending as far east as Chicago. The balance of the Hawaiian 
raw sugar is sold to sugar refiners located on the culf and the Atlantic seaboard. 

The Hawaiian raw sugar sold to refiners located on the gulf and the Atlantic 
seaboard is sold in competition with raw sugar brought to the United States 
from Puerto Rico, Cuba, and the Philippine Islands. The sugar moving to the 
United States from Puerto Rico, Cuba, and the Philippine Islands, is not subject 
to the Federal tax on the transportation of property. Sugar from Hawaii, 
however, must bear the Federal tax in an amount which reflects the substantial 
freight costs which must be paid for transportation from Hawaii to destinations 
on the gulf and the Atlantic coast. This means that Hawaiian raw sugar must 
bear a marketing burden to which its competitors are not subject. Because 
the transportation of our competitors’ sugar is tax free, while ours is taxed, 
the entire burden of the tax upon movement of Hawaiian raw sugar to market 
must be borne by the Hawaiian sugar industry—the tax is not a cost which 
can be passed on even in part to our customers or the ultimate consumer. 
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The tax on transportation of property also results in a discriminatory burde: 
upon our refined sugar. Because sugar is a substantially uniform product, it 
must be priced at or about the price asked by competitors if it is to be sold. 
This means that no matter how far removed a market may be from our refinery 
at Crockett, C. and H. sugar must be sold in that market at a competitive price. 
Because the tax on transportation of property is measured by the cost of freight 
and because C. and H. is relatively distant from the large consuming markets 
as compared to other refiners, C. and H. sugar must bear a heavier tax burden 
per pound than the sugar against which it must compete. We accept and are 
prepared to bear the natural disadvantages (and advantages) of our location. 
We believe it is unfair and discriminatory, however, for the Government to use 
the device of a tax on transportation to magnify the freight disadvantages result- 
ing from our California location. The magnification of our freight disadvantage 
tends to arbitrarily limit the area within which we may advantageously market 
our products. It results in a distortion of our natural and economic pattern 
of distribution. 

Because the tax on transportation of property is unfair and discriminatory 
in its application to this company and others similarly situated, we urge its 
prompt repeal. 

Respectfully submitted, 
CALIFORNIA AND HAWAIIAN SUGAR 
REFINING Corp., L7D., 
DONALD MACLEAN, President. 


SAN FRANCISCO, CALIF., December 12, 1956. 
Hon. AIME J. FoRAND, 
Chairman, Subcommittee on Excise Tazres, 
House Office Building, 
Washington, D. C. 

DeAR Str: I am writing to indicate to you my strong feeling that excise taxes 
on freight and passenger fares should be eliminated from the tax structure. 

My company ships five to six hundred cars of redwood lumber per year. In 
1955 our customers east of California paid freight bills totaling $427,897 plus 
3 percent tax or $12,857. The farther east our material is shipped the more 
heavily and unjustly the tax falls on the customer. This in turn adds to the 
cost of the structure using redwood as well as all other western species of 
lumber. Further, western species are placed at an unfair advantage as against 
species shipped closer to Midwest and eastern markets. 

This tax was imposed during the war to discourage unnecessary transporta- 
tion and was not designed as a revenue-producing measure. While its elimi- 
nation will mean a loss of possibly a half billion dollars, the fact that it has 
departed so far from its original intent, is in itself sufficient justification for 
such elimination. 

Lifting of this tax is particularly vital at a time like the present when the 
lumber market is slow and when competition is extremely strong with other 
building products produced nearer to points of use. 

It certainly should not be public policy to impose discriminatory taxes which 
I strongly feel this to be. This logic, of course, applies equally to the tax on 
passenger fares. {f, therefore, urge you and your committee to do all within 
your power to eliminate this tax. Further, will you kindly make this letter a 
part of the record of the subcommittee hearing. 

Yours respectfully, 
HoLtMES EuREKA LUMBER CO., 
Frep V. Hotmes, President. 


San Francisco, Cauir., December 3, 1956. 
Subject: Recommendation for repeal of excise taxes. 
Hon. A. J. FoRANp, 
Chairman, Subcommittee on Excise Tares, 
Committee on Ways and Means, New House Office Building, 
Washington, D. C. 
DEAR CONGRESSMAN Foranp: This is to respectfully request that the following 
be made a part of the record of the public hearing before your committee. 
We are in favor of the repeal of the transportation excise tax for the following 
reasons : 
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1. It is a tax which is compounded with its reassessment on repeated move- 
ments of the same property or the products of property. In each of such move- 
ments, the transportation tax is an element of cost which is ultimately passed 
on to the consuming public in an amount which is greater than the basic tax 
itself. 

2. It is a tax on a necessity not a luxury. Transportation services and the 
flow of commerce which it represents are indispensable in the life of the Nation. 
They, therefore, should not be made a vehicle for tax assessment except under 
emergency conditons. This tax has long past served its purposes. It was im- 
posed during World War II for the purpose of conserving all forms of trans- 
portation of governmental need in executing the Nation’s wartime mission. This 
purpose has been served. 

3. Since the amount of the tax is measured by the amount of the transportation 
charge rather than by the value of the character of the commodity transported, 
the spread in the amount of tax assessment varies greatly with the length of 
haul and increases as the length of haul increases. The spread places an addi- 
tional burden upon the long-haul shipper, decreasing his ability to compete in 
common markets. 

4. Since the tax applies only on charges paid to for-hire transportation 
companies and not upon the costs of private transportation, it is an element in 
determining the method by which transportation services are performed. This 
is a definite competitive disadvantage to the common carrier, particularly in 
view of the present-day struggle to increase revenues in order to maintain a 
financially healthy state in furtherance of the general public welfare and the 
national defense. 

Should it be determined by your commmittee that the tax structure must be 
retained in some form, we respectfully suggest that the amount of the tax be 
leveled off to an equality of assessment on a per unit basis throughout the 
Nation. This would do much to eliminate the constantly increasing discrimi- 
nation against the long haul inasmuch as this tax, under its present assessment, 
becomes a part of the rate structure as reflected in the numerous percentage 
increases of freight rates authorized by the Interstate Commerce Commission. 

Yours very truly, 
CALIFORNIA PACKING CoRrP., 
P. STEELE LABAGH, 
Traffic Director. 


STATEMENT OF BD. ALAN MILLS, ASSISTANT MANAGER IN CHARGE OF TRANSPORTA- 
TION, CALIFORNIA GRAPE AND TREE FRUIT LEAGUE 


The emergency for which the 3 percent Federal excise tax on freight trans- 
portation was assessed has been history for 10 years. Shippers are still paying 
this wartime levied tax and are paying more today than during the emergency. 
The 3 percent transportation tax is a particularly heavy tax burden for farmers 
who can ill afford to carry more than their share of the Nation’s tax burden. 

This league’s grower and shipper members represent over 85 percent of the 
California fresh deciduous tree fruit, grapes, and berries marketed in interstate 
and foreign commerce. The industries for whom we speak, produce and ship 
to interstate markets via rail, express, and motor carriers in excess of 50,000 
carloads annually ali of which must bear the 3 percent transportation tax. More 
than 65 percent of the total market for this fruit lies in the area north of the 
Ohio River and east of the Mississippi River. The average cost of transporting 
a car of fruit to market has risen from approximately $600 at the time the 
tax became effective in 1942 to approximately $900 today. Likewise the tax has 
increased from $18 to about $27 per car. Presently rail carriers are seeking 
additional increases of 22 percent which again would increase the tax. The 
increase in transportation costs including increased transportation taxes has 
been experienced by all shippers, not only farmers. Manufacturers, however, 
are able to calculate the cost of the tax into the selling price of their goods and 
every person buying manufactured products—food, clothing, and machinery— 
pays the hidden tax. 

Farmers are consumers of manufactured goods, particularly big consumers of 
machinery, fertilizer, and other materials needed in the production of crops 
ind as such, absorb a substantial portion of the transportation tax. They are 
also producers. However, unlike manufacturers, they can only market their 


production for whatever is offered at the market place. Farmers must trans- 
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port their products to the market and pay the cost of the transportation and the 
3 percent tax thereon. In the case of western fruitgrowers the market in most 
instances is thousands of miles from the farm. 

The farmer finds himself having to absorb the transportation tax on all prod- 
ucts he uses and on all products he produces—a tax burden completely out of 
proportion to what may be deemed his fair share of the responsibility to the 
Federal Government. 

We propose that Congress should repeal the 3 percent transportation tax in 
full. Continuation of this tax and at the same time granting reduction in per- 
sonal income tax is little short of political subterfuge. 

The Federal Government while attempting to curb inflation has fostered the 
growth of the very thing it fears by allowing the transportation tax to continue 
in effect. Wherever possible this tax is passed on in the form of higher prices 
for consumer goods. Not only is the price of manufactured goods increased by 
the amount of the tax but there must also be added into the price a return on 
the capital “tied up in transportation taxes’’—part of the cost of production 
and distribution of the manufactured product. 

The elimination of the Federal transportation tax would have a_ beneficial 
effect on the entire economy. Agriculture, as we have pointed out, would be 
relieved of carrying a disproportionate share of the nation’s tax burden. Car- 
riers would be relieved of bookkeeping and accounting costs incurred as a result 
of their role as “Government transportation-tax collectors.” Prices of consumer 
goods would be reduced reflecting the abrogation of the wartime tax measure. 

Whatever justification there may have been for an excise tax on transporta- 
tion has ceased to exist years ago. 

The transportation tax puts an undue burden on agriculture, an industry al- 
ready one of the weaker factors in our economy, is discriminatory to the long- 
distance shipper and is contrary to the national desire and objective to curb 
inflationary tendencies of our economy. 


Merritt, Wis., December 7, 1956. 
Hon. AiME J. Foranp, 
Chairman, Subcommittee on Excise Tares, 
House Ways and Means Committee, House Office Building, 
Washington, D. C. 

Dear Sra: Our attention has been ealled to the fact that your Subcommittee 
on Excise Taxes of the House Ways and Means Committee will hold hearings in 
an effort to effect the repeal of the Federal tax on transportation, this consist- 
ing of the 3 percent on transportation of freight and 10 percent on transportation 
of passengers, and that this effort will be put forth during the next session of 
Congress. 

We feel that the excise tax was purely a war tax measure and should definitely 
be repealed at this time. The tax was put into effect during the OPA days and 
we feel that the receivers and shippers of freight should not be penalized with 
this transportation tax nor passengers partaking of transportation in view of 
the original intent of the law to be an emergency measure during World War 
II only 

We receive between 500 and 600 carloads of freight from shippers per year on 
which it is necessary for us as receivers of this freight to absorb the excise tax 
and by the same score, we ship out approximately 500 or more cars of our 
finished product in which instance again, it is necessary for us to absorb the 
excise tax as it cannot be passed on to the consumer. 

We also feel that having the 10 percent tax on transportation on passengers 
may have its detrimental effect on passenger traffic by common carriers as very 
often private cars are used to help avoid the payment of this special excise tax 
on transportation. 

We request that a copy of this letter be incorporated as part of the record in 
the hearings now being held in regard to this matter. 

Yours truly, 


Anson & GILKey Co., 
J. H. KrRvUecer, 
Traffic Manager. 
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ABERDEEN, S. DAK., 
December 4, 1956. 
Hon. AMIE J. FORAND, 
Congressman from Rhode Island, 
Chairman of Subcommittee on Excise Taves, 
Washington, D. C. 


DEAR CONGRESSMAN ForAND: As American citizens we would like to emphati- 
cally go on record for the repeal of the present transportation excise tax on 
both freight and passenger charges. 

As we understand it, this excise tax was originally passed as a wartime 
revenue measure and, also, probably to discourage the unnecessary use of trans- 
portation during the war. 

However, as it stands now, your committee should clearly understand that 
this is definitely a discriminatory tax so far as small shippers like ourselves are 
concerned. We are particularly hard hit because we have to bring in our 
material from Jong distances, and we have to transport our finished products to 
every State in the Union with most of our products going to the west and east 
coasts and Southern States. 

This same excise tax which is so heavy to us does not apply to private carriers 
at all. This means that the tax is not applicable to large manufacturers and 
distributors who can purchase and operate their own fleet of trucks whereas we 
small manufacturers who must use public transportation have to pay this tax. 

In addition, as you probably know, a prepaid shipment originating in Canada 
and going into the United States is not subject to this tax which gives Canadian 
manufacturers a definite advantage. 

Most of the railroad passenger business under present conditions consists 
of business travel so that again business interests, and especially small business, 
must pay the tax. 

We would very much appreciate having this letter made a part of the record 
of the hearings of your subcommittee on this transportation excise tax. With 
best regards, we are 

Yours very truly, 
Hus Crtry Iron Co., 
P. C. GREEN, President. 


Los ANGELES, CALIF., 
November 23, 1956. 
Subject: Recommendation for repeal of transportation excise taxes. 
Hon. A. J. FORAND. 
Chairman, Subcommittee on Excise Tazes, 
Committee on Ways and Means, 
New House Office Building, Washington, D. C. 


DEAR CONGRESSMAN ForAnNpD: This is to respectfully request that the following 
statement be made a part of the record of the public hearing before your sub- 
committee scheduled to begin in Washington on November 26, 1956: 

The California Manufacturers Association comprises approximately 1,000 
manufacturers of a wide variety of products with plants located throughout the 
State of California. Members of said association are dependent upon both 
interstate and intrastate transportation of raw materials and finished products 
and therefore have a substantial pecuniary interest in the current (wartime) 
excise taxes applicable to the amounts paid for the transportation of property 
and persons. The interest is heightened obviously by the discriminatory char- 
acteristics of these taxes and their prejudice of long-haul transportation and 
preference of short-haul transportation, adversely affecting California and Pacific 
coast industry in its efforts to remain competitive in the various populated 
centers of the East and Middle West. 

The 3 percent tax upon freight charges pyramids and becomes a much greater 
tax in the final tax on each commodity. This is so because the tax pyramids in 
its application to every separate shipment of materials or goods between raw 
material, processing, and finished product. In this process the 3 percent tax re- 
sults in a higher tax charge after each stage of production and distribution. 
This process is superimposed upon the same pyramiding of percentage increases 
in the base freight rates, repeated in varying percentage amounts every few 
months since June of 1946. The following hypothetical example shows how the 
tax discrimination has been compounded : 
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EXCISE TAXES 
Representative costs per hundredweight to Chicago, Ill. 


From From Difference 
New York 


1 Tax, $0.057. 
2 Tax, $0.228. 


Present excise taxes discourage shipment and travel by common carriers at 
a time when such carriers are fighting for their very existence. Passenger 
travel has dropped during the postwar period so drastically as to create yearly 
deficits in the neighborhood of $700 million. The original purpose of the pas- 
senger excise tax was to discourage nonessential wartime travel, and its present 
discouragement contributes materially to the necessity that such passenger 
losses consume approximately 40 percent of freight revenues. The tax on 
freight charges discourages the use of for-hire transport agencies in favor of 
unregulated private transportation which is not subject to the tax. 

It has been testified that the carrier cost of collecting these excise taxes runs 
into many millions of dollars each year. This added cost becomes a part of the 
rate structure as reflected in oft-repeated percentage increases authorized by the 
Interstate Commerce Commission, thereby repeatedly increasing the discrimina- 
tory spiral. 

Although certain economic factors appearing during the past year or two 
have seemed to favor a more nearly balanced Federal budget, we are reconciled 
to the prospect that executive and other influences may resist any proposed tax 
relief in 1957, and that debt reduction may continue to take priority over reduced 
tax levies. Notwithstanding such an economic policy as it may affect the bal- 
ance of the excise tax structure, the ever-increasing discrimination against the 
Pacific coast, inherent in the transportation taxes, should be eliminated at the 
earliest possible moment. 

For reasons stated above the California Manufacturers Association respect- 
fully requests repeal of such taxes during the 85th Congress. Should it be 
determined by this committee that this tax structure must be retained in some 
form, then we earnestly suggest that the amount of the taxes on both freight 
and passenger transportation be leveled off to an equality of assessment per 
unit throughout the Nation so as to eliminate the constantly increasing dis- 
crimination against the long haul. 

Respectfully submitted. 


CALIFORNIA MANUFACTURERS ASSOCIATION, 
L. E. Osporne, Director, Freight Trafic Department. 


STATEMENT IN SUPPORT OF REPEAL oF Excise TAXES ON TRANSPORTATION 


May It Please The Committee, comes now Devoe & Raynolds Co., Inc., a 
corporation engaged in the manufacture, sale, and distribution in interstate 
commerce within the United States of paints, varnishes, lacquers, and allied 
products, and respectfully presents this statement in support of the repeal of 
excise taxes on transportation, commonly known as section 3475, as amended, of 
the Internal Revenue Code. 

I 


The excise taxes on transportation were enacted as a war measure and are 
no longer needed. Indeed, they are an unnecessary burden on transportation 
and should be regarded as a penalty against the use, progress, and development 
of sound, economical transportation. 


I 


To the extent that the excise taxes on transportation of property continue 
they cause a serious burden on public or regulated transportation creating seri- 
ous losses in revenue to the regulated transportation agencies in that they act 
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as an encouragement to large users of transportation to engage in private trans- 
portation (i. e., moving one’s own goods on one’s own vehicles) wherever 
sufficient volume of outbound goods to consignees or concentration points, plus 
sufficient volume of inbound goods to fabricating points, is available. 


Itt 


This engagement in private transportation removes large segments of traffic 
(or tonnage) from the regulated transportation agencies with the result that 
users of transportation who do not have similar substantial volumes of traffic 
(or tonnage) and who must of necessity continue to use the public or regulated 
carriers are being charged rates which must be sufficiently high enough to sup- 
port said regulated carriers according to the national transportation policy 
(49 U. S. C. section 1) (54 Stat. 899), to wit: 

“to the end of developing, coordinating, and preserving a national transporta- 
tion system by water, highway, and rail, as well as other means, adeqnate to 
meet the needs of the commerce of the United States, of the postal service, and 
of the national defense.” 

IV 


Therefore, inasmuch as private transportation is not subject to the excise 
taxes and public or regulated transportation is subject to said excise taxes the 
continuance of these excises amounts to a discrimination against the use of 
publie or regulated transportation and a preference in favor of private trans- 
portation. 

Vv 


The same statements can be made regarding the excise tax on passenger 
transportation, although here a private car takes the place of the privately 
owned and operated freight vehicle. 


VI 


In addition to the above, it should be pointed out that these taxes on trans- 
portation cannot be considered as luxury taxes. They are taxes on a vital 
necessity. In addition, they were enacted as a war measure and are no longer 
needed as a means of raising war revenues. They should be repealed. 

Respectfully submitted. 

Devoe & Raynolds Co., Inc., Beckwith-Chandler Co. Division, The 
Bishop-Conklin Co. Division, Hart and Burns Co. Division, Jones- 
Dabney Co. Division, Peaslee-Gaulbert Paint & Varnish Co. Divi- 
sion, Truscon Laboratories Division, Wadsworth, Howland & Cv. 
Division, by J. J. A. Wizenried, General Traffic Manager. 


ALAN Woop Sreet Co., 
Conshohocken, Pa., November 14, 1956. 
Subject: The 3 percent Federal Tax on Transportation of Property. 
CHAIRMAN, COMMITTEE ON WAYS AND MEANS, 
House of Representatives, New House Office Building, 
Washington, D. C. 
(Attention: Mr. Leo H. Irwin, clerk of the committee. ) 

Stmr: The Alan Wood Steel Co. of Conshohocken, Montgomery County, Pa., 
wishes to support the repeal of the 3 percent Federal excise tax on transportation 
of property, and offers the following data to your committee for its consideration 
at the hearing presently scheduled for November 26 and continuing for 2 weeks, 


1. Operations of the company 


(a) The Alan Wood Steel Co. is an integrated steel producer with iron ore 
mines at Wharton, N. J. and steel-producing mills located in vicinity of Consho- 
hocken, Pa. It employs about 4,000 people. A common carrier, the Upper 
Merion & Plymouth Railroad (a subsidiary) furnishes railroad service for indus- 
tries in the Conshohocken, Pa., area. We also operate our own fleet of trucks, 
about 25 units, on the public highways in competition with common carriers by 
motor vehicle. 


2. Specifie discriminatory effects of the 3 percent tag 


(a) Transportation within the confines of our own plant, by common carrier 
railroad. Illustrative of these movements are: Hot metal and pig iron from 
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blast furnace to open hearth; ingots from open hearth to blooming mill; serap 
steel to open hearth from processing mills, viz, blooming mill, plate mill, and 
Strip mill. These are really work-in-process movements and in comparison with 
competing mills whose rails facilities are not separately incorporated as common 
carriers by rail, our costs are arbitrarily raised by this tax. 

J (b) Since the 3 percent tax on the transportation of property is a part of de- 
livered cost to a customer, our sales department is obliged to add 3 percent to the 
competitive freight allowance made to a customer who can purchase the same 
product from a mill that is geographically closer to him, The tax part of this 
sales cost item is over $5,000 per year to this company. 

(c) Due to the addition of this 3 percent tax to the cost of transportation by 
common carrier, it is becoming increasingly favorable for Alan Wood Steel Co., 
to increase its private carrier fleet. This statement will act to confirm such 
allegations by common carriers and we make it because basically we are not 
interested in increasing our private trucking operations. 

(d@) Administrative burden involved in accounting for the 3 percent transpor- 
tation tax. The mechanical calculations involved in including this tax factor 
run into the hundreds daily and affect the following normal business functions: 
Sales quotations, customer invoicing, freight bill auditing and payments, ac- 
eounting records. 

A peculiarity of this transportation tax is that it is assessed against individual 
transactions and since freight costs are calculated, assessed and accounting for 
or an individual item basis, the tax calculations finds its way into every single 
accounting function. It is the personal opinion of the writer that the administra- 
tive cost of accounting for this tax is completely out of proportion to the total 
real revenue to the Government. 


8. Real revenue to the United States Government from the 3 percent tax on 
transportation of property 


It is a fact that this 3 percent tax is always an item of expense to any corpora- 
tion or individual. It is therefore not available for assessment of corporate or 
individual income tax. Insofar as Alan Wood Steel Co. is concerned, less than 
half of this 3 percent tax that we pay to carriers is additional revenue to the 
Government. 

This letter is being written in lieu of personal appearance at the hearings 
presently scheduled for November 26 through December 7, 1956. Our sole purpose 
in writing to the Ways and Means Committee is to urge repeal of an onerous 
excise tax and to present to the committee the actual disabilities as seen by a 
particular industrial firm. 

Very truly yours, 
C. X. Core, 
Trafie Manager. 


STATEMENT OF COMMERCIAL EXCHANGE OF PHILADELPHIA ON REPEAL OF THE Tax 
ON TRANSPORTATION 


The Commercial Exchange of Philadelphia, an organization composed of 
receivers and shippers of grain and grain products, protests the continuance of 
the tax on transportation and urges this committee to do all in its power to 
persuade the Congress to eliminate this tax. 

It is our belief the tax has been harmful to the rail carriers and discriminatory 
in its application to both passenger and freight transportation. In the field of 
passenger transportation, it is not justifiable to tax one type of passenger accom- 
modations solely because of ability to pay and exempt less ornate accommoda- 
tions from taxation. A more equitable taxation would have confined the tax to 
transportation only. The result has been discrimination against the purchaser 
of certain types of passenger transportation and undoubtedly a loss of revenue 
for the carriers in this type of service by driving customers away. 

With respect to freight transportation, discrimination has been prevalent 
since the enactment of the transportation tax and evasions have been widespread. 

By reason of the Interstate Commerce Act, not requiring certificates of con- 
venience in the transportation of agricultural products by truck, thereby per- 
mitting these products to be hauled in any direction with very little restraint, 
the legitimate merchandiser of these products is confronted with unfair and 
unequal] competition and the Government has been denied their proper share 
of taxes. 
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Today,.a great quantity of agricultural products is moving via trucks; traffic 
that formerly moved by rail. This is accomplished by truckers in effect becoming 
merchandisers by buying direct from the producer and delivering to receivers 
or processors, and in a good many instances the difference between the trucker- 
purchase price and his selling price simply reflects trucking costs, but in any 
event he does not pay a transportation tax. Were the Interstate Commerce Act 
corrected to require all truckers hauling agricultural products, to obtain cer- 
tificates of convenience, exempting only producer-owned trucks, this situation 
would be cleared up. 

The legitimate merchandiser who depends on rail transportation, however, is 
faced with the tax and his cost of doing business is disadvantaged by reason 
of his trucker competitor paying no tax. In view of the close margin of profit 
when dealing in grain, nominally 1 cent per bushel, the tax on a carload quantity 
can reflect as much as 30 pereent of his profits. As he cannot absorb this cost, 
the trucker who pays no tax has the advantage. 

The continuance since World War II of the transportation tax violates the 
precept on which it was based and that factor alone should be sufficient reason 
for its abolition. Far too many laws are enacted with a definite purpose and 
accepted by the people for such purpose, only to become illegitimate regulations 
under political expediency. This is both deceitful and un-American and is 
to be condemned. 

The Commercial Exchange of Philadelphia believes the transportation tax 
should be eliminated and if necessary a more equitable method be found for 
taxation purposes that does not permit evasions and discriminatory practices, now 
existent. 


PORTLAND FREIGHT TRAFFIC ASSOCIATION, 
Portland, Oreg., November 19, 1956. 
Re Hearing, November 26, 1956, New House Office Building, Washington, D. C. 


SUBCOMMITTEE, WAYS AND MEANS COMMITTEE, 
New House Office Building, 
Washington, D. C. 


GENTLEMEN: The Portland Freight Traffic Association and other western 
organizations and chambers of commerce have been trying for years to secure 
a repeal of the 3-percent transportation tax on freight and the 10-percent 
transportation tax on passenger fares. This subject has come up regularly and 
consistently before every session of Congress to our knowledge for the last 10 
years. 

The Portland Freight Traffic Association is a voluntary organization of shippers 
and receivers of freight in the Portland-Vancouver metropolitan area, con- 
sisting of over a hundred individual firms. Membership consists of jobbers, man- 
ufacturers, wholesalers, distributors and broadly a cross section at large of the 
business interests in this community of 750,000 persons interested in trans- 
portation. In addition the association is affiliated with and represents the 
Portland Chamber of Commerce, the Commission of Public Docks of the 
City of Portland, the port of Portland, port of Vancouver, and the Chamber of 
Commerce of Vancouver, Wash. 

The transportation excise tax we have long considered to be unjust, un- 
reasonable and unduly prejudicial to the long-haul shippers and receivers of 
freight and passenger travelers in the Far West for the following reasons: 

1. The wartime Federal taxes on transportation were enacted as emergency 
revenue measures, and in the case of passengers to discourage civilian travel 
during the war due to overcrowded conditions of passenger facilities. The war- 
time emergency has ended. In the case of the railroad passenger travel the taxes 
are acting as a discouragement to the efforts of the railroads to overcome huge 
passenger train deficits. 

2. The tax has been increased automatically 12 times since 1946 as each per- 
centage increase in railroad freight rates has pyramided higher freight rates one 
upon the other, so the 3 percent tax on freight is automatically increased as the 
freight rates increase. Another freight rate increase is now pending before the 
ICC in which the railroads ask for a 22 percent increase in all the rates and 
charges, which will again increase the transportation tax. 

3. Railroad passenger travel has decreased alarmingly in the last few years. 
The 10 percent passenger tax should be repealed to encourage railroad transpor- 
tation of passengers in competition with private automobiles. 
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4. The tax is particularly burdensome against long-haul shippers in the Far 
West, where our freight rates to eastern markets are the highest in the United 
States, and consequently the transportation tax is proportionately the highest. 

5. The tax is encouraging more and more private motor carriers because it is 
only levied against for-hire carriers. This rapid increase of private carriage due 
to rising freight rates and excise taxes is gradually chipping away the very exist- 
ence of the Nation’s common carrier transportation system both by the railroad 
and motor carrier. 

6. The transportation excise tax pyramids time after time as each movement 
of a commodity takes place; for example, movement of the raw product to manu- 
facturers, then from the manufacturer to the jobber or distributor and then to 
the retailer, and finally to the consumer. In each separate movement in trans- 
portation the tax is assessed and finally the ultimate consumer pays the bill. 

7. Since the 11 Western States are the farthest from the consuming markets in 
the United States they bear an inequitable portion of the transportation excise 
tax because they pay the highest freight bill of any section in the United States. 

8. The transportation taxes and rapidly increasing freight rates tend to restrict 
our trade area and, therefore, strangle the flow of trade to and from the Western 
States. 

9. The bookkeeping involved in these taxes creates another burden upon ship- 
pers and common carriers and makes them tax collectors for the Federal Govern- 
ment. This adds to all other expenses and a further burden upon the shipping 
public. 

For these reasons this association joins all other western organizations in 
appealing to your committee to again make a serious effort to repeal the transpor- 
tation excise taxes. 

Yours very truly, 
Frank S. Cray, Secretary-Manager. 


STATEMENT OF JOSEPH S. SHELLY, EXECUTIVE SECRETARY, THE VEGETABLE 
YROWERS ASSOCIATION OF AMERICA 


The Vegetable Growers Association of America appreciates the opportunity 
to present its views on excise taxes, especially the 3-percent tax on transporta- 
tion. These views are those of our members, especially our Florida affiliate, 
the Florida Fruit & Vegetable Association, representing numerous long-haul 
grower-shippers. 

The transportation tax as now in operation, and especially at the present time 
when the agricultural sector of our economy is in a recession compared with 
other sectors, is an indirect tax because it is shifted on others in the form of 
higher prices to consumers and lower prices to farmers. 

We are certain that this able committee recognizes the objectives of taxing 
policy, that in concert with other Government policies taxes should be used to 
maximize the general welfare and that taxes be designed to reduce economic 
inequalities. With the increasing of freight rates of over 50 percent during 
the past decade and another about to be granted and the continuation of this 
wartime tax measure has created an almost unbearable situation for vegetable 
growers who are heavy users of transportation for the things they produce and 
those they need to purchase for their operations. 

It is a recognized economic fact that taxation is widely used as an instrument 
of indirect economic control. This apparently was the objective of this tax 
when first enacted in 1917 and repealed 3 years after the close of World War I. 
Again this tax was revived over the objection of groups within and without 
of Government in 1942. It has been permitted to continue ever since the close 
of hostilities of World War II. Certainly the continuation of this tax is not 
justified on the basis of an equitable economic tax policy. 

The committee should give serious consideration to the pyramiding of the 
transportation tax and the fact that the ratios of taxes to prices are higher 
for commodities hauled longer distances. This is particularly true of vegetables. 
Although the tax is at the rate of 3 percent of all freight charges, except coal, 
it varies greatly in the amount per 100 pounds and as a percentage of values 
of individual commodities. Freight charges vary in accordance with weights, 
values, and in accordance with the cost of service. The cost of service is 
determined by such factors as length of haul, load per car, and susceptibility 
to loss and damage. 
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Calculations based on data from the Interstate Commerce Commission, Freight 
Commodity Statistics, show that the average tax on all farm products, not 
including forestry products, is 25 cents per ton or $9.13 per car. The average 
for the major 10 vegetables is 80 cents per ton or $13.61 per car. Based on 
the figures available for only 8 of the major terminal markets in the United 
States, which last year unloaded in excess of 575,000 carloads of products, this 
is a sizable tax figure for an industry facing increased costs and afflicted with 
a declining income. 

The transportation tax, due particularly to its nature, tends to widen the 
margin between what the farmer receives and what the consumer finally pays. 
The tax thus has had some effect upon the rapid and serious decline of the 
farmer’s share of the consumer’s dollar since 1953. It is difficult to pinpoint 
just how much the tax has influenced this increase particularly for vegetables 
because of the great differences in the commodities themselves and the wide 
geographical distribution of the centers of production; however, its adverse 
influence is widely recognized. 

The transportation tax tends to raise the costs of producing vegetables be- 
cause of higher transportation rates. As prices tend to equal production costs, 
higher costs mean higher prices to consumers, These additions to living costs 
have been accentuated and accelerated with each occurring demand for pay 
increases and their accompanying inflationary .effects. As additional compen- 
satory wage increases are obtained, the cost of production and prices will tend to 
increase. 

The principal criticism of the transportation tax advanced by the Vegetable 
Growers is that it is discriminatory. Since the tax is a percentage of the freight 
rate, it is larger per ton on long hauls than on short hauls. It is more severe on 
shippers of low-valued commodities where transportation costs represent the large 
portion of the commodity’s value. 

The fact that the tax raises the cost of production, the tax tends to reduce the 
extent of territorial division of labor and the efficiency of agriculture’s land, 
labor, and capital. The expenses involved in computing, paying, and collecting 
the tax and transmitting it to the Government are also part of the increased 
production costs. The tax tends to be pyramided, setting off a chain reaction; 
margins are often computed as percentages of costs, and increases in consumer 
prices set in motion escalator clauses or intensify demands for higher wages, 
resulting in further increases in prices and production costs. 

We recognize that all types of taxes are criticized by the taxpayer, especially 
those who are hardest hit; however, there are several basic facts about the 
transportation tax which are extremely objectionable. 

Most excise taxes are regressive, however, the transportation tax is more 
regressive over the middle- and lower-income ranges than most other existing 
Federal excise taxes. 

Finally, we question the tax’s revenue-producing ability or its use as an instru- 
ment of economic control under present economic conditions. Certainly the 
$750 million revenue derived from agricultural products is of small consequence 
at the present. This is especially significant at a time when the agricultural 
sector of our economy is out of alinement with the remainder of the economy. 

The vegetable growers in requesting this appeal for relief from the transpor- 
tation tax would remind the committee that its members have consistently 
through the years shunned Government subsidies and price supports for their 
industry. They are willing to assume the hazards of the weather and depend 
upon the law of supply and demand in the market place to determine the price 
of their product. 


Vipas TRANSFER LINE, 
Quincy, Ill., November 21, 1956. 
Senator Paut Dove.Las, 
Committee on Ways and Means, 
New House Office Building, Washington, D. CO. 


Dear Siz: Information was recently received that there will be a hearing 
beginning November 26, 1956, before the Subcommittee on Excise Tax of the 
House Ways and Means Committee to deal with proposed repeal of the excise 
taxes for transportation. 

We would like to record our views in favor of repeal which we strongly urge 
at this time. The excise tax was a wartime measure, many of which have been 
removed such as ceilings on rent, food, clothing, and other products. In addition, 
the amusement tax on movie admissions has been cut twice. 
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The excise tax on transportation is an undue burden and it is our recom 
mendation that it be removed for reasons indicated below. 

The detailed bookkeeping and other problems attendant to the collection of 
these taxes constitute a tremendous burden to the for-hire carrier. The tax is 
levied only on for-hire carriers thereby augmenting the incentive for shippers 
to engage in private hauling on their own trucks. This is an added handicap 
for the for-hire carrier industry to overcome if it can, and frequently it loses 
out to private transportation. 

Please include this letter to the subcommittee to be included in their records. 

Yours very truly, 


ANTON VIDAS. 


WINE INSTITUTE, 
Washington, D. C., December 8, 1956. 
Hon, AIME FoRAND, 
Chairman, Subcommittee on Excises, 
House Office Building, Washington, D. C. 


Dear Mr. Foranp: We should like to join in the request by many industries 
for a complete repeal of the 3 percent freight transportation tax. 

Wine Institute is the trade association for the California wine industry, 
and our State ships about 85 percent of all the wine produced in this country. 
Our markets are largely interstate, and particularly heavy in the populous 
areas adjacent to the Atlantic seaboard. 

In meeting competition from foreign wines in these mrkets, we not only 
have some disadvantages with respect to actual freight costs, compared with 
the cost of oceanborne foreign wines, but we also have an additional competitive 
burden due to the fact that most of these foreign wines are sold within such a 
short distance of their port of entry that the transportation tax does not affect 
their operations. Leaving out the actual cost of freight itself, the transporta- 
tion tax alone on our interstate shipments of wine amounts to approximately 
$500,000 annually. 

This is a considerable additional burden to the California grape and wine 
growers. It places an additional and unnecessary competitive burden on one 
of California’s largest agricultural industries. 

We are therefore joining with many other industries in this country in re- 
spectfully requesting that this tax be repealed. 

Sincerely yours, 
EDWARD W. Woorton. 


NEw York, N. Y., 
November 28, 1956. 
Hon, AIME J. FoRAND, 
Chairman, Subcommittee on Excise Tazes, 
House Ways and Means Committee, 
New House Office Building, Washington, D. C. 

DeaR Mr. Foranp: Mr. Ralph Bellamy, president of the Actors’ Equity 
Association, is still detained on the Pacific coast by professional engagements. 
He has asked me to present this statement of Equity’s position on the Federal 
admissions tax to your committee for its consideration and as part. of the 
record of the hearings about to be held. If there is any further information 
which would be helpful to you in this matter I shall be happy to try to supply 
it to you. 

Faithfully yours, 
Actors’ Equity ASSOCIATION, 
By ALFRED HARDING, 
Assistant to the President. 


STATEMENT ON ADMISSION Tax BY RALPH BELLAMY, PRESIDENT Actors’ EQuITY 
ASSOCIATION 


It s with regret that I find that professional commitments require me to 
submit a statement to this committee instead of making the personal appearance 
before you which I would prefer. What I would have told you, if that had been 
possible, was that: 

The Actors’ Equity Association is the spokesman for 10,000 singers, actors, 
and dancers, and chorus people who appear in dramatic and musical produe- 
tions of the legitimate theater throughout the country. 

We know from bitter experience what the admission tax has done to make 
an uncertain livelihood even more precarious. We have lived with this tax 
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since 1917. We have heard Congresses in two major wars tell us that this was 
a war tax which would be lifted within 6 months of the end of the war. It is 
still a part of the burden of expense which we carry after 39 years. It is heavier 
now than it was when it was first imposed. 

Every theatrical production has a point at which income and expenses meet. 
The admission tax raises that point materially. It is often the difference, in 
itself, between keeping a production running and closing it. 

When the decision is to close the play it does two things: it deprives everyone 
connected with that production of employment immediately; it reduces the 
amount of capital available for new productions. 

To this point, I suppose, every business could make the same complaint and 
ask for the same relief. But no other civilized country in the world considers, 
as the United States of America appears to do, that the theater is just another 
business and entitled to no more consideration than any other business. 

Every single one of these countries, without exception, regards the theater, 
opera, ballet, and concerts as valuable assets to the welfare of the nation. 
And each of them, in one way or another, demonstrates that belief either by 
direct subsidy, or by abolishing or lightening the tax burden. Only the United 
States directly handicaps its performing artists by imposing heavier taxes on 
their sources of revenue than it does on other forms of entertainment. 

And so you continue to believe as though the theater was just another source 
of revenue and its survival of no particular moment. But let another dire 
national emergency materialize and you will turn to the theater and its people 
to sell war bonds, to entertain the Armed Forces, to dramatize production and 
conservation campaigns, to maintain civilian morale as you have always done 
in the past. The theater and its people will respond as they always have and 
will do these things better than anyone else can. 

Then the theater will again be considered a necessity. And this Congress 
will admit it and praise its work as it has done previously. Is it merely a lux- 
ury, now, because for the moment there is no such emergency? 

I do not belileve that you, who are aware of these facts as I am, really feel so 
or would say it. 

But I am asking that you support that belief and that feeling with actions 
which speak more loudly than words. 

We of the theater have appeared before this committee on many occasions. 
Always we have been received with courtesy, have been listened to with at- 
tention, and have borne away promises that our needs would be given con- 
sideration. 

In spite of what I believe to be your good intentions, the Federal tax on 
admissions to theaters is right where it was nearly 40 years ago. 

Now I am asking this committee and the Congress to give us the additional 
chance for survival which we need, desperately, by removing altogether the 
Federal tax on admissions to theaters. 


—_ 


STATEMENT OF RICHARD E. DALEY, VICE PRESIDENT, CLUB MANAGERS 
ASSOCIATION OF AMERICA 


My name is Richard E. Daley. I am vice president of the Club Managers 
Association of America, representing more than 1,500 managers of business, 
social, and country clubs in the United States. 

I have been asked to present to this subcommittee several of the club-dues 
tax problems which have troubled our members. Our association is vitally 
interested in the subcommittee’s suggestion at page 12 of its report to the Com- 
mittee on Ways and Means’ that the Committee on Ways and Means, and now 
more specifically this subcommittee, review the 20 percent rate on club-dues tax 
and reduce it to 10 percent, the level which would have been in effect if the 
Excise Tax Reduction Act of 1954* had been enacted as passed by the House of 
Representatives. 


* Report to the House Committee on Ways and Means from the Subcommittee on Excise 
Tax Technical and Administrative Problems, April 20, 1956, p. 12. 

*See general statement in H. Rept. No. 1307, 83d Cong., 2d sess., which states: ‘“Those 
excise-tax rates which are now above 10 percent are reduced to 10 percent under this bill. 
The committee believes that this reduction will stimulate business and employment, not 
only in those industries directly affected by these taxes, but also in other industries, since 
consumers will pay less for many of these taxed items and have more money available for 
other purchases. Some of these taxes enter directly into business costs and a reduction 
of such costs is desirable. Furthermore, this change provides a more equitable tax system 


by leveling down those rates which are now excessively high and thus removes discrimina- 
ion,” 





1018 EXCISE TAXES 


You will recall that prior to World War II, the tax on club dues and initiation 
fees was 10 percent. Immediately after the outbreak of the war these taxes 
were increased to the 20 percent rate. As club managers we were more than 
glad to cooperate in collecting as much increased revenue as possible for de- 
fense purposes, with the understanding these emergency increases would be 
eliminated upon the termination of hostilities. 

Unfortunately, the 20-percent rate was not reduced after World War II, and 
it remained with us during the postwar years as well as the Korean emergency. 
Again, during the Korean hostilities, we clearly understood the need for addi- 
tional revenues from all possible sources, and we were more than willing to 
assist in collecting the 20-percent tax. 

The time has now come, however, when this “substantial inequality” (as 
this subcommittee described it) should be removed. Like many other excise 
taxes which were increased as war measures and later reduced, the maximum 
rate of the club-dues tax should not exceed 10 percent in peacetime. The grow- 
ing importance of clubs in the community and civic life of our country has 
done away with the notion that the club-dues tax is a tax on a “luxury.” The 
widespread memberships in and activities of community and social clubs have 
made them an active and integral part of American family life for middle-class 
taxpayers. 

The expenses (including Federal, State, and local direct and indirect taxes) of 
operating business and family clubs have constantly and substantially increased 
in recent years, and, in turn, the amount of club-dues taxes paid to the Goy- 
ernment has increased proportionately as the dues are raised to cover the 
additional costs. This growing spiral of costs and taxes can be slowed down 
considerably by a logical and reasonable reduction of the club-dues tax to 10 
percent. 

Our association respectfully requests this subcommittee to recommend that 
the club-dues tax be lowered to 10 percent. The effective date of the amend- 
ment could be January 1, 1957, so that a loss of revenue to the Treasury, if any, 
would be postponed until 1957 and 1958. 


ASSESSMENTS FOR CAPITAL IMPROVEMENTS 


Our association strongly supports the enactment of that portion of section 
132 of H. R. 12298 exempting from club-dues tax any assessment paid for the 
construction or reconstruction of any social, athletic, or sporting facility (or 
for the construction or reconstruction of any capital addition to, or the capital 
improvement of, any such facility). 

The spiraling costs of capital improvements make it almost financially im- 
possible for many small (and large) clubs to maintain their athletic facilities 
in satisfactory operating condition, and the 20-percent club-dues tax on any 
assessment for construction or reconstruction of such facilities adds materially 
to these costs. An exemption of these assessments from the club-dues tax would 
be of great help to many of our clubs now trying to raise funds for necessary 
improvements to their physical facilities. 


LIFE MEMBERSHIPS 


Briefly, our association is pleased to note from the report of the staffs of the 
Treasury Department and the Joint Committee on Internal Revenue Taxation, 
dated January 9, 1956, to your subcommittee, and from this subcommittee’s 
report to the Committee on Ways and Means, dated April 20, 1956, that there 
is full agreement a change should be made in the annual tax on life memberships 
in social clubs. As noted on page 24 of that report, the present system may 
result in a tax bearing no relationship to the amount paid for the life member- 
ship or the value of the perquisites. Many life memberships in clubs are owned 
by members who, by necessity, have become absent or nonresident members, 
never able to take an active part in the club. In many cases the dues tax on 
such memberships must be paid by the clubs themselves, because of commit- 
ments made many years ago when the clubs were initially soliciting investment 
capital to begin operations. 

Our association strongly endorses section 132 of H. R. 12298, the recommenda- 
tion of this subcommittee and of the Treasury and the Joint Committee on 


* Sec. 543 (a) of the Revenue Act of 1941 increased the tax from 10 percent to 11 per- 


cent. Sec. 302 of the Revenue Act of 1943 increased the tax from 11 percent to 20 percent 
as a war tax rate. 
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Internal Revenue Taxation staffs that the annual tax on life memberships be 
equivalent to the tax on the annual dues and membership fees of the type of 
annual membership providing privileges most nearly like those of the life mem- 
bership. For example, where a life member is nonresident, he should be required 
to pay only the club-dues tax required of a regular nonresident member. 


HONORARY MEMBERSHIPS 


Revenue Ruling 55-198, Internal Revenue Bulletin, 1955-14, 25, as amended 
in Internal Revenue Bulletin, 1955-42, 28, has caused considerable concern 
and confusion among taxpayers and club managers. In this ruling, the Com- 
missioner of Internal Revenue has now defined “life membership” in a club 
to include “an honorary member of a club who is entitled to the use of the 
facilities of the club for a period of indefinite duration.” The revenue ruling 
uses as eXample (d) “all members who have been active resident annual mem- 
bers of the club for a period of 40 years or more.” 

In Revenue Ruling 55-198, the Commissioner has misinterpreted the term 
“life membership” as it appears in section 4241 (a) (3). Originally, the term 
was meant to include those memberships which are granted for life as a result, 
for example, of a substantial initial contribution by the member, this initial 
contribution not being subject to the club-dues taxes. Section 4241 (a) (3) was 
intended to charge the club-fees tax on that membership so long as the life 
member continued to use the club actively without paying any further dues on 
which the club-dues tax would apply. 

The Commissioner has now taken this term “life membership” and stretched 
it to include this unique situation where, after 40 years of contributions and 
payments of club-dues tax, a member is released from payment of any further 
dues. This is different from life memberships, because, for the 40 years prior 
to such honorary membership, the member has paid both club dues and club-dues 
tax. 

Many clubs have provided for such honorary memberships after long and 
active participation by members, not only because of the honor but also be- 
cause many older members 75 or 80 years of age usually have very little occasion 
to use the club. It is also true that stch members may no longer have the 
income to pay dues and tax. Under Revenue Ruling 55-198, it would be necessary 
in such situations to ask the member to withdraw from the club if he could not 
pay the club-dues tax. 

For example, in a social club where the dues would be $150 per year, the 
club-dues tax would be $30 per year whether or not the honorary member ever 
attended the club. However, it is now understood the Internal Revenue Service 
will permit the club-dues tax to apply to a lesser amount of dues established 
by club bylaws, where it can be shown that the 40-year members use the club 
substantially less than active resident members. 

We urge that the tax be based upon the actual amount of dues paid, as 
recommended at point No. 7 under Taxes on Admissions and Club Dues in this 
subeommittee’s report of April 20, 1956. We note, however, that no language 
to carry out this recommendation has been incorporated in H. R. 12298. If this 
is to be done administratively, the Internal Revenue Service could comply by 
revising Revenue Ruling 55-198. 


MINISTERIAL AND SPECIAL MEMBERSHIPS, AND HONORARY MEMBERSHIPS GRANTED THE 
WIDOWS OF MEMBERS 


What has been said above regarding the inequity of the club dues tax on honor- 
ary memberships after 40 years of active membership also applies to the other 
classes of memberships listed as examples (b), (c), and (e) in Revenue Ruling 
55-198. To tax such memberships as full active resident annual memberships is 
unfair and inequitable. 

Our association recommends that where no club dues are assessed upon such 
honorary members, no club dues tax should be required to be paid. 


“DUES” TAX ON LOCKER FEES 


One nuisance tax which causes serious confusion and difficulty has been the 
so-called tax on locker fees announced by the Internal Revenue Service in Revenue 
Ruling 55-318 (I. R. B. 1955-21, 38). 

In that ruling the Internal Revenue Service held that charges for lockers for 
a period of more than 6 days came within the meaning of “dues” as defined in 
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section 1712 (a) of the Internal Revenue Code of 1939 (now sect. 4242 of the 
1954 Code). The assessment and collection of this de minimis type of tax has 
caused more administrative expense and loss of time on the part of club managers 
than almost any other tax. The revenue collections under this interpretation 
of the term “dues” are negligible. 

The Internal Revenue Service has also ruled that not only are locker rentals 
subject to the tax, but the tax must also be paid on charges for cleaning of golf 
clubs. Since this charge is usually about $1.50 per month, the club managers 
are charged with a responsibility of collecting 30 cents club “dues” tax per month 
from only those members who ask for the cleaning service. 

Our association recommends the elimination of this type of nuisance tax by 
a change in the Internal Revenue Service position noted above, or a legislative 
change in section 4242 to make it clear that “dues” refer to assessments or 
charges for social or athletic privileges or facilities, not “housekeeping” necessi- 
ties. . 
PROCEDURES FOR OBTAINING CLUB DUES TAX CREDITS OR REFUNDS 


We agree entirely with the recommendations at page 9 of this subcommittee’s 
report of April 20, 1956, and at pages 43 and 44 of the report of the staffs of the 
Treasury and the Joint Committee on Internal Revenue Taxation regarding im- 
provements in the regulations under sections 6415 (a) and 6415 (d) to facilitate 
credits or refunds of dues tax. If these improvements can be made administra- 
tively by the Internal Revenue Service, as noted in the subcommittee’s report, 
it would help to ease the club managers’ ever-growing tax accounting burdens. 


CONCLUSIONS 


Should the members of this subcommittee or its staff care to have further data 
on the points set forth in this statement, we shall be glad to submit it to you at 
our earliest opportunity. We are interested only in a fair and reasonable reduc- 
tion of the 20-percent club dues tax rate and several technical amendments which 
would give equitable treatment to the members of business, social, and country 
clubs throughout the United States. 


STATEMENT OF Rospert W. Coyne, SPECIAL COUNSEL, COUNCIL OF MOTION PICTURE 
ORGANIZATIONS * 


The Council of Motion Picture Organizations of 1501 Broadway, New York, 
N. Y., in behalf of which I present this statement, represents associations of 
motion-picture theater owners, motion-picture producers and distributors, and 
other groups active in the motion-picture industry. The council is also sup- 
ported by a large group of theater owners who are unaffiliated with any other 
association. Thus this statement represents the point of view of an over- 
whelming majority of motion-picture organizations and individuals active in the 
motion-picture industry. 

The purpose of this statement is to invite once more the attention of Congress 
to the depressed economic condition of the motion-picture industry and to urge 
upon this subcommittee the necessity of recommending complete elimination of 
the Federal admission tax insofar as that tax applies to motion-picture theaters. 

At the oucset, however, I wish to make it plain that everybody in the motion- 
picture industry is deeply grateful for the tax relief that was accorded to our 
industry by the 83d and 84th Congresses. This relief enable thousands of motion- 
picture theaters, which were threatened with extinction, to continue in business, 
encouraged others to reopen and afforded hope to thousands of additional 
theaters that were operating at a loss but now have a chance of becoming 
profitable enterprises. For this relief and its salutary effects upon our business 
I wish once more to express our industry’s deepest appreciation. 

This relief, however, helpful though it has been, has not cured the situation in 
the motion-picture industry or carried out the original wishes of Congress in 
respect to this levy, as will be shown by a brief history of the admission tax 
and its various changes. 

First adopted during World War I, as a war measure, the Federal admission 
tax has been continued, at varying rates, ever since. In 1944 the rate was set 


1Independent Theater Owners Association of New York, Metropolitan Motion Picture 
Theaters Association of New_York, Motion Picture Association of America, Society of 
ea Picture Producers, Theater Owners of America, and Variety Clubs 
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at 20 percent, but with this stipulation clearly set forth in the resolution of 
enactment: “ending on the first day of the first month after the date of the 
termination of hostilities.” Hostilities were officially terminated at noon, Decem- 
ber 31, 1946. 

In the years following World War II the motion-picture industry was beset by 
two developments which brought it to the verge of ruin. One of these was the 
rising costs resulting from postwar inflation. The other was crippling competi- 
tion resulting from the mushroom growth of free television. 

With thousands of theaters closing their doors and extinction facing thousands 
of others, the motion-picture industry appealed to Congress in the Ist session of 
the 88d Congress in 1953 for complete elimination of the admission tax. Both 
Houses of Congress realized at once that only the complete elimination of this 
tax could solve the motion-picture industry’s problem. Accordingly, by unani- 
mous vote in both the House of Representatives and in the Senate, Congress 
passed the Mason bill (H. R. 157), providing for repeal of the 20 percent Federal 
admission tax as it applied to movie theaters. Because of budgetary require- 
ments this bill was vetoed by the President. 

In the 2d session of the 83d Congress both the House and the Senate voted 
partial relief to the picture industry by enacting H. R. 8224. This bill, which 
was approved by the President and became law, reduced admission taxes from 
20 percent to 10 percent with an exemption of all tickets costing 50 cents or less. 
Thus about 9,000 theaters were exempted entirely from the admission tax and 
for the remaining 10,000 theaters the tax was cut in half. 

As was feared at the time, this reduction, while a lifesaver to 9,000 small 
theaters, did not solve the problem for the remaining 10,000 theaters. Accord- 
ingly, the motion-picture industry appealed to the 84th Congress for further 
relief. Realizing that further relief was necessary if a large section of the 
motion-picture industry was to survive, the House of Representatives in the 
2d session of the 84th Congress passed the King bill, H. R. 9875, which extended 
the exemption from the admission taxes to theater tickets costing $1 or less. 
This measure was amended in the Senate to make the exemption 90 cents or less 
and, as amended, the measure was adopted unanimously by both Houses of 
Congress and approved by the President. 

There remain however, 1,363 theaters which are subject to 10-percent Federal 
admission tax. Located for the most part in large centers of population, these 
1,368 theaters have an importance out of all proportion to their number. For 
these theaters not only gross approximately $200 million yearly, which is a fifth 
of the industry’s total theater gross of $1 billion, but they also, because of their 
location in principal centers of population, exert an enormous influence in estab- 
lishing the attraction value of the pictures they play. These are the top key run 
theaters of all of the Nation’s 19,000 active movie houses. The advertising 
which they give to the pictures they play provides the principal stimulant to 
publie attendance at all of the other theaters that play the pictures subsequently. 
It is obvious, therefore, that it is upon the profitable operation of these theaters 
that the motion-picture industry must depend for is continuance as a healthy 
business. 

As can be seen from the foregoing brief history of the admission tax, Congress 
has inched forward to attainment of the goal it sought in 1953, by passage of 
H. R. 157, namely, complete elimination of the Federal admission tax for motion- 
picture theaters. What we are seeking now, and what we hope your committee 
will recommend, is that Congress will complete the job it set for itself in 1953. 
Such action by your committee and by Congress, we might point out, would only 
be consistent with recommendations made by the Senate Select Committee on 
Small Business, which, following hearings during the life of the 83d and 84th 
Congresses, made strong recommendations that the entire admission tax be 
repealed. 

I shall not burden you in this statement with a detailed exposition of the 
general merits of our request for complete elimination of the admission tax, as 
such an exposition would be merely a restatement of material already studied 
by your committee and its staff. By this statement, however, it is hoped to 
reinstate with your committee and its staff, and with the Joint Committee on 
Internal Revenue Legislation, the study now in the files with only such additional 
information as will make the existing material currently relevant (Industry 
report of March 31, 1956). 
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NEW TECHNIQUES 


While further tax relief is necessary, the motion-picture industry is not rely- 
ing on that alone. New techniques and marketing methods are being developed 
with all speed in an effort to reverse the downward attendance trends of the 
last 8% years. Productions of quality unmatched in the industry’s history are 
being brought to the Nation’s screens. Bach phase of the industry’s operation 
is being examined for the introduction of methods of self-help so that the indus- 
try may once again assume its place as a growing and expanding medium of 
entertainment. 


TELEVISION 


Television, as set forth in prior messages to this committee, remains a formi- 
dable competitor. This great medium satisfies millions of people who were for- 
merly regular attendants at theaters, but who are now only occasional and very 
selective customers. Television, of course, is not subject to an admission tax, 
a circumstance that has not been overlooked by Congress when the admission 
tax has been under consideration before. 


CONCLUSION 


It is respectfully urged that the continuing grave problem of the motion pic- 
ture as a business and as a part of American life be kept in mind by this 
subcommittee and by the Congress as it approaches its new studies of excise taxes 
and their effect on the commodities and businesses to which they apply. 

It is believed to be basic as a premise to the justification for any tax that 
“ability to pay” must be established. The continuing struggle for existence of 
the motion-picture industry is public knowledge. 

This organization requests the privilege of continuing to work with this sub- 
committee, the Ways and Means Committee, and with the respective staffs in 
documenting further its prior reports and this present general statement. 

It is confidently believed that any review of the economic facts pertaining to 
the industry will induce this subcommittee and the full committee to revert to 
its position of 1953 and to recommend the full repeal of the admission tax. 


INTERNATIONAL ALLIANCE OF THEATRICAL STAGE EMPLOYES AND MOVING 
PICTURE MACHINE OPERATORS OF THE UNITED STATES AND CANADA, 


New York, N. Y., December 10, 1956. 


To the Honorable Members of the Subcommittee on Hacise Taxes of the Com- 
mittee on Ways and Means. 


GENTLEMEN: The International Alliance of Theatrical Stage Employes and 
Moving Picture Machine Operators of the United States and Canada (AFL- 
CIO), on behalf of its some 65,000 members, asks permission to submit its plea 
for the elimination of the 10 percent admission tax on theater tickets costing 
over 90 cents. We wish to thank the members of the committee for their action 
in 1953 in reducing the tax from 20 percent to 10 percent, and again in the last 
session of the 84th Congress of removing the tax on all tickets costing less than 
the aforesaid 90 cents. Without a doubt, the admission taxes thus far eliminated 
have been of great benefit to many of the smaller motion-picture theaters in this 
country but the continuance of even the present 10 percent is injurious to the 
necessary show palaces of Broadway and the Main Streets of America and above 
all, the legitimate or living theater in the great metropolitan area. 

Due to the constant rise in the costs of producing the great spectaculars that 
are the trademark of stage and screen, it is impossible that admissions to these 
events could ever benefit while the present 10 percent tax is allowed to continue. 
As you know and as we are well aware, the loss in revenue to our Government has 
been truly substantial, but the loss of revenue through a loss in personal income 
taxes that could result from the gradual decline in this type of production would 
greatly outweigh the former. 

As the representatives of the union which represents the employees of the 
legitimate theaters, the show places and the studios and shops where these spec- 
taculars are created, we urge the favorable action of your committee on the 
elimination of the remaining 10 percent tax admissions. 

Respectfully yours, 


WALTER F’. DIEHL, 
International Representative. 
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Ro.LiLeR SKATING RINK OPERATORS ASSOCIATION OF AMERICA, 
Detroit, Mich., November 27, 0956. 
Hon. AIME J. FoRAND, 
Chairman, Subcommittee on Excise Taves, 
Committee on Ways and Means, New House Office Building, 
Washington, D.C. 


DEAR Mr. CHAIRMAN: I understand that your Subcommittee on Excise Taxes 
will be considering H. R. 12298 in the very near future. May I request that my 
remarks be included in the record of your committee. 

Our small-business operated skating rinks need the guidance and support of 
that portion of H. R. 12298, page 31, lines 15 through 22, which will, we hope, 
relieve us of the ever-present threat of again having to collect admissions taxes 
from our patrons, the children, while their fathers and mothers have the oppor- 
tunity of participating in other sports and recreations at greater expense and 
without having to pay admission taxes. 

At present in the current Internal Revenue Code of discriminatory regulations 
excluding municipal-owned skating rinks from collecting admissions taxes under 
any consideration leaves us at the mercy of sudden world events. That portion 
of H. R. 12298 as described above can assist us in being recognized on the same 
level as the balance of the sport and recreation industries. We are certain that 
the support of your skaters will achieve this in our behalf. 

Thank you for your many kindnesses and consideration of the above. 

Sincerely. 

Tuomas 8S. Boyrpston, President. 


New York, N. Y., November 28, 1956. 
Re section 4242, Internal Revenue Code, 1954—Taxes on dues 
COMMITTEE ON WAYS AND MEANS, 
House of Representatives, 
Washington, D. C. 
GENTLEMEN : On behalf of the United States Lawn Tennis Association, a nation- 
wide nonprofit organization composed of about fifteen hundred clubs having 


many thousands of individual members, I submit for the information of the 
committee a memorandum supporting a suggestion that the Internal Revenue 
Codes of 1989 and 1954 have been improperly construed in the definition of 
“dues” and the scope of this term as used in sections 1712 (a) of the 1939 Code 
and 4242 of the 1954 Code. 

Since the Internal Revenue Service apparently intends to insist upon the 
construction referred to in the memorandum, and disclosed by recent rulings, 
the association will appreciate consideration of the enclosure in the hope that 
the committee will amend the code in the manner required to insure interpreta- 
tion given to the definition of “dues” prior to passage of the 1954 Code. 

Possibly the committee will be more fully informed if this letter and enclosure 
are included in the printed record of hearings now being conducted by the 
committee. 

Respectfully, 
UNITED STaTES LAWN TENNIS ASSOCIATION, 
By Lawrence A. BAKER, General Counsel. 


STATEMENT RE Dues Tax ON OPTIONAL PRIVILEGES 


Section 1710 (1), Internal Revenue Code, 1939, imposed a tax of 20 percent 
on amounts paid “as dues or membership fees.” The term “dues” was defined 
to include “assessments” but it was not until passage of the Revenue Act of 1941 
(Sec. 543 (b), effective October 1, 1941) that the 1939 Code was amended to 
enlarge the definition to include the language “and any charges for social privi- 
leges or facilities, or for golf, tennis, polo, swimming, or other athletic or sporting 
privileges or facilities, for any period of more than six days.” The same definition 
appears in section 4242 of the 1954 Code. 

In the House Ways and Means Committee Report and the Senate Finance 
Committee Report on the Revenue Act of 1941, there is a statement that the 
Statute is amended so that the term “dues” is redefined “specifically to include 
certain privilege fees and assessments” not then subject to tax. It thereupon 
became important to interpret what these “certain privilege fees” were and for 
this purpose we naturally turn to the regulations and rulings of the Commis- 
sioner issued at that time. 
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Section 101.22 of Regulations 43, the controlling regulations in the year 1941, 
did no more than paraphrase the statute under the heading “Meaning of Dues 
or Membership Fees.” But, numerous special rulings were issued for the 
guidance of clubs which requested advice, for example: The 1942 Prentice-Hall 
Tax Service, volume 4, at paragraph 66,119 contains a reprint of a telegram 
addressed to the Commissioner by the New Jersey chapter of the Club Managers 
Association of America, reading as follows: 

“Many New Jersey clubs provide lockers which members may rent to store 
their personal effects. The rental charge is entirely apart from club dues and 
members can or need not rent a locker and they may begin or discontinue the 
rental whenever they wish. 

“Usually there are several sizes of lockers and the customary rental charge 
for these is from $5 to $15 a year, according to size. In some cases a Member 
will share in the rental of a locker with another member. Members who do 
not rent a locker are accommodated with locker-room service without restriction 
or charge. 

“Is there a tax on these locker rentals? Please reply collect.” 

The Commissioner replied to this telegram as follows: 

“Reference telegram 26th if rental of locker is optional with members of club 
the rental charge is not taxable as dues. [Telegram dated November 26, 1941, 
and signed D. 8S. Bliss, Deputy Commissioner. ]” 

The same service at paragraph 66,120 reproduces a letter to the Ridgewood 
Country Club dated October 24, 1941, also signed by Deputy Commissioner Bliss, 
advising with respect to charges for the storage of golf clubs as follows: 

“It is stated the golf professional owns the racks in which the golf clubs are 
stored and he employs a man to do the actual cleaning. The professional re- 
ceives payment for storage and cleaning either on a monthly or yearly basis. 
At some clubs the professional collects the charges for storage and cleaning 
while at other clubs such charges are billed by the club along with other club 
charges. 

“Tt is held that if the cleaning and storage charges are purely optional on the 
part of the member and are required only from those members who desire clean- 
ing and storage services, the charges made are not a part of the dues or mem- 
bership fees of the member and are not subject to the tax imposed under section 
1710 of Internal Revenue Code, as amended. However, where the payment of 
cleaning and storage charges is required by all members of the club or of a par- 
ticular class of membership, such charges are subject to tax, if the dues or 
membership fees, including the cleaning and storage charges of an active resident 
annual member, are in excess of $10 a year.” 

The foregoing construction of the statutory definition of “dues” continued 
without interruption for more than 10 years and, as late as 1953, the Service 
confirmed the “optional” approach in its published Revenue Rules 177 (Cum. 
Sull. 1953-2, p. 341). This ruling involved rental of bathhouses and cabanas 
at a beach club and properly held that the members’ payments for such rentals 
must be included in dues for privileges because members could enjoy bathing 
only if they rented such facilities. The clear inference was that in those cases 
where bathing privileges were available in any event, and it was merely possible 
to rent if the member wished to do so, the payment would not be within the 
definition of “dues.” 

This was the declared position of the Treasury and the Service when the 
Congress undertook revision of the code in 1954 and it continued to be so until 
after the 1954 Code was enacted. 

The report of the Committee on Ways and Means, House of Representatives, 
which accompanied H. R. 8300 (1954 Code), reads as follows: 


“SurtTrtLeE D—MISCELLANEOUS Excise Taxes 


“Subtitle D, sections 4001 to 4907, inclusive, consists of a rearrangement and 
simplification of the taxing provisions (including provisions relating to defini- 
tions, exemptions, and certain general provisions) of subtitles B and C of the 
1939 Code (except chs. 7, 9, 15, 26, and 28; subch. B of ch. 25; and pts. VII and 
VIII of subch. A of ch. 27). No substantive changes have been made in th: 
provisions which appear in subtitle D. The provisions relating to procedure and 
administration (including penalties and forfeitures) which were contained in 
subtitles B and C (with the exceptions noted above) of the 1939 Code now 
appear in subtitle F of the bill.” [Italic supplied. ] 

The report of the Committee on Finance of the Senate on H. R. 8300 econ- 
tains the following: 
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“Subtitle D, sections 4001 to 4907, inclusive, as passed by the House, consists 
of a rearrangement and simplification of the taxing provisions (including pro- 
visions relating to definitions, exemptions, and certain general provisions) of 
subtitles B and C of the 1989 code (except chs. 7, 9, 15, 26, and 28; subch. B of 
ch. 25; and pts. VII and VIII of subch. A of ch. 27). The House bill made no 
substantive changes in the provisions of the 1939 code which appear in sub- 
title D.” [Italic supplied.] 

Presumably, the legislative representatives of the Treasury concurred in these 
statements. Certainly there is no record to the contrary. A reasonable con- 
struction of the 1954 code provisions, in the light of the foregoing declarations by 
both committees of Congress, would require the conclusion that the 1954 code did 
not extend or broaden the imposition of taxes imposed under the 1939 code 
but, in effect, adopted the construction which had theretofore been placed by 
the Commissioner of Internal Revenue on the 1939 code. In other words, there 
was congressional approval of contemporaneous construction and not an enact- 
ment which permits a broader construction. 

Nevertheless, and regardless of congressional approval of prior interpretation, 
the Service reconsidered revenue ruling 177, supra, and issued, after passage of 
the 1954 code, revenue ruling 55-138, IRB 1955-21, 33 enlarging the inter- 
pretation as follows: 

“However, the ruling does not limit the application of the tax on dues to 
payments for the use of such privileges or facilities in situations where members 
are required to avail themselves of the privileges or facilities afforded. That a 
member may have the option to decide whether he will avail himself of any or all 
of the activities, facilities, or privileges is not the controlling factor with respect 
to the application of the tax. The test is whether the charge confers the right 
to participate in or use the activities, facilities, or privileges involved for a 
period of more than 6 days. 

“It is held that any charge made by a social, athletic, or sporting club or 
organization to any of its members for the use of any social, athletic, or sport- 
ing privilege or facility, for a period of more than 6 days, irrespective of whether 
the members have the option to decide whether they will avail themselves of 
such privilege or facility, comes within the meaning of the terms ‘dues’ as de- 
fined by section 1712 (a) of the code. Accordingly, since the charges for lockers 
and bathhouses are charges for the use of athletic or sporting privileges or 
facilities, such charges are subject to the tax on dues imposed by section 1710 
(a) (1) of the code.” 

The published report of hearings before a subcommittee of the Ways and 
Means Committee of the House of Representatives, of which Mr. Forand is 
the chairman, contains at pages 222-224 a reprint of a letter from the Club 
Managers Association of America, in which attention is called to the nuisance 
character of a tax on locker rentals and charges for the storage of golf clubs. 
The letter urges a change in the Treasury position, or legislation which will 
make it clear, that the present position of the Internal Revenue Service on the 
facilities referred to is unsound. 

In the light of the feregoing analysis and upon consideration of all of the 
factors involved, the Internal Revenue Service shoukl return to the construction 
which was adopted for the 1939 code and by either regulation or corrective 
legislation deal directly with those instances in which clubs have sought to 
use charges for facilities as a device to avoid the payment of taxes for privileges 
which Congress intended to cover. In other situations where avoidance devices 
have been employed, the Commissioner has found it practicable to attack the 
avoidance device without adopting an unreasonable and unlawful construction 
of the statute. 


STATEMENT OF JAMES W. CASSEDY, GENERAL COUNSEL OF Motor & 
EQUIPMENT WHOLESALERS ASSOCIATION 


Mr. Chairman and members of the committee, I am James W. Cassedy, general 
counsel of Motor & Equipment Wholesalers Association. This is a large and 
rapidly growing international trade association. It is composed solely of 
wholesalers who operate approximately 3,500 places of business engaged in the 
wholesale distribution of automotive parts, tools, equipment and accessories 
throughout the United States and Canada. The business of our members con- 
stitutes a substantial part of the automotive-service industry. They employ 
many thousands of people in their own establishments and contribute substan- 
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tially to the employment of many thousands more in the establishments of the 
manufacturers from whom they buy and the retailers to whom they sell. 

Many of our members operate shops for the reconditioning, repairing, and 
rebuilding of automotive parts and accessories. On their behalf I wish to 
thank you for the privilege of presenting this statement on the subject of excise 
taxes imposed upon such products. During past sessions of Congress repre 
sentatives of our association have on a number of occasions presented statements 
on this subject in an effort to aid your committee in its work on tax legislation. 
Our members appreciate the difficulties involved and wish to give you our 
complete cooperation. 

Section 4061 of the Internal Revenue Code of 1954, as amended, imposes an 
excise tax (a) upon automobiles, trucks, buses, highway tractors, trailers, semi- 
trailers, automobile chassis and bodies, and motorcycles, and (b) upon parts or 
accessories for such vehicles, sold by the manufacturer, producer, or importer. 

The term “manufacturer” is not defined in the code. However, section 316.4 
of regulations 46 of the Internal Revenue Service provides that the term “manu- 
facturer” includes a person who produces a taxable article from scrap, salvage, 
or junk material as well as from new or raw material, (1) by processing, manipu- 
lating, or changing the form of an article, or (2) by combining or assembling two 
or more articles. 

In other rulings the Internal Revenue Service has held that the reconditioning, 
rebuilding, or repairing of automotive parts and accessories constitutes the 
manufacture of such products. 

Revenue Ruling 54-329, issued August 16, 1954, defined a “manufacturer” as a 
person engaged in the production of rebuilt auto parts or accessories for sale or 
for use in further manufacture of other articles for sale. The conclusions of 
the Internal Revenue Service as to what is comprised within the operation of 
reconditioning, rebuilding, and repairing, and the taxable consequences of each 
were set forth, as follows: 

“(1) ReconpIT1IonIne.—The mere disassembling, cleaning, and reassembling 
(with any necessary replacements of worn parts with taxpaid parts) of used 
automobile fuel pumps, water pumps, carburetors, distributors, shock absorbers, 
windshield-wiper motors, brakeshoes, clutch disks, voltage regulators, etc., are 
regarded as reconditioning operations distinct from the manufacture or produc- 
tion of rebuilt articles. The sale or use of such reconditioned parts is not tax- 
able, regardless of who performs the reconditioning operations. However, any 
new taxable parts produced or purchased tax free for use in further manufac- 
ture, but used as replacements in reconditioning such units, are subject to the 
tax when used by the reconditioner. 

“(2) Resurtpine.—Reboring or other machining, rewinding, and comparable 
major operations performed on used parts being processed for sale or for use 
as components of other articles for sale are defined as rebuilding operations con- 
stituting manufacture for purposes of the tax. The person owning parts being 
rebuilt for such disposition is the rebuilder (manufacturer) and is liable for the 
tax on his sales of the rebuilt parts or on their use as components of other 
articles manufactured by him for sale. The tax applies whether the machining, 
etc., operations are performed by the rebuilder himself or by some other person 
in his behalf. 

“The manufacturers’ excise tax applies to the rebuilder’s sale of (a) rebuilt 
batteries, (b) rebabbitted or machined connecting rods, (c) resurfaced clutch 
plates, (d@) rewound armatures, (e) reground or remetalized crankshafts, (f) 
engines in which blocKs are machined (e. g., cylinders rebored, new sleeves in- 
serted, with or without cylinders being rebored) or new blocks installed, and 
(9 Poon iy parts on which machining, rewinding, or comparable operations are 
performed. 

“The tax due upon the sale of a rebuilt part is based upon the price for which 
such part is sold, excluding the value of a like part accepted in exchange. The 
tax due on the use of a rebuilt part as a component of another article manufac- 
tured by the rebuilder for sale is based upon the price for which such or similar 
rebuilt parts are sold in the ordinary course of trade, excluding the value of a 
like part accepted in exchange. Where a taxpaid part is used as a component 
in the manufacture of the rebuilt part, appropriate relief through refund or 
os may be obtained pursuant to the provisions of section 3443 (a) (1) of the 
code. 

“The conclusion of the Service that rebuilding constitutes manufacturing and 
that the sale of rebuilt parts is subject to manufacturers’ excise tax has been 
sustained by the courts. See Clawson and Bals, Inc. v. United States (182 Fed. 
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(2a) 402, certiorari denied, 340 U. S. 883) ; Armature Haechange, Inc. v. United 
States (116 Fed. (2d) 969, certiorari denied, 318 U. 8. 573). 

“(3) Reparrtnc.—The restoration of an owner’s part to usable condition (but 
not for purposes of sale or for use as a component of other articles for sale) 
constitutes a repair operation whether performed by the owner himself or by 
others acting in his behalf. As manufacturing has been defined as the pro- 
duction of rebuilt articles for sale, a rebuilding operation will under no circum- 
stances be considered a repair, since the purpose of rebuilding as construed above 
is the restoration of the article for sale. The use by an owner of a repaired part 
does not give rise to a tax under section 3444 of the code, since such use by a 
person who is not construed to be a manufacturer or producer is not considered 
the kind of use contemplated by that section. Conversely, however, the use by a 
rebuilder of a rebuilt part will be taxable under such section. 

“Where a part has been repaired, the repairer must retain in his possession 
such evidence or documents from which the nontaxable nature of the operation 
can be readily ascertained. However, if taxpaid parts are used or sold in the 
course of a repair operation, no adjustment of the tax thereon will be allowable.” 

Subsequently on February 21, 1955, Revenue Ruling 55-98 amplified the fore- 
going, as follows: 

“Advice has been requested concerning the method of determining the tax due 
when a ‘rebuilt’ armature is used in ‘reconditioning’ a generator for sale (in- 
cluding exchange). 

“An automobile shop operates a generator exchange service. A generator 
accepted in an exchange is disassembled and cleaned, the armature is rewound 
or replaced with a previously rewound armature, and the generator is then 
reassembled, repainted, and placed in stock for subsequent exchange. The ex- 
change price of such a generator is $10, while the established exchange price of a 
rewound armature is $1.50. 

“In the instant case the rewinding of the armature constitutes a ‘rebuilding’ 
operation on a part which is then used as a component in the ‘reconditioning’ of 
the generator. The tax should be based, therefore, upon the established selling 
price of such a ‘rebuilt’ armature, namely, $1.50, excluding the value of a like 
part accepted in exchange.” 

Thereafter on April 30, 1956, Revenue Ruling 56-189 revoked Revenue Ruling 
55-98 and modified Revenue Ruling 54-329, as follows: 

“The Internal Revenue Service has reconsidered Revenue Ruling 54-329, C. B. 
1954-2, 405, and Revenue Ruling 55-98, C. B. 1955-1, 524, particularly with 
reference to the taxability of reassembled generators containing armatures re- 
wound by the reassembler and rebuilt clutch assemblies. As a consequence of 
such reconsideration, the Service has now concluded that the positions taken in 
these rulings as applied to reassembled generators and rebuilt clutch assemblies 
are not sound. 

“Therefore, it is held that the manufacturers excise tax applies to the re- 
builder’s sale of a reassembled generator containing an armature rewound by 
the reassembler, and to a rebuilt clutch assembly. Revenue Ruling 55-98 is 
revoked and Revenue Ruling 54-329 is modified accordingly. 

“Because of the reliance which may have been placed on these revenue rulings 
by generator and clutch rebuilders, the instant ruling will not be applied to 
sales occurring prior to June 1, 1956, except that any tax which may have been 
paid by generator rebuilders on generators containing armatures rewound by 
them or by clutch rebuilders will not be refunded.” 

Shortly thereafter, the Internal Revenue Service issued Revenue Ruling 56— 
192, which provides: 

“In computing the manufacturers excise tax on exchange sales of rebuilt 
automobile parts (or accessories) by the rebuilder, the law provides, in effect, 
that the amounts allowed to customers for like used parts accepted in exchange 
are not to be included in the basis of tax on the rebuilt parts. In such ease, 
however, the rebuilder’s records must show that (1) the used parts accepted 
are identified as relating to sales of specific rebuilt parts and (2) such used parts 
are like, both in kind and in number, the rebuilt parts for which they are ac- 
cepted in exchange. On outright sales of rebuilt parts, the tax must be com- 
puted on the actual prices charged. However, subsequent to an outright sale, 
the rebuilder may accept like used parts from the customer and credit his 
account for the value thereof. In such case, the rebuilder may take a credit 
or file a claim for refund in the amount of tax paid upon the portion of the sale 
price which is readjusted in this manner except that, for purposes of this credit 
or refund, the rebuilder may not readjust the sale price by crediting the value 
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of any number of used parts in excess of the number of like rebuilt parts sold 
outright to that particular customer.” 

The foregoing revenue rulings clearly illustrate the difficulty, lack of uni- 
formity, and the inconsistency of the Internal Revenue Service in administering 
the law imposing excise taxes upon the sale of reconditioned, rebuilt, and re- 
paired automotive parts and accessories. These rulings also illustrate the 
confusion, uncertainty, and extreme difficulty of the automotive wholesaler, 
who operates a small repair shop, to understand or to comply with this law. 
It has been impossible for such wholesalers, who are not manufacturers but are 
small-business men engaged in wholesaling, to understand why our Government 
desires to tax their sales of reconditioned, rebuilt, repaired automotive parts and 
accessories when an excise tax has already been paid on the sale of such articles 
when they were new. Moreover, to tax the sale of such articles each time 
they are reconditioned, rebuilt, or repaired, results in taxing the sale of the same 
article over and over as many times as the article is reconditioned, rebuilt, or 
repaired, and sold. 

It is believed that Congress did not intend to tax the sales of reconditioned, 
rebuilt, or repaired automotive parts and accessories by wholesalers. They are 
not manufacturers and only by a strained, arbitrary, unsound definition can 
the reconditioning, rebuilding, or repairing be considered the manufacturing of 
such articles. 

To manufacture is to make or create by giving materials new forms, qualities, 
or properties. 

To recondition, rebuild, or repair is to restore an article to its quality, property, 
or form. 

There is no excise tax imposed upon repaired automobiles and trucks. The 

ax is only on new automobiles and trucks. By analogy there should be no tax 
upon repaired automotive parts and accessories. 

Finally, it is contended that the small amount of revenue collected from the 
imposition of excise taxes on the sales of reconditioned, rebuilt, and repaired 
automotive parts and accessories is not sufficient to justify the substantial 
expense and difficulty in administering the law. 

For these reasons, it is submitted that that section 4062 (b) of the Internal 
Revenue Code be amended by deleting the present language and inserting instead 
the following: 

“(b) Reconditioned, rebuilt, or repaired automotive parts or accessories, 
when sold as such shall not be deemed parts or accessories for articles 
enumerated in section 4061 (a), or deemed subject to excise taxation.” 

Or comparable language clearly indicating the intent of Congress to tax the 
manufacture of such articles and not the reconditioning, rebuilding, or repairing 
of used automotive parts and accessories. 


STATEMENT OF ADM. FREDERICK J. BELL, EXECUTIVE VICE PRESIDENT, NATIONAL 
AUTOMOBILE DEALERS ASSOCIATION 


Mr. Chairman, and members of the committee, I wish to thank you for the 
privilege of appearing before you and for the opportunity of expressing the 
views of the industry which I represent. 

At the outset permit me to say that the testimony which I am offering to 
you today is consistent with the position which we have maintained in previous 
appearances before the committees of Congress relative to the subject of excise 
taxes. 

The National Automobile Dealers Association represents some 30,000 fran- 
chised new automobile and truck dealers in the United States. NADA members 
sell approximately 90 percent of all the new automobiles and trucks sold in this 
country. They sell 50 percent of all the used cars and trucks sold. 

We are speaking, also, in the interest of our customers—the farmer, the 
defense-plant worker, the miner, the salesman, the doctor, the businessman, 
the housewife—who depend upon the vehicles we sell and service for their 
livelihoods. 

Today it would be impossible for millions of Americans to earn their livings 
and to contribute to the strength and security of our Nation if it were not for 
the automobile and truck. We know from recent surveys that 77 percent of 
all automobile trips are made for the purpose of earning a living or for some 
other economic activity, and that 95 percent of the Nation’s 58 million passenger 
cars are used for essential purposes. 
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The essentiality of the automobile and truck to the economic growth and 
well-being of our country is unquestioned. The sale and distribution of auto- 
mobiles is one of the Nation’s largest and most important industries and, as 
such, is of vital interest to the American public. 

The automobile industry is the Nation’s No. 1 employer. The graph below 
gives some indication of the number of persons whose employment is directly 
due to the existence of the industry. 


5,737,153 


TEN MILLION JOBS 


Truck Sales and Motor Car allied Public Bus 
Employees Servicing Production pusinesses Roads Employees Refining 


In terms of employee compensation, motor vehicle production and sales alone 
account for a payroll of nearly $7 billion annually. Thus over 3 percent of all 
compensation paid to employees in all industries in the United States originates 
in these two facets of the automobile industry. This figure is based upon the 
earnings of approximately 3 million of the more than 10 million employees in 
the motor transport field. Obviously, an inclusion of the other 7 million would 
radically increase the 3-percent figure. 

Perhaps no single statement more accurately describes the status of the 
automobile industry in the economy of America than that of Dr. Edwin G. Nourse, 
former Chairman of the President’s Council of Economic Advisers. 

Dr. Nourse, writing in The Commercial and Financial Chronicle, says: 

“There is an old political saying: ‘As Maine goes, so goes the Nation.’ I think 
I could make a fairly good case for saying ‘As goes the automobile industry, 
so goes the Nation.’ This is an automobile age, and what the automobile maker 
and dealer do or fail to do is a very important prime factor in determining 
whether business, in general, will be running down, or running wild, or running 
sweetly in a middle area between those two extremes. They do not simply 
ride on the wave of prosperity that is created by forces outside their own 
control.” ? 

The economic importance which Dr. Nourse attributes to the automobile 
industry is by no means exaggerated. The accuracy of his comment is sub- 
stantiated both by the available economic data and by men in Government, busi- 
ness, and in the academic world whose lives are devoted to an understanding of 
the complex interrelationships and interactions of our economy. 

The sentiment expressed by Dr. Nourse as to the importance of the industry 
is the rule rather than the exception in Government circles. 

The Joint Committee on the Economic Report in discussing the resurgence of 
economie activity following a downturn during the latter part of 1954 says: 

“The economy has been improving since late in 1954. The present recovery 
is sparked by automobiles said steel production, homebuilding, and inventory 
reversal,’’5 

Emphasizing the role played by the automobile industry in this economic re- 
vival, the committee report goes on to state: 


1 Manufacturing employees’ compensation, Department of Commerce; retail employees 
compensation, National Automobile Dealers Association—estimates based upon Depart- 
ment of Commerce information. 

1608 eae Edwin G., the Commercial and Financial Chronicle, Thursday, October 23, 

952, p. 10. 
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“Cutbacks in automobile production ordinarily carry with them cutbacks in 
supplying industries such as steel, glass, and textiles. Inasmuch as about 15 to 
20 percent of the steel production is for use in the automobile industry, the wide- 
spread extent of the possible repercussion carries series implications for the 
economy as a whole.’’* 

The department of Commerce’s Office of Business Economics comments on the 
same topic as follows: 

“The fact that industrial production for November 1954 hit the year earlier 
level for the first time in 1954 was as simple as cause and effect * * * Only those 
industries affected by the demands of the automakers spurted.’’® 

Speaking before the Senate in March of 1954, Senator Paul Douglas, referring 
to the economie slowdown then taking place and supporting a decrease in the 
excise tax on automobiles, said: 

“Since the automobile industry is the greatest single user of steel, falling off 
of the production of automobiles has resulted in a drop in the production of steel, 
which has helped shut off the market for coal. The chain reaction ramifies itself 
throughout the country * * * 6 

Senator Charles E. Potter speaking also on the excise tax problem stated : 

“* * * A high excise tax, which is discriminatory against a basic industry, such 
as the automobile industry, retards the industry concerned; and in effect its ten- 
tacles spread throughout the entire economy.’ 

In the House of Representatives, as in the Senate, the strategic role played by 
the automobile industry in our economy is recognized. Congressman Louis C. 
Rabaut in August of 1954 was quoted in the Congressional Record as follows: 

“Mr. Speaker, there never has been any question in my mind, since the first 
time I entered the House in 1935, as to the importance and the preeminence of the 
automobile industry in the free American way of life. I have watched the city of 
Detroit and the State of Michigan and the entire Nation grow in strength and 
vigor and prosperity because of the automobile. 

“The automobile industry is one of the sturdiest props upon which our economic 
structure rests. 

“It can be said, generally, that what is good for the auto manufacturing indus- 
try is good for the national economy. Its byproducts are sold and its influences 
are felt in every corner of the land. It is the chief customer of the steel industry 
and what affects the former works a hardship or otherwise, as the case may be, 
upon the latter. Rubber is dependent in great measure upon the automobile. 

“In short, the auto industry is one of our pivotal American industries, the suc- 
cess and furtherance of which should be the deep concern of our Government, our 
policymakers and of every citizen of our land. 

“For in war and peace, it has been a staunch defender of our liberties and a 
most productive and dependable friend.”’® 

Mr. Sloan, speaking of the General Motors Motorama and discussing the 
changes made in the 1955 automobiles, had this to say: 

“You may say well, that’s important [the model changes] to the automombile 
industry. It certainly is, because it underwrites, in the case of General Motors, 
full employment for five-hundred-odd-thousand people that are employed at our 
various centers of operation. 

“But it also underwrites the employment of suppliers on whom we are de- 
pendent for parts, and their workers—and the producers of raw materials, the 
services, and all that sort of thing. 

“Not only that, but moving into the distribution side, it has a stimulating 
effect in every little main street and every big main street in every great urban 
center and in every city, town, and crossroad in the United States. It’s really 
a worthwhile thing from the standpoint of a stimulation of the whole economic 
system * * *”° 

Charles F. Kettering, pioneer automomile maker whose imprint has been 
left on every phase of the industry, provides us with a benchmark on the impor- 
tance of the automobile industry dating back over 20 years. Writing with Allen 
Orth in the New Necessity, Mr. Kettering commented : 

“We hear our age described as an age of steel or of electricity, but the age of 
automobiles would fit just as well. Glance out of your office window at the 


§ Joint Economic Report, 1955, p. 2. 

# Ibid., p. 27. 

5 Business Week Magazine, February 26, 1955, p. 28. 

® Douglas, Senator Paul, the Congressional Record, March 25, 1954, pi 3840 
* Potter, Senator Charles B., the Congressional Record, March 15, 1955, p. . 

§ Rabaut, Congressman Louis C., the Congressional Record, August 20, i954 p. 15712. 
*Sloan, Alfred P., speech at General Motors Motorama, January 17, 1955, pp. 2 and 3. 
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scurrying cars, trucks, and buses, all drawn by tiny threads of gasoline. No 
cobblestone streets there—just smooth boulevards flanked by 30-, 40-, and 
50-storied buildings. The manufacturing of the automobile, America’s greatest 
industry, has erected many of these buildings, has caused many of those boule- 
yards to be laid, and has taken its place as leader of our economic forces.” ” 

Undoubtedly, the most famous name in steel today is that of Benjamin F. 
Fairless, chairman of the board of the United States Steel Co. With regard to 
the automobile industry, Mr. Fairless expresses his sentiment thus: 

“For what America is today, much credit must be given to the unfailing enter- 
prise of the automobile industry—it has fathered the oil industry and the rubber 
industry, it has provided our largest single market for steel, and it has duilt 
the great network of roads and highways that we have today. 

“In short, it has created millions of jobs in almost every conceivable branch 
of our economic life, and has added billions of dollars to our national income.” ™ 

Writing in The Structure of American Industry, D. A. Moore, of Michigan 
State College, states: 

“* * * the automobile industry is more than transportation; it is a way of 
life. It is an item of conspicuous consumption, prestige, and comfort for people 
of all levels. In 1952 retail expenditures for automobiles, their maintenance, 
accessories, and fuels amounted to 11 percent of the gross national product. 
This did not include public expenditures for roads, bridges, and parks, nor did 
it include expenditures for automobile-related items as tourist camps, outdoor 
recreation equipment, billboard advertising, etc.” “ 

Dr. Theodore Morgan, of the University of Wisconsin, discussing the rise of 
four major industries during the period of 1900-29, assigns to the automobile 
industry the position of primary importance. Dr. Morgan comments: 

“A negligible infant in 1900, with a production of 4,000 cars, it [the auto in- 
dustry] had expanded to an annual output of 5.6 million cars by 1929, carrying 
along in its wake the auxiliary industries of road construction (a government- 
directed industry), petroleum, steel, glass, and rubber—until, it is argued, there 
is no business in the United States which does not contribute goods or services, 
directly or indirectly, toward the making of cars.” “ 

Before addressing ourselves to the fundamental underlying consideration of 
whether or not the excise tax should be applied to this industry at all, there are 
several specialized situations I wish to present for your consideration. 

Probably no other factor will contribute more to the safe and intelligent use 
of our streets and highways than a properly schooled and indoctrinated driving 
public. To a very large extent the formal development of a program to accom- 
plish this purpose has been instituted and carried on by the franchised automo- 
bile dealers of America. Last year approximately 10,000 new automobiles were 
contributed by the franchised dealers of America to the driver training instruc- 
tion programs being conducted by various high schools throughout the Nation. 
These automobiles which were valued at approximately $21 million were made 
available on a gratuitous basis for the use of such driver instruction. 

It was necessary for the automobile dealer lending one of his new cars to a 
school to pay the Federal excise tax on it. When the vehicle was returned to the 
dealer it, of course, then was a secondhand car and had to be disposed of by him 
as such. It is obviously unfair for the Federal Government to impose the excise 
tax upon automobiles devoted to this purpose. We urge this committee to 
initiate action to remove the tax from this class of automobiles. 

There is a second specialized situation where again we believe it desirable to 
eliminate the imposition of excise tax upon the sale of new automobiles and 
trucks. That is the situation in which such vehicles are sold to religious and 
nonprofit educational institutions. We do not believe that the present tax provi- 
sions pertaining to such sales are proper and urge you to eliminate such tax. 

This committee cannot help but concern itself initially with the more basic 
consideration of whether or not the excise tax should be applied at all, in some 
instances or as related to the overall tax picture, what amount of tax should be 
levied in a specific case. Both of these factors present themselves when the 
excise tax on new automobiles and trucks is considered. 


10 Kettering, Charles F., and Orth, Allen, The New Necessity, 1932, p. 15. 

Fairless, Benjamin, F., quoted in the Engineering Interpretation of the Economic and 
Financial Aspects of American ee George S. Armstrong & Co., N. Y., 1955, p. 53. 

122 Moore, Daniel A., chapter entitl “The Automotive Industry” in The Structure of 


American Industry, edited by Walter Adams, Michigan State College, 1954, p. 275. 
43 Morgan, Theodore, Income and Employment, University of Wisconsin, 1952, p. 220. 
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Excise taxes were designed initially to provide funds with which to meet a 
national emergency. That emergency has passed. We are beginning to wonder 
if a crisis-inspired prop to the economy has become a lasting foundation of the 
country’s financial structure. We ask ourselves now if a concept based on ex- 
pediency has become a custom stamped with permanency. 

It is our position that the excise tax should not be applied at all to the auto- 
mobile industry. 

There are six reasons for this position : 

1. The justification and purpose of the tax as originally designed no longer 
exists. 

2. The tax is discriminatory. 

3. The tax penalizes the lower income groups. 

4. The tax is a glaring example of multiple taxation. 

5. The tax restricts mobility. 

6. The tax is a threat to customer demand and employment in the automotive 
and related industries. 

May I develop these briefly one at a time? 

First. We have been living with excise taxes on and off since 1917, and at 
increasing rates since 1932, and the experience has proved to us—and congres- 
sional reports have concurred—that these highly selective taxes are objectionable, 
and were so regarded when they were enacted in 1932 as temporary measures to 
meet the depression, when they were increased in 1941 because of defense needs, 
and when they were further revised upward after the Korean outbreak. We 
think it is basically inequitable to perpetuate a tax that can be justified only ona 
temporary or emergency basis. 

Second. Competitive transportation and industrial equipment are not similarly 
taxed. Citizens who are dependent upon the motor vehicle are required to bear 
a disproportionate share of the tax burden. Residents in the 25,000 communities 
without rail service and the 6 million persons living in the 2,140 communities 
without streetcar or bus service are unjustly penalized. In other words, these 
people are subjected to a tax inequity because they happen to live where they do. 
A tax that is so discriminatory should not be allowed to stand. 

Third. The present taxes are unfair to the lower income group which comprises 
more than 75 percent of the passenger-car owners. These 43 million people of 
small resources make up a group whose welfare the Members of Congress have 
constantly in mind. Members of this lower income group, like practically all 
other automobile owners, bear an extra burden of taxation because they have 
found it necessary to use cars for getting back and forth to work, or for other 
essential travel. 

Fourth. Payment of taxes by an automobile owner does not cease with the pur- 
chase of the new vehicle. Throughout the life of his car, he must pay both 
Federal and State taxes on all future purchases of gasoline and oil. Whenever 
his ear needs repairs involving replacement parts or new tires and tubes, he will 
be paying additional excise taxes. Each year, of course, he will pay license fees 
and in many States sizable property tax on his essential vehicle. 

As for the manufacturer, the tax does not become any less discriminatory 
merely because it is passed along to the consumer as a higher cost of doing busi- 
ness. The discrimination remains, due to the competitive relation between auto- 
motive manufacturers and makers of other transportation equipment, including 
streetcars, subway, freight and passenger trains, trolley coaches, and aircraft; 
and between manufacturers of farm implements, tractors, and combines. None 
of these products is subjected to the Federal excise tax; yet none of them can be 
said to be more essential, either in peace or in war, than the passenger car, the 
truck, and the parts needed for their maintenance and repair. 

Fifth. The present law discriminately singles out on type of transportation 
equipment for general tax purposes, the motor vehicle. In so doing, that part of 
commerce borne by automobiles and trucks is penalized. Motor vehicles carry 
approximately three times as much freight as the combined total hauled by all 
other forms of transportation. Motor transportation, however, in being sub- 
jected to excise taxes bears a burden from which competing forms of transporta- 
tion are free. There is no comparative excise tax on other freight carrying units, 
yet no one contends that the motortruck is any less essential. 

Like passenger cars, motortrucks, traveling an estimated 100 billion miles a 
year, continue throughout their active life to carry a punitive taxload. The 
Federal tax burden doesn’t stop with the manufacturer's excise tax on each new 
unit. Their future use after purchase is a continual round of excise taxes when 
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they consume other automobile products. Basically, there should be no difference 
between a tax on automotive and aircraft parts; between truck tires and railroad 
wheels ; between gasoline and locomotive fuel. In actual practice, however, only 
the automotive items are subjected to the tax. 

Sixth, There are approximately 58 million automobiles in operation today, or 
1 vehicle for every 234 people in America. This many users—the approximately 
40,000 dealers and their 700,000 employees, the manufacturers and their 1 million 
employees, plus almost 9 million more engaged in highway transport industries— 
all depend for a livelihood on a healthy automotive economy. 

So do the supporting industries which have such a large percent of their output 
taken by the automotive industry. Im a typical year the automotive industry 
bought 17 percent of all steel, 80 percent of all rubber, 69 percent of all plate 
glass, 65 percent of all upholstery leather, 35 percent of all lead, 9 percent of all 
tin, and 10 percent of all cotton sold in the United States. 

Such a widespread consumption rate depends upon continued high auto- 
motive demand, production, and employment. The future of these three depends 
to a large extent upon the price of the vehicle and the key to price in the present 
market may well be the excise tax. 

In presenting this position to you we recognize and assume our responsibility 
for paying our fair share of the tax burden. We are not seeking to deprive the 
Government of necessary revenue. We do contend that taxes should be fairly 
and equitably distributed among all segments of the public. We do not feel that 
the present tax meets these standards. Because of all of these factors we are 
strongly opposed to a continuation of the excise tax as it now applies to the 
automotive industry. 


INTERNATIONAL UNION, UNITED AUTOMOBILE, AIRCRAFT, AND 
AGRICULTURAL IMPLEMENT WORKERS OF AMERICA, UAW, 
Detroit, Mich., December 14, 1956. 


Hon. AIME J. Foranp, 
Chairman, Subcommittee on Excise Taxes, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear CONGRESSMAN ForAND: This letter is being submitted for inclusion in the 
record of the hearings held by your subcommittee on excise tax policy, rates, and 
problems. We are enclosing three copies for that purpose. 

We in the UAW are opposed to all excise taxes on essential goods and services. 
Basically, an excise tax is a tax on consumption. When imposed on necessities, 
it falls most heavily on those who can least afford to pay, and places a dispro- 
portionate tax burden on the lower and middle income groups. We believe that 
the burden of taxation should fall most heavily on those who can most afford it. 

We take this occasion to note specifically our opposition to the excise tax on 
automobiles, trucks, and related parts on the following grounds: 

1. The tax, which was originally adopted as a temporary war and emergency 
measure, has been repeatedly extended even though the excise tax on less essential 
commodities, and even on luxuries, has been reduced or removed. 

2. Because the automobile and the truck are essential to the operation of our 
economy, the excise tax adds to the cost of living of every American. 

3. The excise tax on both cars and trucks bears most heavily on wage and 
salary earners in the middle and lower income brackets, on small business 
operators and on farmers. 

4. At a time when unemployment is a serious problem in the automobile in- 
dustry, the excise tax results in higher prices and a smaller market for cars and 
trucks, and,this increases the burden of unemployment. It affects also the 
workers in many other industries which supply materials to the automobile 
industry. 

In elaboration of these points, I should like to direct your attention particu- 
larly to the following facts : 

1. When the excise tax on automotive products was first imposed as an emer- 
gency measure in World War II, and again when it was increased during the 
Korean outbreak, it was accepted by Congress as a temporary means of meeting 
the then current needs for revenue. The intention to impose it only as a 
temporary measure is clearly established by the fact that it was slated to be 
reduced by April 1, 1954. However, the excessive rates were extended re- 
peatedly, the latest extension being that of early this year when they were con- 
tinued to April 1, 1957. 
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Meanwhile, taxes on other, less essential goods and services have been cut far 
below the levels set during the fighting in Korea. The rates on fountain pens, 
mechanical pencils, cigarette lighters, and sporting goods have been cut by one- 
third; the rates on movie admissions, furs, jewelry, cosmetics, luggage, and 
photographic equipment have been cut by one-half; and the tax on motorcycles 
has been repealed entirely. We fail to see why commodities as necesSary as 
automobiles and trucks should be refused relief when taxes on less essential 
goods and services and on luxuries are reduced. 

2. The fact that the automobile and the truck are necessities in our economy 
today is beyond dispute. Without automobiles, millions of workers would be 
unable to get to their jobs. Surveys have repeatedly shown that more than half 
of all passenger car mileage is connected with earning a living or with other 
economic activity. Without trucks, goods would be unable to get to market. 
Trucks carry three times as much freight as the combined total hauled by all 
other forms of transportation. The excise tax on passenger cars adds directly 
to the cost of earning a living. The excise tax on trucks tends to increase the 
cost of all materials, parts and finished products carried by this means, thus 
adding to the price to the consumer of virtually every article of commerce. 

3. The impact of this tax falls with excessive weight on those who are least 
able to pay it without hardship. Over 50 percent of passenger cars are owned by 
families with incomes below $5,000 a year. Most trucks are owned by individuals 
or by Small business firms, who are finding it increasingly difficult to maintain 
their position in an economy dominated by the big corporations. The largest 
single group of truck owners are the farmers, on whom the excise tax is espe- 
cially oppressive in the present farm recession. 

4. Repeal of the unjust tax on cars and trucks would increase job opportunities 
which are greatly needed and would generally stimulate the economy. The 
latest available figures show that in the Detroit area, for example, there were 
84,000 workers unemployed in November of this year, compared with 35,000 in 
November 1955. 

But it is not only automobile workers who are affected. The automobile 
industry is the largest single consumer of steel, rubber, glass, textiles, and electri- 
cal equipment. It directly and indirectly affects the employment opportunities 
of more Americans than any other industry. 

The excise tax is a significant part of the price of automobiles and trucks, and 
it therefore tends to narrow the market and reduce employment. 

The importance of price in determining the level of production in the industry 
was recognized by the president of the National Automotive Dealers Association 
in his recent warning to the auto manufacturers that higher price tags on the 
1957 models “‘could mean the difference between a 6,500,000 to 7,000,000 car year 
or a 5,500,000 to 6,000,000 car year.” By permitting lower prices, the repeal of 
the excise tax on cars and trucks could mean the difference between full em- 
ployment or continued unemployment in the automobile industry. 

We recognize that your subcommittee has a right to be concerned over the 
question of whether excise tax elimination or reduction would actually result 
in lower prices. If the major automobile corporations were to take advantage 
of excise tax relief to increase their own prices and profit margins, consumers, 
the economy in general, and the workers directly and indirectly dependent upon 
the motor vehicles industry for employment would all be deprived of the great 
benefits that would otherwise flow from such tax action. We believe, therefore, 
that it would be entirely proper for your subcommittee to take precautions 
against this danger. We suggest that the subcommittee, as a condition of 
recommending excise tax relief, might require the major automobile and truck 
corporations to give assurances at public hearings that consumers will be pet- 
mitted to enjoy the full benefits of excise tax relief and that prices will not be 
raised to offset in whole or in part the price reductions that purchasers of vehicles 
would otherwise obtain through elimination or reduction of the excise tax. 
Such action by the subcommittee, adequately publicized, would generate power- 
ful public opinion pressure on the manufacturers to honor such commitments. 

The benefits to the economy and the prosperity of the Nation from the outright 
repeal of the excise tax on automotive products would be substantial. The very 
least that should be done at the present time is to reduce this tax to the pre- 
Korean level. I sincerely urge that you give favorable consideration, preferably 
to the repeal, or failing that to a sharp reduction in this unfair, discriminatory 
and regressive tax. 

Sincerely yours, 


WALTER P. RevtTuHER, President. 
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STATEMENT OF W. H. CRAVEN, CONTROLLER AND ASSISTANT SECRETARY, ZIPPO 
MANUFACTURING Oo., BRADFORD, Pa. 


As a representative of one of the principle manufacturers of cigarette light- 
ers, I wish to have your committee give careful consideration to our plea for 
relief from the 10 percent manufacturers’ excise tax on lighters. 

Our primary concern is to produce a perfect lighter which is American made 
and a product of reliability for all purchasers. To continue to produce an ex- 
cellent product and to remain competitivewise, we hereby plead for the elimina- 
tion of the manufacturers’ excise tax; first, to keep the price of the lighter down 
to a fair sales price, and, second, to offset the flood of cheap importations from 
foreign sources. Relief from this excise tax would give our company a better 
bargaining position in the competitive market. 

Our companies have suffered greatly from copies of our lighters made in 
foreign countries and shipped to the United States as parts and assembled here 
by various individuals or companies and resold. No protection has been given 
us against reproductions of our same model lighters sold for a fraction of our 
cost. Foreign competition was further encouraged by reduced tariffs. 

People have bought these lighters with the understanding they were buying 
Zippos. Numerous lighters are received by Zippo Manufacturing Co. daily re- 
questing free repair service on their lighters because the owners assumed they 
were Zippo lighters which carry a lifetime guarantee. This requires our com- 
pany to write a letter to each individual explaining the reason we cannot repair 
such lighters. 

Another factor is that such parts when assembled in this country are not 
plainly stamped for the buying public to see the place of manufacture of these 
foreign importations. 

A hearing called “Peril Point” Investigation in Connection With Items Listed 
for Consideration in Negotiations With Japan and Other Countries, at which 
Zippo executives testified before the United States Tariff Commission on De- 
cember 23, 1954, failed to produce any relief to our situation. 

In 1948 there were 60 American producers of lighters operating in the United 
States. Today there are 12 remaining, of which 7 produce only this 1 product. 
A substantial amount of manufacturers’ excise tax was lost to the United States 
Government, and four-fifths of the exicse tax they are now collecting would be 
lost if the remaining American lighter companies were forced to open factories 
in Japan to compete costwise. 

The solution does not lie in increasing our prices to offset increased wages and 
material costs since this results in widening the gap between cheap foreign 
imitations and our own American-made lighters. The solution lies in the 
elimination of the manufacturers’ excise tax and the restoration of tariff duties 
to their original level, as well as restrictions on the number that may be imported 
each year. 

As a member of the Federal Excise Tax Council, Inc., we would like to see 
the committee give careful consideration to the following excerpts under section 
4216 which was previously submitted in a draft and testimony of Mr. Maurice 
Paul, Jr.: 


“Sec. 4216. DEFINITIONS 
“(a) Sate price.—For the purposes of this chapter in determining the price 
for which an article is sold— 
+ af a ” « 
“(2) there shall be excluded, whether or not stated as a separate charge: 
* = ca * * 
“(B) any bona fide carrying, delivery, handling, insurance, installa- 
tion, interest, maintenance, repair, service, special packing upon order 
of the vendee, transportation, warranty, or other charges for facilities 
or services to be furnished by the manufacturer after the sale of the 
article at the factory or the point of regular distribution. If such 
charges are no stated separately, or if stated separately but not in a 
bona fide amount, only the actual cost involved in supplying the service 
or facility shall be excluded ; 
a x ca * * 
“(E) any commissions paid to a manufacturer’s representative acting 
as an independent contractor in arranging distribution of the article 
the sale price of which is being computed under this section. 
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“In 1932 the House Committee on Ways and Means recommended a general 
excise tax be imposed and administered uniformly and without discrimination. 
Each member of a competitive group must pay upon substantially the same basis 
as all of his competitors, even though his sales method may differ. Consequently, 
the bill requires that every effort be made to estimate the manufacturer’s or 
producer’s price at the place of manufacture of product. This price may be 
established by existing wholesale prices or by a system of discounts from retail 
prices or by building up from the cost of production, whichever method may be 
most practical. 

“Severe and justified criticism may be expected whenever one manufaeturer is 
permitted to pay a lesser tax than his competitor” (H. Rept. 708, 72d Cong., 1st 
sess.). 

The following points are considered by our company to show that diserimina- 
tion has been shown in the cigarette-lighter field. 

Zippo Manufacturing Co. is one of the two leading cigarette-lighter manu- 
facturers in the United States, and approximately two-thirds of the manufactur- 
ers’ excise tax on cigarette lighters is received from these two companies. Our 
company’s criticism of this law is due to the last paragraph above: “severe and 
justified criticism may be expected whenever one manufacturer is permitted to 
pay a lesser tax than his competitor.” 

We wish to thank the members of the Subcommittee on Excise Taxes of the 
Committee on Ways and Means, House of Representatives, for granting us the 
privilege of testifying at this time. 


STATEMENT oF J. A. C. McCann, Tax ATTORNEY, THE WESTERN UNION 
TELEGRAPH Co. 


The Western Union Telegraph Co. is in accord with section 133 of H. R. 12298 
(84th Cong., 2d sess.) to the extent that the said section relates to the Federal 
excise tax on the services which the telegraph company furnishes to the general 
public, namely, (1) telegraph, (2) wire mileage, and (3) wire and equipment. 

The sole qualification we make to the foregoing comment on the relevant 
section of H. R. 12298 is based on the recommendation to be made to this sub- 
committee in a personal appearance by Western Union Vice President G. Stewart 
Paul on November 30, 1956, that the excise taxes on telegraph communications 
imposed by sections 4251, et seq., of the 1954 Internal Revenue Code be repealed 
in their entirety. 

In addition to that recommendation for outright repeal of the telegraph excise 
taxes, the Western Union Telegraph Co. respectfully submits that the amend- 
ments to the existing excise taxes on communication services proposed by H. R. 
12298 should be enacted during the next session of the Congress. 

The inequities affecting the telegraph company which H. R. 12298 would 
remove were the subject of thorough and painstaking consideration by repre- 
sentatives of the communication industries and the governmental departments 
interested in the subject matter. 

In a formal presentation to the Ways and Means Committee on August 10, 
1953 (hearings, 83d Cong., Ist sess., pt. 3, pp. 1621-1630), the telegraph company 
urged— 

(1) That the exemption accorded installation charges in connection with 
local telephone service be extended universally to all installation charges 
made in connection with transmission services, whether telephonic or tele- 
graphic; 

(2) That charges billed for salaries of operators (primarily private wire 
service) be exempt; 

(3) That the exemption accorded in the existing law to common carriers 
utilizing the telephone companies’ teletypewriter exchange service (TWX) 
be extended to telegraphic message service; and 

(4) That charges for Intrafax service be exempt from tax, on the ground 
that it was essentially an intercommunication and interior system, and, as 
such, did not fall within the fair intendment of the excise tax as originally 
imposed. 

It will be recalled that the Ways and Means Committee in 1953 had under 
consideration a complete revision of the Internal Revenue Code. In all, 40 dis- 
tinct topics were the subject of public hearings. By reason of time limitations, 
the committee, in executive sessions, restricted its deliberations to matters of 
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substance and recommended the enactment of what we now know as the Internal 
Revenue Code of 1954. 

In recognition of the fact that it took no affirmative action with respect to 
inequities existing under the various excise tax acts, the succeeding Congress 
appointed a subcommittee of the Committee on Ways and Means to devote specific 
attention.to excise-tax problems. 

On October 13,1955, a representative of the Western Union Telegraph Co. 
testified before the subcommittee, urging the same four changes which were 
presented to the full committee in 1953. In addition, the committee’s attention 
was directed to the fact that the telegraph company was being deprived of an 
exemption from tax on wires leased from telephone companies (foreign exchange 
trunks) through an automatic expansion of a local exchange area, by reason 
of an extension of the dial system (hearings before subcommittee of the Commit- 
tee on Ways and Means, House of Representatives, 84th Cong., 1st sess., on 
Excise Tax Technical and Administrative Problems, pp. 451-463.) 

Prior and subsequent to the formal presentation to the subcommittee on 
October 13, 1955, several conferences were held with representatives of the 
staff of the joint committee, the Treasury Department, and the Internal Revenue 
Service, at which conferences the telegraph and telephone companies clarified 
their respective contentions and submitted economic data requested by Govern- 
ment representatives. 

The result of the foregoing investigation was the adoption of substantially all 
of the recommendations made by the telegraph company and the incorporation 
of those recommendations in H. R. 12298. 

On the basis of the record, we, therefore, respectfully urge this subcommittee 
to adopt the recommendations of the 1955 subcommittee and to incorporate into 
a bill to be presented to the next Congress the provisions of H. R. 12298 insofar 
as those provisions relate to the excise tax on communications. 

The telegraph company desires to take this opportunity, publicly, to record its 
sincere appreciation for the diligent, purposeful, and cooperative manner in 
which the formal hearings and the informal conferences were conducted. 


STATEMENT SUBMITTED BY THE ASSOCIATION OF AMERICAN RAILROADS IN OPPOSI- 
TION TO THE PROPOSED RECLASSIFICATION OF TELETYPEWRITER EXCHANGE 
SERVICES. 


DECEMBER 5, 1956. 
PROPOSED RECLASSIFICATION OF TELETYPEWRITER EXCHANGE SERVICES IN H. R. 12298 


The reclassification for Federal tax purposes of communication services pro- 
posed by H. R. 12298 would create new, unintended, and uneconomic discrimina- 
tions as between types and methods of communications employed by common 
carriers in their internal operations. 

Since the first Federal excise tax on communications was imposed as a war 
measure almost 40 years ago it has been recognized by the Congress that common 
carriers, especially railroads, have peculiar, vital, operational needs with respect 
to communications, as well as particular responsibilities with respect to the 
maintenance of a strong transportation service in peacetime as well as war. 
Consequently, Congress has always provided, in effect, ““No tax shall be imposed 
{for communications services] utilized in the conduct, by a common carrier * * *, 
mae as such.” See sec. 4253 (f), Internal Revenue Code (1954). 

It is recognized that this subcommittee was attempting in H. R. 12298 to elimi- 
nate an asserted discriminatory effect of the communications excise tax. The 
railroad industry, more than any other, is sympathetic with this objective, having 
felt the anticompetitive force that an excise tax which affects the costs of 
affording services can inject into normal competition. 

It is submitted that the complete elimination of excise taxes with respect to 
the communications services used by common carriers would best preserve true 
economic competition, leading to the most efficient employment of communica- 
tions services by the railroads. 

In any event, the present exemptions from communications excise tax provided 
for common carriers should not be disturbed. 
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Section 4251 of the Internal Revenue Code of 1954 imposes a tax on amounts 
paid for communication services or facilities, as follows: 


Taxable service and rate of tagv 


(e) Toeal telephone service... .seicesew eda ceca ree 
(bv) Long distance telephone service___...___.--_.-..---..--..---...-.. 
¢o) Telegraph serviceii ii 2nd 
(d) Leased wire, teletypewriter or talking circuit special services__.__._. 
(e) Wire and equipment service_______-_---.—--_-.._-....-.- hadi kaiise ci il 


Amounts paid for (d) or (e), however, by a common carrier in the conduct of 
its business as such are exempted from such tax. 

H. R. 12298 (84th Cong., 2d sess.) would modify the above by substituting in 
place of (d), two categories described as “teletypewriter exchange service” and 
“wire mileage service,” each taxed at 10 percent. Common carriers would be 
exempted from the tax on “wire mileage service” but not exempted from the tax 
on “teletypewriter exchange service,” the latter being described as “any service 
where a teletypewriter (or similar device) is connected (directly or indirectly) 
to an exchange operated by a person engaged in the business of furnishing com- 
munication service, if, by means of such connection, communication may be 
established with any other teletypewriter (or similar device) .” 

Teletypewriters are used with all other forms of communications in the inter- 
nal operations and business of common carriers, as such. 

A large railroad property is comprised of many freight yards, passenger sta- 
tions, shops, and offices all connected together by a narrow right-of-way. The 
right-of-way may extend from Chicago to New York, to New Orleans, to Texas, 
to the west coast or to almost any point you can name. In any case, each major 
railroad property is a huge dynamic transportation system spread over a large 
part of the country. Only by means of fast dependable communication can such 
a farflung property be operated efficiently. 

The communication facilities of such a railroad must be capable of providing 
contact between all points on the railroad having need for such contact. The 
facilities must have capacity to handle peak communication without undue delay. 
They must be instantly and always available. 


THE MOST IMPORTANT CIRCUITS 


It is generally agreed that the most important communication circuits on a 
railroad are those directly employed in the operation of trains. 

There are various methods employed in directing the movement of trains rang- 
ing from the use of timetable and train orders to traffic control systems (com- 
monly called CTC) where the train proceeds as directed by signals, over routes 
lined up by automatic operation of switches from a centralized control point. 
In all systems the train movements over a section of the railroad, such as a 
district, are under the jurisdiction of a dispenser. 

To function efficiently a dispatcher must have as much information as 
possible concerning train movements and conditions in his territory. Often 
the time of receipt of information or dispatch of orders is of the utmost impor- 
tance. Even in CTC territory full and complete information is required by the 
dispatcher in order to properly manipulate signals and switches. An unchang- 
ing light on the CTC board will tell the dispatcher that a train is stalled but 
only communications can tell him why it is stalled and what can be done to get 
it moving again. 

In modern practice the dispatcher is provided with a high-grade circuit for 
his exclusive use in issuing train orders and instructions regarding train 
movements. This circuit is connected into each way station in his territory. 
Train radio or inductive carrier is now frequently used to provide a communi- 
eation link between a way station operator and the train crew with facilities 
to connect these stations to the dispatcher’s circuit as needed. 

The handling of trains and cars once they reach terminal areas is also facili- 
tated and expedited by adequate communications. By radio an incoming train 
may be advised of arrangements for handling as it approaches the yard and 
thus save time by moving right into the track assigned. Wheel reports trans- 
mitted by teletype from a departure yard to the receiving yard at the train’s 
destination and at intermediate yards enables the yardmaster at those points 
to prepare plans and instructions for handling the train in the most expedious 
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manner. Such plans would concern switching to be arranged, advice to connect- 
ing lines, servicing of perishable commodity and livestock cars and similar 
matters. Advance notice of such requirements will assist in prompt handling 
of cars, a matter of utmost importance especially in these days of keen com- 
petition. 

Another important function of communication in connection with train and 
car handling has to do with reconsigning and tracing of cars. To perform such 
services most efficiently and expeditiously, appropriate railroad personnel must 
have exact information on location of all cars on the system. As an indication 
of how well railroad communication officials are modernizing facilities, many 
railroads are installing or have installed mechanized car reporting systems. 
In these systems a punched teletype tape is made from waybills at the point of 
origin and transmitted by teletype to a central car accounting office. At this 
point the received tape is fed to a converter which prepares punched cards 
from the information on the tape. These cards fill two requirements: (a) speed 
of posting and (0) full accessibility of information on all cars. 

Teletypewriter service may be obtained in different ways, with possibly 
different tax consequences under H. R. 12298. 

As generally used, teletypewriter exchange service means that the subscriber 
rents from the telephone company the teletypewriter machine which includes 
a wire connection to the telephone company’s switchboard handling teletype- 
writer exchange service. This switchboard has available to it connections to 
exchanges of the same telephone company or other telephone companies which 
in turn have connected to it other subscribers with leased teletype machines. 
The telephone company operator receives from the sending teletypewriter ma- 
chine operator a specific call for a connection to a teletype machine at some 
remote point. The telephone company’s operator then, by means of the switch- 
board facilities, connects the two machines together by means of communica- 
tions circuits which would be available to all users of the teletype system. After 
the connection has been set up, the sending operator is notified and the trans- 
mission begins. Charging for the call starts at the time the sending operator 
is notified that the connection is complete. Charging stops at the time the 
sending operator notifies the telephone company’s operators that the trans- 
mission has been completed. The telephone company’s operators then break 
the wire connections from the various switchboards that have been involved in 
the connection. 

In some cases a different arrangement is made. That is, a railroad at which 
a sending machine is located may lease from the telephone company wires 
between switchboards of that company or associated companies, with the 
thought that the operator at the exchange on request by the sending operator 
may select one of those leased circuits for connection to the sending teletype 
machine, with a similar connection to be set up by a telephone company operator 
at the receiving end of the leased wire circuit. Under such circumstances it 
might be construed under the proposed bill that such service was “teletypewriter 
exchange service,” even though no specific charge would be made for the indi- 
vidual calls placed over the leased wire circuit, which circuit would be leased 
for certain specific hours of the day. The telephone company operator would 
then be performing only the service of connecting the circuits together, but it 
would perform no function in connection with the assessments of costs to the 
users. Under such conditions the teletypewriter machines might either be 
leased from the telephone company or might be owned outright by the company 
requesting the service depending upon the tariffs of the telephone companies 
involved. 

A leased wire circuit would seem to differ from the last described system in that 
the wire leased from the telephone company would terminate for operating 
purposes only in equipment on the premises of the operator of the teletypewriter 
equipment and would be under the control of such operator at all times. Such 
a circuit would not be readily available to an operator or employee of the tele- 
phone company, although such circuit would necessarily be carried through 
the main terminating frame of the telephone company. 

This subcommittee’s intention with respect to the use of teletypewriter services 
by common carriers is apparently not effecuated by H. R. 12298. 

In the report to the House Committee on Ways and Means from this Sub- 
committee on Excise Tax Technical and Administrative Problems, dated April 
20, 1956, teletypewriter exchange service is described as ‘“* * * a service whereby 
teletypewriter subscribers are connected to central offices through which com- 
munications man be established with other teletypewriter subscribers similarly 
connected” (p. 36). 
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Where, as described in the preceding paragraph, a railroad subscriber is using 
the teletypewriter facility in the conduct of its common-carrier business as such, 
that is, in its internal operation as a railroad as distinguished from its com- 
munication with the general public, it does not seem to be the subcommittee’s 
intention to impose a tax. This conclusion is reinforced by the further state- 
ment in the report that ‘“‘This new tax category includes only ‘exchange’ service 
where the subscribers are interconnected through central offices because it is 
primarily in this area that competition with telephone and telegraph services 
exist” (p. 36). 

RECOMMENDATIONS 


It is recommended, therefore, that the excise-tax exemption afforded common 
carriers by the Internal Revenue Code of 1954, with respect to teletypewriter 
service, which has been continued in every Congress since the first excise tax on 
communications was imposed in 1918, be continued. 

If, however, other reasons impel the reintroduction of the communications tax 
features of H. R. 12298, and if the use by the railroads of the most efficient 
available communications service is not to be discouraged by the imposition of 
an ill-defined uneconomic, and unproductive tax, the railroad industry urges 
that section 4252 (d) as set forth in section 133 of H. R. 12298 be amended to 
include the following clarifying language: 

“As used in the preceding sentence, ‘exchange’ does not include a connection 
used by a common carrier for the transmission of communications to or from 
a connecting common carrier, or between points on its own system.” 


HiuMAr, Cauir., November 7%, 1956. 
Re excise tax on noprofit farmer telephone line maintenance service. 
COMMITTEE ON WAYS AND MEANS, 
New House Office Building, Washington, D. C. 

GENTLEMEN : The Internal Revenue Code sections 4251 and 4252 seem to have 
been inserted into the code as a stopgap measure. The net result is an unwork- 
able section of your excise tax code. We feel that to hold this code ruling over 
the heads of farmer line groups, after all these years it has evidently been in 
effect, is a travesty of justice. The enforcement of this ruling will break all 
these small nonprofit telephone associations. It is these small groups that have 
served the areas where the commercial-type telephone companies have shied 
away from. The rate of return is not big enough for them. After checking 
through California, we have yet to find a nonprofit telephone group who has 
collected and paid this tax except our company. We have yet to be given proof 
that any nonprofit group in the United States has paid this tax. 

The reasons we feel this tax is unfair are aptly stated in the letter to you, 
dated October 5, 1956, from the Sylvan Telephone Co. of Modesto, Calif. 

I not only speak for myself but for over 600 farmers in the outlying area of 
Turlock, Calif. We urgently ask that this excise tax, as it pertains to nonprofit 
telephone groups, be taken out of the code. 

Our Senators, William Knowland and Thomas Kuchel, and our Representatives, 
B. F. Sisk and Leroy Johnson, have been alerted to this matter. The tax 
ruling still stands and this is our reason for presenting our request to you at 
this time. 

Very truly yours, 
FARMERS UNION TELEPHONE LINES, INC., 
LYLE ISBELL, Manager. 


STATEMENT OF Muzak Corp., New York, N. Y., 1n Support or Repeat or TAX ON 
WIRE AND EQUIPMENT SERVICE 


This statement is submitted by Muzak Corp. in its own behalf and in behalf 
of its 126 Muzak franchise holders throughout the United States in favor of 
repeal of the 8 percent tax on wire and equipment service. 

The Muzak service is provided principally to offices of every kind, and to 
factories and other industrial establishments. While Muzak is also utilized 
as beckground music in places of public assembly, it is not an entertainment 
service; rather it is specially arranged, scientifically orchestrated, and pro- 
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gramed functional music designed to combat tension and to increase working 
efficiency. The attached reprint of an article which appeared in the September 
10, 1956, issue of Newsweek, describes in a succinct way the important role 
which Muzak plays in helping to increase employee output and to reduce em- 
ployee errors. The almost essential nature of the Muzak service is best illus- 
trated by the fact that out of the 17 best managed companies in America, as 
determined by the American Institute of Management, 15 of them provide music 
by Muzak for their employees. It should be apparent that so fundamental a 
service as Muzak should not be taxed. 

As indicated above, music by Muzak is provided throughout the United States 
by 126 different franchisers who operate in their own immediate areas. They 
are local business people who basically fall in the category popularly known as 
small business. The 8 percent tax which these franchisers must add on to 
the cost of the service they are selling acts as a major handicap to the growth 
and development of their business. They are in urgent need of prompt relief 
from the unfair restrictive effect of this tax legislation. 

The Forand Subcommittee on Excise Tax Technical and Administrative Prob- 
lems, in its report to the House Committee on Ways and Means dated April 20, 
1956, concisely summarized as follows the reasons why the 8 percent tax is 
discriminatory when considered along with the other Federal communications 
taxes: 

“Those who advocate repeal of this tax contend that its present base is dis- 
criminatory relative to the other communications taxes, since it includes not 
only the communications facilities but * * * also includes other services per- 
formed for the subscriber as well. In this connection it is pointed out that when 
the leased wire tax rate was 25 percent, the wire and equipment service tax was 
set at 8 percent to make allowance for the fact that these services were in the 
tax base. However, when the leased wire tax was reduced from 25 to 10 percent 
there was no comparable decrease in the wire and equipment service tax.” 

E :cise-tax relief has been granted to a great many businesses over the last 
decade but those who have been subject to the 8 percent tax on wire and equip- 
ment service have been consistently passed over. There should be no further 
delay in repealing this discriminatory tax which so unfairly affects and hampers 
small business engaged throughout the Nation in providing a fundamental service 
to American commerce and industry. 


[From Ne. sweek, September 10, 1956] 
For MAKING EMPLOYEES CLICK 


As wages and other costs soar, the search for ways to get greater productivity 
out of their employees is becoming more and more important to United States 
businessmen, 

At the same time, they are finding it advisable to make their plants and offices 
more attractive to hold employees who can often afford to be choosy in a full 
employment market. 

In this week’s Spotlight on Business, Associate Editor Russel! Chappell reports 
on how businessmen are doing both. 

At precisely 38 seconds past 10:47 (local time) on Tuesday morning, October 
9, the lilting strains of Standing on the Corner (Watching All the Girls Go By) 
will begin trickling unobtrusively into the office of the Credit Bureau of Wichita, 
Kans., the sorting room of the Federal Reserve Bank of Jacksonville, Fla., the 
tabulating department of Lockheed Aircraft Corp. in Burbank, Calif., and the 
Johnson & Johnson plant in Chicago. The simultaneous serenade will be no 
musical coincidence: It was planned long ago in New York by the Muzak Corp., 
which put the selection on magnetic tape last week. 

Muzak’s experts calculate that the working efficiency of file clerks in Kansas, 
baby-powder packers in Illinois, business-machine operators in California, and 
sorters in Florida will have reached its lowest ebb of the morning a few minutes 
before the song starts playing. Its tempo (62 beats a minute), rhythm (4/4). 
instrumentation (brass, woodwinds, percussion), and orchestral size (9 pieces) 
were artfully contrived—and specially recorded for Muzak—to revive bored 
workers without distracting them. 

Muzak’s musical campaign is part of an industrywide effort to boost efficiency 
by cutting down on the workaday boredom that leads to tension, and then to 
errors, rejects, breakage, down time, and accidents. Each year, this monotony- 
born inefficiency costs industry an estimated $3 billion in waste of man and 
machine. Some estimate that as many as 12 million employees hate their 
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bosses, cause accidents, and turn to imaginary illness or the bottle for solace, all 
for reasons that can be removed. 

Muzak is just one of a wide range of calculated amenities intended to combat 
tension and improve office and plant efficiency. Among the others: Improved 
lighting and color, air conditioning and coffee breaks, noise suppression and 
posture chairs—even the scientific complicating of jobs to make them less boring. 

How much good do all these efficiency boosters do? “We can't obtain objec- 
tive, statistical measurements of success or failure,” says Dave Chapman, 
Chicago industrial designer. ‘“We are piecing it all together—partly with our 
glands and partly with our brains.” 

But in some cases, the results can be measured. 

Fischer Lime & Cement Co. in Memphis, Tenn., is one company convinced by 
experience that Muzak, for instance, pays off. Three years after he had piped 
in music to all offices, president W. N. Fry, Jr. ordered a study of his drafting 
department. “We were able to determine an increase in production of 20 
percent,” he said. Dollar savings: $300 to $400 a month. 

In Denver, Bayly Manufacturing Co. concluded that music stepped up output 
of overalls by about 10 percent per operator. In Wichita, the Kansas State 
Bank reported that errors had decreased by 11 percent. 

Musie for workers, of course, is older than sea chanties. But as a business it 
began in the 1930's (Muzak started in 1926) and grew to big proportions during 
the Second World War. Now Muzak alone—not counting its many local com- 
petitors, private musical systems, and FM radio stations—is heard by 50 million 
people every working day. They range from head (Hat Corp. of America) to 
foot (Scholl Manufacturing Co.), from soup (H. J. Heinz Co.) to nuts (Cali- 
fornia Walnut Growers Association), from before the cradle (New York Hospital 
labor rooms) to the grave (Lawnhaven Memorial Gardens, San Angelo, Tex.). 
Policemen in Oklahoma City pay to have it piped into the station house. So do 
post-office workers in New York, Philadelphia, Pittsburgh, and San Francisco. 

Do labor unions approve? “Well,” replies a Muzak man, “we’re in AFL-CIO 
headquarters in Washington.” 


STATEMENT OF G. KEITH FuNSsTON, NEw YorxK Stock ExcHANGE 


Pursuant to the invitation of the Honorable Aime J. Forand, chairman of the 
Subcommittee on Excise Taxes of the House Ways and Means Committee, the 
New York Stock Exchange respectfully submits the following statement in 
connection with category of excise tax: tax on facilities and services (communi- 
cations) ; and grouping: rates and problems relating to the level of rates. 

The Subcommittee on Excise Tax Technical and Administrative Problems, in its 
report to the House Committee on Ways and Means, dated April 20, 1956, rec- 
ognized that the excise tax on wire and equipment service “differs from the 
other communication taxes in that its base includes not only the charge for 
communication facilities but also the charge for the services performed by the 
subscriber. Thus, in the case of the stock-quotation service, the tax includes 
not only the cost of sending the information over the wire but also the cost of 
assembling the data sent” (p. 38). 

The subcommittee also summarized very ably the present inequity in this tax. 
“Those who advocate the repeal of this tax contend that its present base is 
discriminatory relative to the other communications taxes, since it includes not 
only the communications facilities but as previously indicated also includes 
other services performed for the subscriber as well. In this connection it is 
pointed out that when the leased-wire tax rate was 25 percent, the wire and 
equipment service tax was set at 8 percent to make allowance for the fact that 
these services were in the tax base. However, when the leased-wire tax was 
reduced from 25 percent to 10 percent there was no comparable decrease in the 
wire and equipment service tax” (p. 39). 

However, except for a minor modification exempting interior communication 
systems from this tax, the subcommittee proposed no change in the wire and 
equipment service tax, although making substantial changes in other communi- 
cations taxes. 

The subcommittee recognized that the changes recommended by it in the wire 
and equipment service tax were not an answer to the problems but only a “step 
forward” (p. 39). An alternative considered by the subecommittee—but rejected 
for revenue reasons—was to repeal the wire and equipment service tax and to 
substitute a “wire-mileage tax” which would then place this tax on a parity with 





EXCISE TAXES 1043 


the subcommittee’s recommendations regarding the tax on leased wires and 
talking circuits. 

The same arguments of discrimination which persuaded the subcommittee to 
recommend the exclusion from the tax base on leased wires of all charges except 
wire mileage apply equally to the wire and equipment service tax. Users of 
communication facilities for supplying information services are being discrimi- 
nated against on the present tax basis. Under the subcommittee proposal the 
discrimination will be increased. A user of leased wire facilities will be subject 
to tax only on wire mileage costs. A subscriber to information service using 
communication facilities, however, will continue to be subject to tax on wire 
costs, terminal equipment costs, and the cost of the service itself. 

Actually, a subscriber to an information service does not buy communication 
facilities. In the case of a stock-ticker service, for example, the subscriber is 
unable to communicate either with the security or commodity exchange originat- 
ing the information or with other subscribers. The communication service 
consists entirely of a receiving instrument on which the stock prices are pub- 
lished. The payments made by a recipient of ticker services are primarily for 
the information received and not for use of a communication medium. In this 
respect a stock-ticker service differs from ‘a news-ticker service furnishing a 
general-news service” (completely exempt from this tax under sec. 4253 (b) ) 
only in the limited nature of the news supplied to the subscriber. 

The subcommittee, in its previous consideration of this matter, was excluded 
from considering rate adjustments. It is respectfully submitted that now that 
the scope of the subcommittee’s authority has been broadened to inelude rate 
questions, the subcommittee should consider : 

1. Adopting the third alternative contained at page 39 of its report,—i. e., 
put this tax on a parity with the proposed tax on leased wires, by repealing the 
entire wire and equipment service tax and providing that “the wire-mileage tax 
would apply with respect to the amount charged by the communication carrier 
for the use of such wires.” Or 

2. AS a minimum, the subcommittee should propose the reestablishment of 
the historic and logical relationship between this tax and the tax on leased 
wires and talking circuits. A rate of 3 percent—which would be 30 percent of 
the leased-wire rate—would approximately reestablish the rate relationship 


which existed prior to the Excise Reduction Act of 1954 when the relationship 
was 8 to 25, or 32 percent. Such a relationship in these two tax rates is fully 
justified because the tax base of the wire and equipment service tax is the total 
subscriber charge, which includes not only wire costs but also terminal-equipment 
costs and the cost of collecting and transmitting the desired information. 


MopeEsto, Cavir., October 9, 1956. 
Re excise tax on nonprofit farmer telephone line maintenance service 
COMMITTEE ON WAYS AND MEANS, 
New House Office Building, Washington, D. C. 


GENTLEMEN: The Internal Revenue Service has recently interpreted Internal 
Revenue Code sections 4251 and 5252 as applying to nonprofit farmer telephone 
lines (Revenue Ruling 56-248). Under this interpretation 10 percent of the 
cost of maintenance is assessed as a communications tax. This tax will bankrupt 
a great many, if not most of these cooperatives. 

Most farmer telephone lines are groups of farmers who have banded together 
and hired a man or two to maintain their lines to the Bell Telephone System 
pickup. They do not have switchboard facilities or operate at a profit. Once 
a year they assess all their members for the cost of maintaining the lines. 
Each subscriber however, pays a monthly service charge to the Bell Telephone 
System plus toll call charges. There are thousands upon thousands of these 
farmer lines in this country. They vary from one to a thousand members. 
We think of one in our locality, as an example, who is by himself, and maintains 
a line from his ranch to the Bell System pickup. Under the Internal Revenue’s 
thinking, he should decide how much his time in maintaining his line is worth 
and pay 10 percent of the amount as an excise tax. 

There are also farmer lines that operate because each farmer will give so 
much of his time during the year for maintenance work. When the lines are 
larger they hire men to maintain the line. When they are large enough, they 
form nonprofit corporations for protection in case of suits, ete. Quite often a 
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farmer will maintain his own line up to the main highway where the associa- 
tion lines connect to his line. 

From the above it can be seen that even if Congress intended that farmer 
telephone lines be subject to the excise tax, it would be practically an impossi- 
bility to arrive at a fair and proper tax treatment of all types of farmer lines, 

As a practical matter it is almost an impossibility to calculate this tax on a 
one-man farmer line, and yet he should stand in the same position taxwise as 
the larger farmer cooperative. 

Most farmer telephone associations have never paid this excise tax or filed 
returns, and, if the Revenue Service enforces this ruling for prior years, they 
will put into bankruptcy a majority of these farmer associations, in that 10 per- 
cent of all assessments since 1939 would make payment practically impossible. 


REQUEST 


We sincerely bring this to the attention of your committee with the request 
that this problem of our farmers be corrected. We believe that your committee 
should consider two things: 

1. Eliminate any future possibility of the Internal Revenue assessing an excise 
tax on farmer telephone maintenance. 

2. Clarify the 1939 and 1954 intent of Congress that nonprofit farmer telephone 
associations of this type were never intended to be subject to this excise tax. 

It is to be noted that 15 years after the enactment of a law, the Internal 
Revenue Service issues a ruling that completely changes the interpretation uni- 
versally accepted by farmer nonprofit telephone associations. In that no returns 
were filed, the years technically have not outlawed. BEyvery small farmer line in 
the country is in jeopardy due to this belated unjust ruling. 

Trusting that the committee will consider our serious plight, we are, 


SYLVAN TELEPHONE Co., 
H. C. HutcuHison, 
Secretary and Manager. 
P. S.—We request that this letter be inserted in the record. 


STATEMENT OF THE AMERICAN Fur INDUSTRIES TAx COMMITTEE 


The American Fur Industries tax committee represents fur farmers, fur trap- 
pers, dealers, brokers, auction houses, dressers, dyers, processors, wholesalers, 
retailers, and suppliers to the fur industry. A representative of our committee, 
Mr. Joseph H. Francis, of Utah, had the privilege of appearing before your 
committee in 1953, and we are again grateful for the opportunity to present the 
facts concerning our industry for your consideration. 

In the United States there are several hundred thousand fur trappers, 7,000 
fur farmers, 3,000 manufacturers, and several thousand other firms dependent 
upon fur sales for their income and livelihood. We are primarily an industry of 
small firms, owner-managed and operated, and extremely competitive. 

Our industry is now oppressed by a burdensome and, in our view, unfair tax 
of 10 percent on the retail selling price of all fur garments. We earnestly 
request that you consider removing this tax: 

(1) Because of the depressed condition of the industry; and 
(2) Because the tax puts the industry in an unfair competitive position 
vis-a-vis other types of apparel. 

The weak and depressed condition of the fur industry can easily be seen in 
official Government statistics covering employment, production, and sales. The 
1954 census of manufactures, for example, will show the following figures for 


fur manufacturing (designated “fur goods” in the census). The previous census 
results, 1947, are shown for comparison. 
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TABLE 1.—United States census of manufactures: Fur goods 


Percent 

1954 change 
| 1947-54 
| 


Number of employees 

Total payroll 

Number of production workers 
Wee ho chen ntnancntteadine ccbtuplithnnsecnaasdeheesecon $34, 
Value edded by manufacturers $75, 
Cost of materials, ete 153, 
Value of shipments $227, 


10, 


Source: 1954 census of manufactures, preliminary report. 


This bleak picture is amply confirmed by the Internal Revenue Service excise- 
tax collections from which may be inferred the volume of retail fur sales. The 
figures for the fiscal years 1947 through 1956 are presented below. 


TABLE 2.—Retail fur sales * 


Fiscal year: Sales Fiseal year—Continued Sales 
Sa ictintietl eeincaciisdiadittnidaati $257, 000, 000 


1 Based on excise-tax collections during the period. 
Source: U. S. Internal Revenue Service. 


As might be expected, such sharp decreases in employment, production, and 
sales have been accompanied by falling profits and prices and an increasing 
number of bankruptcies. The combination of smaller volume and lower 
prices has been particularly damaging to the hundreds of thousands of Ameri- 
cans who normally earn a substantial cash income from trapping furs. This 
is emphasized in the latest report of the United States Department of Interior, 
entitled “Annual Fur Catch of the United States, 1955.” This report, prepared 
by Frank G. Ashbrook, of the Fish and Wildlife Service, shows that the value 
of the United States wild fur crop has decreased tremendously in recent years 
as a result of falling retail sales of fur. This is a needless waste of resources 
as the fur is there for the taking and wearing if the consumer was not 
deterred from buying by the tax. 

It is quite obvious that the depressed condition of the fur market cannot 
be attributed to depression in the country as a whole. On the contrary, while 
the fur industry has shrunk to almost half its former size, the American 
economy as measured by total real output and income has almost doubled. 
The fur industry is one of the few in the entire country that has failed to 
enjoy the prosperity of recent years. 

The question may well be asked, Will removal of the tax help? We believe 
it will. If we examine the trend of retail fur sales prior to and subsequent 
to the reduction of the excise tax from 20 percent to 10 percent as of April 1, 
1954, we can see that the reduction definitely gave the fur industry some 
stimulus, despite the fact that 1954 was generally a poor year for most indus- 
tries as compared with 1953. This can be seen in the annual statistics in 
table 2, but can be seen even more clearly in table 3 where monthly Federal 
Reserve Board statistics on department-store fur sales, published on a monthly 
basis, are presented. 
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TABLE 3.—Indew of department store fur sales before and after tax reduction 
[Monthly average 1947-49=100] 


20 percent tar 10 percent tar 
1SSeesthel 2 i... danced 62 | 1954—April ____-_-_______ 
May ; 23 MO Siu ie hs tots AS 
eS ee 13 June 
41 
August 107 August 
September 79 September 
October 115 October 
121 
December 163 December af 
{— January VO —w ONURTY 2. ee were mews 
February RE ese sicicin cocaine 
March March 
Source: Federal Reserve Board Bulletin. 


Within the past year a new factor has entered the picture which magnifies 
the inequity and the burden of the tax on furs. It is not our intention to cast 
complaints about other industries. We would be less than candid, however, if 
we did not point out that the fur industry has been subjected to strong com- 
petition from other garments made of various synthetic materials produced 
and promoted by firms whose resources far exceed those of the fur industry. 

The very same department and specialty stores that sell furs are being urged 
to carry coats which are advertised and described as “warm as fur,” “like fur,” 
and “can’t tell the difference from fur.” The materials used in such garments 
bear such names as “man-made mink,” and “mutation.” These garments, like 
most apparel, do not have any excise tax on them. That this is not an unim- 
portant consideration is demonstrated by the fact that the advertisements 
stress the point, saying, “Look—No Tax!” 

Your committee must remember that fur garments, on the other hand, are all 
taxed, regardless of the price range or type of garment. We cannot help wonder- 
ing if it is fair to tax a fur coat retailing for $100, when a $200 “synthetic fur” 
eoat is untaxed? Is it fair to tax a mouton jacket retailing for $60 when there 
are numerous items of women’s apparel of a far more luxurious nature which 
do not carry this built-in sales-stopper of a retail excise tax? 

As might be expected, it is the basic, utility type fur garment which has been 
hit the hardest in recent years. Even a fur coat that retails for $400 or $500 
(and most fur garments sell for much less) can hardly be considered a luxury 
since it will give the owner warmth, comfort, and fine appearance for many, 
many years. The customer will normally save for several years in order to 
purchase such a garment, but when she finds she must pay an extra $40 or $50 
as some kind of penalty, she rebels. 

The committee may be interested to learn that most fur garments do not sell in 
the high price ranges. The following table, prepared for the Associated Fur 
Manufacturers, Inc., by an independent economist, shows the approximate num- 
ber of garments produced in each retail price range. If it were not for the tax, 
the percentage of garments in the lower price range would be even greater. 
The average (in the model sense) fur sale of stores belonging to the NRDGA 
was $170.04 in 1955, 50 percent of all sales were at a retail price between 
$118.13 and $235.75. Most furs can hardly be classed as luxuries. 


Taste 4.—Hstimates of unit production of fur garments by retail price range 


Number of Percent 
Retail price range garments of all 
per year garments 


Under $200. .-- 506, 000 52.0 
$200 to under $500 ~~ | 250, 000 | 25.7 
$500 to under $1,000 a 170, 000 | 

$1,000 and over 


Source: Associated Fur Manufacturers, Inc. 
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In 1953 we asked for removal of the excise tax on furs in order to help restore 
the fur industry to a healthy condition. The reduction of the tax, as you can 
see, helped a little, but was not enough. We again request that you consider 
removal in terms of its beneficial effect on employment, better demand for the 
raw-fur producers, and prevention of further bankruptcies among Manufac- 
turers and retailers. It is clear that our industry is in a badly depressed condi- 
tion. We do not ask for subsidies, price supports, or any sort of direct aid. Ali 
we ask for is a chance to compete on an equal basis without the burden of the 
tax. We appeal to your sense of fairness to help the fur industry help itself. 


MEMORANDUM SUBMITTED By J. GrOrGE GREENBERG, ExecuTIVE MANAGER, THE 
ASSOCIATED FuR MANUFACTURERS, INO. 


This memorandum is submitted by the Associated Fur Manufacturers, Inc., 
in support of its appeal to the Subcommittee on Excise Tax, Technical, and 
Administrative Problems of the Committee on Ways and Means of the House of 
Representatives of the United States, for the elimination of certain inconsisten- 
cies and discriminatory provisions of the 10-percent excise tax, on the sale at 
retail of articles made of fur or of which such fur is a component material. 


STATEMENT OF FACTS 


The Associate] Fur Manufacturers, Inc., is a New York State membership 
corporation, coLiprising more than 500 individuals, partnerships, and corpora- 
tions, engaged in the manufacture of fur wearing apparel. All the members of 
the association have manufacturing establishments located in the city of New 
York, and between them they produce about 75 percent of all the fur wearing 
upparel that is manufactured in the United States. 

The 10-percent excise tax on furs is one of the so-called retail excise taxes; 
that is, the tax is imposed upon the retail selling price of articles made of fur. 

The tax also attaches to articles of which fur is a component material, by 
virtue of a subsequent amendment of the law, known as the McCarthy amend- 
ment, when the value of such fur component exceeds three times the value of 
the next most valuable component material. 

Articles made of fur are those made entirely of fur, or of which the entire 
external portion (except buttons, trimmings, and accessories) consists entirely 
of fur. 

Articles of which fur is a component material are all other articles of which 
fur forms a part. 

The significance of these definitions, and the application of the statute in 
accordance with them, has led to an inconsistent and inequitable situation, as 
will hereinafter more fully appear, which should be corrected. 

So much has been said and printed about excise taxes in general, and about the 
iniquity and inequity of the excise tax on furs in particular, that we do not 
believe it is necessary to dwell upon the background of this tax or to do more 
than point out the fact that the intolerable burden which it imposes upon the 
fur industry, and upon consumers and potential consumers of fur wearing ap- 
parel alike, was born of the need for revenue at a time when our national! 
economy was Virtually on a wartime basis and when the expansion of our 
military preparations made it necessary for the Government to tap every possible 
source of income. Hardships which had to be borne, and injustices which had 
to be overlooked under those conditions, should be reviewed at this time, in the 
light of changed conditions, and wherever possible economic burdens should 
be so redistributed as to eliminate or at least minimize prejudice and dis- 
crimination. 

We do not propose to repeat all that has been urged at one time or another, 
about the unreasonableness and the discriminatory nature of this tax, nor do we 
propose to restate those considerations which have resulted in diminishing the 
return to the Government from the proceeds of this tax, by virtue of reduced 
sales of fur articles, to the point where the drain on the Federal Treasury. 
resulting from reduced income-tax receipts and from disbursements for welfare 
and unemployment-insurance payments, to those who normally derive their live- 
lihood from the industry, exceeds the receipts. 
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However, we do believe that the discriminatory and inequitable nature of 
this tax should receive the attention of the committee, and we intend pointing 
them up under the following heads: 

1. Fur wearing apparel is subject to tax, whereas garments made of 
other materials, comparable in use and appearance and sold in competition 
with such fur articles, are not subject to tax. 

2. Furs are taxed on the fallacious theory that they constitute a luxury, 
whereas other items of wearing apparel which are unquestionably and indis- 
putably luxuries are not subject to tax. 

3. Some fur garments are subject to tax while other substantially identical 
fur garments are not subject to the tax. 

4. National economic emergency conditions which brought the tax on furs 
into being have changed, and the 10-percent tax on the sale at retail of 
articles made of fur should be repealed. 


Point 1. Fur garments are subject to tax whereas garments made of other mate- 
rials comparable in use and appearance, and sold in competition with such 
fur articles, are not subject to tar 


Furs are the only articles of wearing apparel that are subject to an excise tax. 
Fur garments are sold in competition with cloth garments. The imposition of a 
tax on fur garments, without any tax restraint on the sale of cloth garments, 
in and of itself, is most inequitable and unfair. 

This inequity is emphasized and intensified by the fact that not only cloth 
garments, made entirely of cloth, but cloth garments elaborately trimmed with 
costly fur, are exempt from the tax, so long as the value of the fur trimming 
does not exceed, by more than three times, the value of the cloth body. 

Research in the textile field has made great strides and in response to the con- 
sumers’ growing demand for untaxed cloth garments, as against taxed fur gar- 
ments, the textile industry has produced high pile fabrics which look like fur 
and feel like fur and are described as imitations of fur, and which yield gar- 
ments that resemble fur garments, but which are not subject to tax. Some of 
these fabrics actually consist of fur hairs incorporated in a woven backing ma- 
terial, so that garments made therefrom are actually fur garments for all prac- 
tical purposes but since the fur is not on the hide or pelt, they are tax free. 

It is interesting to note that such garments are advertised and offered to the 
consumer under various names incorporating the word “fur” and stressing their 
similarity to the fur produced by various animals, a practice prohibited by the 
Fur Products Labeling Act, in the case of articles actually made of fur. Such 
advertisements invariably emphasize the fact that, not only is the consumer get- 
ting what is the equivalent of a fur garment, but he can buy it tax free. Sort 
of rubbing salt into the wound. 

It doesn’t seem necessary to offer any further illustrations of the inequitable 
result brought about by this failure to recognize the competitive nature of fur 
garments and garments made of other materials, used for the same purpose. 


Point 2. Furs are taxed on the fallacious theory that they constitute lururies, 
whereas the sale of other items of wearing apparel which are really lururies, 
are not subject to tar 


It is difficult to arrive at any satisfactory explanation of the reason for taxing 
fur garments, and exempting from tax, all other types of wearing apparel. No 
one actually maintains that a fur garment is necessarily a luxury, but for some 
reason, probably psychological, a great many people think of furs in terms of 
luxury and sybaritic indulgence, available only to those who have lots of money 
at their disposal and can indulge their yearning for luxury and voluptuousness. 

Nothing can be more fantastic than this concept. Furs are no luxury. That 
statement requires no amplification. The bulk of the fur garments that are sold 
in the United States are purchased for their warmth and comfort. They are a 
necessity in combating the severe winters which prevail over a very large part 
of our country and, in the light of their longer wearability, are an essential 
economy for those of our population whose incomes are classified as limited or 
moderate, and who cannot afford the cumulative expense of several cloth coats 
over a period of 4 or 5 years, which is a conservative estimate of the life of 
the sturdy fur garments which comprise the bulk of moderate priced furs. 

However, this distorted conception of furs as a luxury has brought about an 
anomalous situation, by virtue of which a moderate priced fur coat (say from 
$100 to $200), which is bought by a working girl of limited means, with money 
that she has painstakingly saved out of her earnings, is subject to a 10 percent 
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excise tax, but a cloth coat, which sells for 3 or 4 times that amount, and 
even for much more when it is lavishly trimmed with elaborate fur trimmings, 
is tax free, even though it is obviously a luxury item. 

A cheap fur coat is taxed as a luxury, but $250 negligees, $500 evening gowns, 
costly millinery, accessories, etc., go untaxed. 


Point 3. The application of the tax to articles made of fur and the exremp- 
tion of articles of which fur is a component, unless the value of the fur is 
more than three times that of the next most valuable component material, 
is grossly inconsistent. 


As if the inequity and discriminatory nature of the tax on furs needed em- 
phasis, an ill-advised amendment known as the McCarthy amendment was 
written into the law and equally ill-advised construction and attempted recon- 
ciliation of the law and the amendment was adopted by the Internal Revenue 
service, apparently in an unsuccessful endeavor to make two wrongs into a right. 

Garments made of cloth and trimmed with fur, are exempted from payment 
of the excise tax, by virtue of this amendment, so long as the value of the fur 
trimming is not greater than three times that of the cloth shell of the garment, 
and the Service has construed this exemption as applicable to cloth coats lined 
with fur. 

In describing a garment as “fur trimmed” the meaning of the word “trimmed” 
has been extended far beyond the usual concept of the word. The result is that 
a fur garment, conventionally made, is subject to tax, but a garment, substantially 
identical in the kind and quantity of fur, as well as in style and design, is tax 
free, so long as the fur is superimposed upon the cloth shell, and even though 
a casual inspection fails to reveal the difference between the two garments, 
provided that some portion of the cloth, perhaps only a few square inches, is 
exposed on the outside of the garment, and the value ratio of fur to cloth is 
not greater than 3 to 1. 

Similarly, a conventionally made fur garment is subject to tax, whereas 
another garment, using the same kind and amount of fur as a lining for the 
outside cloth shell, is tax free, (subject to the 3 to 1 ratio, of course). The 
result is that the same garment may be sold “subject to tax” or “tax free,” 
depending on whether it is sold with the fur on the outside, or on the inside. 
The Internal Revenue Service, in an endeavor to meet this inconsistency in 
the law, has held that a “reversible” garment is subject to tax unless it is lined 
with material which is “customarily” used for lining. We respectfully submit 
there just isn’t any such thing; fur coats are lined with cotton fabrics, wool 
fabrics, leather, ete. 

We don’t believe that it is necessary to belabor the point any further to 
establish the inconsistency of this provision. 


Point 4. The excise tax on furs should be repealed 


The excise tax on furs was born out of the needs of a wartime economy. Its 
unreasonableness and its discriminatory nature were as evident then, as they 
are now. The injustice of taxing wearing apparel made of fur and exempting 
every other kind of wearing apparel, was as flagrant when the tax was enacted 
into law as it is today. These facts have never been seriously disputed. 

However, in the urgency of the conditions which characterized the national 
economy, during the period of World War II, and the intense military prepara- 
tions which followed so closely upon the termination of hostilities at the close 
of World War II, the need for remedying the harm that was being done by this 
unreasonable, discriminatory tax had to give way before the greater need of 
providing revenue to meet the demands upon the Treasury. Now, it is high 
time to review the several considerations involved in the continuance of this 
tax; the prejudice which it brings to one industry, and the unconscionable 
discrimination in favor of competitive industries. 

As a source of revenue, the tax has long since passed the point of no return. 
A casual examination of the progressively shrinking returns from this tax makes 
it obvious that the cost of collecting the tax; the welfare and unemployment 
insurance payments to those normally engaged or employed in the industry, and 
the loss of revenue to the Government from diminished and nonexistent income 
taxes, exceed the receipts from this source. 

We believe that the excise tax on furs, which places a burden on one form 
of apparel and exempts competitive forms of apparel; which has brought the 
fur industry to the brink of ruin, and created widespread unemployment in that 
industry in the face of universal employment and prosperity in all other indus- 
tries, and which, instead of yielding revenue to the Government, is a drain upon 
the public Treasury, is a bad tax and should be repealed. 
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Cuicaco 1, Itu., November 26, 1956. 
To: Subcommittee of Committee on Ways and Means of the House of Represent- 
atives. 
From: Associated Fur Industries of Chicago, Inc., 185 North Wabash Avenue, 
Chicago 1, Ill. 


Subject Matter: Memorandum on rates and problems relating to the level of 
rates on furs. 


As Americans cherish freedom for all, so do we seek equality from the dis- 
criminatory retailers’ excise tax on furs. 

The fur tax was imposed as a wartime measure to divert purchasing power and 
manpower into defense channels. The war has long since ended and a 10 percent 
tax still hangs heavy over the fur industry. 

It is a strange kind of tax favoritism that separates the rest of the untaxed 
outerwear industry from the taxed fur industry. The people in this privileged 
class pay no taxes while those who buy furs pay 10 percent on each dollar. This 
kind of tax favoritism is unfair and unusual in this land of otherwise equality. 
The fur industry asks for repeal of the 10 percent fur tax on a discriminatory 
basis, since other hard and soft goods in direct competition do not have a 
retailers’ excise tax. 


ALL FURS ARE TAXABLE 


All fur articles selling from $1 on upward have a 10 percent tax based on the 
retail selling price. 


THESE ITEMS DO NOT HAVE A RETAILERS’ TAX 


Dresses selling up to $3,000 each. 

Rugs selling up to $3,000 each. 

Pictures selling up to $50,000. 

Furniture up to $10,000 per set. 

Tablecloths selling up to $1,395 each. 

Fur-trimmed cloth coats up to $1,000 each. 

Fur-lined cloth coats up to $1,000 each. 

Men’s suits selling up to $500 each. 

Cloth coats selling up to $1,000 each. 

Men’s and ladies’ hats up to $300 each. 

Antiques, such as vases, urns, ivory carvings, furniture, up to $50,000. 

Luxury apartments, luxury hotel rooms, luxury homes, up to $50,000. 

Floral industry, much larger than fur industry, a pure luxury. 

And so forth. 

Based on Government excise-tax figures, fur sales in 1946 on a calendar year 
basis were $492 million. In 1955 with figures reflecting a hefty inflation, fur 
sales were down to the alarming rate of $272 million. 

Eliminating the 10 percent rate on furs, would once more give the fur industry 
a chance in the competitive stream of American business. 


ASSOCIATED Fur INDUSTRIES orf Cnyrcaao, INC., 
PAUL W. Maserus, Perecutive Secretary 


STATEMENT OF BENJAMIN M. PARKER, CHAIRMAN, TAXATION COMMITTEE OF THE 
NATIONAL RETAIL Dry Goops ASSOCIATION 


My name is Benjamin M. Parker. I am a member of the Georgia and New 
York bars and a member of the subcommittee on excise taxes of the taxation com- 
mittee of the American Bar Association. I am also the chairman of the taxation 
committee of the National Retail Dry Goods Association, and it is with pleasure 
that I will presently bring to your attention the position of the National Retail 
Dry Goods Association on the political philosophy which seeks to impose excise 
taxes as a permanent method of raising the revenue of our country. 

The National Retail Dry Goods Association is a voluntary trade association. 
It represents over 8,000 retail stores which are located in every State of the 
Union, the District of Columbia, Hawaii, and Alaska. It is both literally and 
truly national in its scope and in its interests. The aggregate gross sales volume 
of its member stores is in excess of $14 billion per year. As an attorney whose 
practice is intimately associated with the operations of department stores, spe- 
cialty stores, and retail merchants, and who is counsel to Rich’s department store 
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in Atlanta—the largest department store south of Philadelphia and east of the 
Mississippi—I have learned at first hand many of the innumerable technical and 
administrative problems which the imposition of the excise tax has created for 
the retailer. I have also learned by such direct contact with the retail industry 
that the merchants together with the economists who have studied the effects 
of the excise taxes upon the retail merchants carry the conviction that the excise 
tax adversely affects the purchasing power of about 95 percent of its customers, 
to the detriment of the merchant. 

While the National Retail Dry Goods Association has appreciated the unusual 
situations, such as the Civil War, the Spanish-American War, World War I, 
World War II and the Korean police action, which gave rise to the imposition 
of excise taxes as an emergency revenue measure, it has, nevertheless, during 
its entire history of 45 years, always opposed the imposition of excise taxes for 
consumption goods other than tobacco, liquor, and narcotics, as a basic political 
and economic philosophy which sought to crystallize such method of taxation 
as a permanent revenue-raising tax. It has historically opposed such excise 
tax, whether imposed at the manufacturers’ or the retailers’ level or whether 
levied selectively or broadly based. We believe that such excise tax adversely 
affects directly the interests of about 95 percent of our citizens and, indirectly, 
the production of and the demand for consumers goods. We again affirm our 
historical opposition to such excise tax in the absence of any emergencies, because, 
as revealed in Government statistics, about 75 percent of our citizens earn less 
than $5,000 a year, and about 20 percent earn between $5,000 and $10,000. It 
is upon this 95 percent of our citizens, which includes the great number of our 
retired senior citizens, who have increased in great numbers because of our 
better understanding of public health problems, that the retailing industry 
depends for its livelihood. Both the income and the purchasing power of such 
95 percent of our citizens must be sustained if the retailer is to survive and our 
country to prosper. 

I had an occasion this year to elaborate on such position of the National Retail 
Dry Goods Association in a panel discussion on taxes, conducted by the National 
Industrial Conference Board in New York City. Two other panelists included 
two Members of the House of Representatives, who are also members of the 
House Ways and Means Committee, Congressman Hale Boggs, of Louisiana, and 
Congressman Thomas B. Curtis, of Missouri. They expressed their appreciation 
for the research and thought which went into the preparation of the panel pres- 
entation. The magazine Taxes, published by the Commerce Clearing House, one 
of the most widely distributed technical journals in the field of taxation, also 
published a summary of such presentation in its June 1956 issue. Because of 
time limitations, I respectfully ask permission of the chairman of this subcom- 
mittee that such summary of my remarks be inserted in and incorporated into 
the record as a part of my testimony before this committee. In this summary 
there is expressed the underlying political and economic philosophy which has 
caused the National Retail Dry Goods Association historically to oppose upon 
a permanent basis the imposition of an excise tax on consumer goods. 

Taxes represent a price which we should be willing to pay for the enjoyment 
of the fruits of our civilization. Since the type of civilization which each of us 
cherishes is inextricably tied into our social and economic objectives, the relative 
merits and wisdom of the various forms of taxation become, in practice, highly 
controversial. The imposition of any system of taxation therefore becomes a 
political problem. Roswell Magill, while serving as Under Secretary of the 
Treasury in the Coolidge administration, very correctly stated that our taxation 
policies should be shaped “to serve the same governmental or economic ends 
that our other national policies do.” 

Those who wield the political power have, historically, nearly always sought 
to enact a tax program in harmony with their respective conceptions of the 
desirable public policy. The Federalists, prior to Jefferson’s election to the 
Presidency, had enacted an elaborate system of excises. The Federalists, the 
party of the landed gentry, sought to avoid any direct tax on land. This tax 
system created much resentment among the masses. A Member of Congress as 
early as 1790 stated that the time will come “when the poor man will not be 
able to wash his shirt without paying a tax.” This utterance was prophetic. 
The Excise Tax Reduction Act of 1954 did make permanent a manufacturers’ 
excise tax on washing machines, which, in 1941, had been enacted as a war and 
emergency measure. With a change in social and economic objectives, the Jef- 
ferson administration abolished nearly all of the Federalist system of taxes, and 
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Jefferson, it appears, became prominent as an early advocate of a soak-the-rich 

Olicy. 

F The taxing power is associated with political power. It has historically become 
a political instrumentality which, in practice, frequently seeks and does accom- 
plish objectives not limited merely to the raising of revenue. These nonrevenue 
and nonfiseal objectives in a taxing system seek to impose moral philosophies, 
seek to reform human beings, seek to control industries, and seek otherwise 
to regulate industries and spending habits of the taxpayer, pursuant to the pre- 
vailing economic and social objectives. 

The progressive income and estate taxes which are predicated upon a policy 
of the distribution of wealth and income have brought about a bloodless revolu- 
tion in our country. The percentage depletion provisions in our income-tax 
laws have subsidized industries and, according to Dean Griswold, of the Harvard 
Law School, are “nothing more than a special subsidy.” 

The excise tax is notoriously and frequently associated with the attainment 
of nonfiscal objectives. The excise tax on gambling and the sale of firearms seeks 
to suppress crime. The excise tax on cotton futures was enacted primarily with 
the intention of deterring “speculation and gambling.” The excise taxes on alco- 
holie liquors, tobacco, and narcotics seek to restrict the consumption of harmful 
commodities. The excise tax on white phosphorous matches was imposed because 
their manufacture was associated with an occupational disease known as phossy 
jaw. The late unlamented excise tax on oleomargarine was imposed in 1886. 
It was not repealed until 1950. It sought to protect the dairy industry. The 
excise taxes on adulterated butter and filled cheese continue, in part, to protect 
the dairy industry. The tariff results in deliberate patronage for specifically 
singled-out industries. The manufacturers’ excise tax and the retailers’ excise 
tax seek to thwart particular industries and economic groups. 

Excise taxes, historically, have been enacted as temporary and emergency 
measures whenever our country found itself in some financial crisis created by 
a war ora depression. Such was the case immediately after the Civil War, during 
the Spanish-American War, World War I, the depression of 1932, World War II 
and the military action in Korea. 

The excise tax imposed on commodities and transactions is not a very sophis- 
ticated form of taxation. It shifts the burden of the tax, eventually, to the 
consumer. It singles out and burdens specific industries. In practice, it results 
in a form of preferential taxation which tends to encourage political logrolling. 
In legislative committees, excise tax impositions are hard fought and time 
consuming. The choice of the commodity or the transaction which is to be sub- 
jected to an excise tax is often a political compromise. It is usually devoid of 
any neutrality or equity. 

Until the recent passage of the Excise Tax Reduction Act of 1954, these 
temporary, emergency, defense, and war excise taxes were, after some political 
maneuvering, repealed. The World War I excise tax provisions of the acts of 
1914, 1917, and 1918 were, in the main, repealed by 1926. The depression excise 
tax provisions of the Revenue Act of 1932 were, in the main, repealed by 1938. 
The World War II excise tax provisions of the acts of 1941, 1942, and 1943 have 
not yet been repealed. Instead, the Excise Tax Act of 1947, enacted when both 
Houses were Republican, amended the War Excise Tax Act by expressly eliminat- 
ing the then existing automatic termination date—namely, 6 months after 
termination of hostilities. 

Five years after the cessation of the hostilities of World War II, the Congress, 
in 1950, did undertake to reduce the excise taxes, for the reasons set forth in 
a message to the Congress by the President, dated January 23, 1950, in which 
he had stated: “The excise taxes are still at substantially their wartime levels. 
Some are depressing certain lines of business. Some burden consumption and 
fall with particular weight on low-income groups. Still others add to the cost 
of living by increasing business costs.” 

The House, in 1950, did thereafter pass a bill which provided for reductions 
in excise taxes, among others, on transportation of property, transportation of 
persons, telephone and telegraph communications, the retailers’ tax on jewelry, 
toilet preparations, luggage and furs, admissions and cabarets, and for reductions 
of many of the manufacturers’ excise taxes. Thereafter the military action in 
Korea was begun, and the Senate, in the tradition of imposing excise taxes during 
war periods, not only continued the war excise taxes, but also broadened both 
the manufacturers’ excise tax and the retailers’ excise tax. The Senate did, 
however, acknowledge the need of overhauling the excise tax structure during 
peacetime. 
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The Revenue Act of 1950 was enacted on September 28, 1950, and a few 
months later, as a result of the emergency created by the Korean conflict, a 
new corporate excess profits tax was enacted on January 31, 1951. The Congress, 
in the Revenue Act of 1951, continued the excise taxes for a temporary period 
in order to help finance the Korean conflict. 

The Congress, notwithstanding a vitriolic minority report by all Democratic 
members of the House Ways and Means Committee, did enact the Excise Tax 
Reduction Act of 1954. Contrary to the historical precedents in the field of 
excise taxes, this Congress made permanent the theretofore temporary manufac- 
turers’ and retailers’ excise tax. It is true that by such act the Congress did 
reduce the manufacturers’ and retailers’ excise tax rates, but, as pointed up in 
the minority report which had accompanied the bill—subsequently enacted as 
the Excise Tax Reduction Act of 1954—the net effect of such bill, notwithstanding 
its title, “amounts to an increase in excise taxes of $165 million.” Such minority 
report states that “A more appropriate title would be ‘A bill to increase excise 
taxes’.” 

The action of the Congress which enacted the Excise Tax Reduction Act 
of 1954 appears to have been predicated upon the philosophy that it is wise to 
enlarge the scope of excise taxes and to transfer part of the income tax and 
estate tax burden to the excise tax. Such philosophy, of course, is in harmony 
with, and finds support in, the acts of the Congress in 1932, which, as a result of 
the depression, had enacted into law the most inclusive manufacturers’ excise tax 
in our history. It imposed excises upon commodities as diverse as automobiles, 
tires, toilet preparations, furs, jewelry, radio receiving sets, mechanical refrigera- 
tors, sporting goods, firearms, cameras, matches, candy, chewing gum, soft 
drinks, electrical energy and gasoline. It even extended the excise tax to safety 
deposit boxes and bank checks. 

The House Ways and Means Committee report that had accompanied the 
bill which was enacted as the Revenue Act of 1982, expressly rejected the argu- 
ments that imposition of such excises “imposes a burden upon the purchaser of 
necessities” and “imposes a burden upon the poor and violates the principle of 
taxation in accordance with ability to pay.” ‘The Congress in 1932, during the 
depression, needed money. It chose to raise the money primarily through the 
imposition of the excise tax and rejected the social and economic consequences 
ftliowing from such tax. It had estimated that these excise taxes would yield an 
additional $823 million and acknowledged that its modifications of the income 
tax would yield only $112 million from individuals and $21 million from corpora- 
tions. These Congressmen, as stated in their report, were of the opinion that 
the increase in revenue from these excise taxes, instead of from income taxes, 
would be accomplished with “little protest,” “little annoyance,” and “little dis- 
turbance to business.” The Congressmen were in error. The depression continued 
and business certainly was disturbed. Moreover, the turnover of Congressmen in 
the election of 1932 was very great. 

The actions of Congress in 19382 and in 1954 are of course in harmony with 
those historical and traditional economie and social objectives which emphasize 
the need for reducing and keeping low the income tax—a policy comprehensively 
expressed by the late Secretary of the Treasury, Andrew Mellon, in a letter dated 
November 10, 1923, addressed to Congressman Green of Iowa, and the then 
chairman of the House Ways and Means Committee. It was the position of 
Secretary Mellon that high income taxes tend (1) “to destroy individual initia- 
tive and enterprise,” (2) to “seriously impede the development of productive 
business,” (3) “to restrain taxpayers from embarking upon new enterprises in 
the face of taxes that will take 50 percent or more of any return that may be 
realized,” (4) “to induce taxpayers to withdraw their capital from productive 
business,” (5) to prevent taxpayers from investing “in American railroads or 
industries” and (6) “to discourage men of wealth from taking risks which are 
incidental to the development of new business”; and they otherwise prevent the 
establishment of “industry and trade on a healthier basis throughout the 
country.” 

In opposition to the public policy thus enunciated by Secretary Mellon, there is 
the public policy of the opposition which is intensely interested in the economic 
fate of the citizens of the lower income groups. Its public policy dictates that 
taxes must not overburden the consuming public with low incomes, by decreas- 
ing the purchasing power of this economic group. It does not favor excise taxes 
or any indirect or hidden tax on the consumer, in the absence of any emer- 
gency. 

The manufacturers’ excise tax and the retailers’ excise tax do decrease the 
purchasing power of the consumer. According to Government statistics, about 
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75 percent of the taxpayers who file income-tax returns earn less than $5,000 
a year. About 20 percent of the taxpayers earn between $5,000 and $10,000. It 
is these 95 percent of the taxpayers which form the backbone of retailing. To 
this high proportion of the consuming public should be added the millions of 
persons whose primary sustenance is made possible through social-security 
benefits, unemployment compensation benefits, and other tax-exempt benefits. 
Hence, commodity excise taxes, which do result in the reduction of the purchas- 
ing power of these consumers, is deleterious to the retailing industry. 

The promised diminution or arresting of the corporate tax rate or the exist- 
ing progressive income-tax rate, when and if the tax burden is shifted to con- 
sumers by the imposition of excise taxes, is, in my opinion, without any merit. 
At least, in my own State, such thinking has been proven to be false. A few years 
ago in Georgia we imposed a most severe and all-inclusive 3-percent sales tax. 
We were promised by economists and politicians that the sales tax was a 
tax to end all taxes. More money was raised by such State sales taxes alone 
than had theretofore been raised by all other forms of State taxation combined. 

Did Georgia thereafter reduce the State income taxes? No. In the middle 
of last year—within a few months after our present Governor had taken office— 
he called a special session of the legislature, not to reduce income taxes, but to 
inerease income taxes. The legislature complied with the Governor’s request 
and increased both corporate and individual State income taxes. And who was 
primarily affected by such tax increases? It was the corporate taxpayer and 
the high-income taxpayer who was allegedly suffering under our progressive 
income taxation. This special session of the legislature decreed that Federal 
income taxes would not, beginning with 1956, be deductible from gross income 
in calculating the taxpayers’ State income tax. 

We believe that the emergencies which were responsible for the enactment 
of the current retailers excise tax are no longer present. However, if this com- 
mittee does not propose the repeal of the retailers excise tax at this time, we 
respectfully urge the removal of some of the current inconsistencies and in- 
equities in subchapters A, B, C. D, and F of chapter 31 of the Internal Revenue 
Code which deal with retailers excise taxes. The Treasury’s esteemed witness, 
Mr. Dan T. Smith, in his testimony before this subcommittee, said, “I think we all 
acknowledge they (retailers excise taxes) may not have been considered in as 
much detail as some of the other excises.” _ Such statement properly refers to 
H. R. 12298 (84th Cong., 2d sess.) introduted on July 18, 1956, and referred 
to as the Excise Tax Technical Changes Act of 1956. This bill was primarily 
technical in nature and did not attempt to correct or modify the many in- 
eonsistencies and inequities inherent in the retailers excise tax. Ths bill did, 
of course, by secton 108 thereof, propose an amendment to section 4031 of the 
Revenue Code of 1954 by specifically enumerating the types of merchandise which 
would come within the purview of luggage and contemplated by such code pro- 
vision. This planned amendment was, of course, a significant improvement over 
the present “basket clause” which is creating so much confusion among the 
retailers and, I might add, among the different officials of the Internal Revenue 
Service. 

We have reviewed H. R. 12421 (84th Cong., 2d sess.), which was introduced 
by Congressman Simpson of Pennsylvania on July 26, 1956. This bili seeks to 
remove some of the current inconsistencies and inequities in subchapters A, B, 
©, D, and F of chapter 31 of the Internal Revenue Code. The National Retail 
Dry Goods Association recommends the enactment of the provisions of said 
H. R. 12421 (84th Cong., 2d sess.) and supports and is pleased to have considered 
as its own the reasons set forth in the statement submitted by Mr. Maurice C. 
Paul, Jr., on behalf of the Federal Excise Tax Council in support of said H. R. 
12421 (84th Cong., 2d sess.). 

I would however like separately to elaborate upon the need, from the retailers 
point of view, of enacting into law the proposed section 4051 (a) (2) (B) of 
H. R. 12421 (84th Cong., 2d sess.). In our opinion, the enactment of such pro- 
posed law is mandatory in order to overcome the difficulties recently visited upon 
retailers by the promulgation of Revenue Ruling 56-515, published in the Internal 
Revenue Bulletin No. 1954-42, October 15, 1956. In its entirety it reads as 
follows: 

“Whether the retailers excise tax applies to a ‘service charge’ added to the 
selling price of a taxable article sold on credit depends upon the manner in 
which the charge is computed. 

“Advice has been requested whether the retailers excise tax applies to a so- 
ealled service charge (or finance or carrying charge) added by a retail dealer 
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to the selling price of taxable articles when they are sold on credit or under ap 
installment payment plan. 

“The retailers excise tax is based upon the price for which an article is sold 
at retail, subject to certain inclusion and exclusions set forth in section 4051 of 
the Internal Revenue Code of 1954. Whether a ‘service charge’ is to be included 
in or excluded from the selling price on which the tax is based is a question of 
fact to be determined from the circumstances of each case. 

“Where a retail dealer adds to the price of an article a charge for the privilege 
of purchasing the article on credit or under an installment payment plan, such 
charge is considered to be a part of the selling price of the article on which the 
tax is to be computed, notwithstanding the fact that such amount may be set 
forth as a separate item. See Berman’s Jewelry Store, Inc., v. United States 
(198 Fed. 2d) 675). On the other hand, where the charge made by the retailer 
is computed at the legal rate of interest, based on the unpaid balance of the 
account and the length of time agreed upon for payment of that balance, and is 
refundable in proportion to any accelerated payment of the account made by the 
customer, it is considered a bona fide finance or carrying charge and may be 
excluded from the tax base, provided it is shown as a separate item on the invoice 
furnished the customer or may be readily determined from the records of the 
retailer.” 

In. the Berman case, cited in Revenue Ruling 56-515, the retailer increased 
the cash price of merchandise by a flat 10 percent, in the event payment in full 
had not been made for such merchandise within 90 days from the date of pur- 
chase. The court of appeals held that under such purchase agreement, the cost 
of the merchandise was the cash price plus 10 percent thereof and that the mere 
fact that said 10 percent was labeled as “finance charge” was immaterial, hold- 
ing at page 677 that “the so-called finance charge is a part of the price for which 
the article was sold.” The court at pages 678-679 said: 

“The so-called finance charge here bears no relation to a true finance or carry- 
ing charge. It is conceded that no interest as such was charged on the deferred 
payments and, regardless of tow designated, it is plain that this cherge did not 
represent interest. Its amount was always 10 percent of the listed price with- 
out regard to the amount of the deferred payments or the length of time over 
which the installments were to run. For example, if the listed price of an 
article was $100, the finance charge was always $10. It was the same whether 
the purchaser paid $75 in cash and $25 in installments or whether the method 
of payment was just the reverse. It was the same whether the contract called 
for payment to be made in 2 monthly installments or in 12. This latter fact alse 
indicates that actual bookkeeping costs did not enter into determining the amount 
of the finance charge—something which is further shown by the practice of 
remitting the entire charge if the deferred purchase money was paid in full 
within 3 months. 

“It is of some significance that although there are 9 stores having common 
ownership with appellant, all of which sell on the installment plan, the finance 
charge is made at only 4 of these stores and these are situated in mining com- 
munities where admittedly the extension of credit involves greater risk of loss 
than at the other 5 stores. If the charge in question was intended as a true 
carrying charge, involving interest, bookkeeping costs, and similar items, it could 
be expected to be made on installment sales at all the stores. That it is made 
only at those stores which show more than normal loss from the extension of 
credit indicates that it is an increase in price to make allowance for the additional 
risk. 

“It is clear, we think, that the so-called finanee charge is not such a charge 
as is to be excluded from the tax base as representing the true cost of carrying 
the installment payment. On the contrary, we consider it to be a part of the 
price charged for the goods when sold on installments and being 10 percent 
greater than when sold for cash. The true situation is not denied, but rather 
confirmed, by the fact that the customer can obtain a cancellation or remission 
of the finance charge by an early payment of his account in full. In this respect 
the appellant’s transactions are essentially the same as the common practice 
of selling merchandise to be paid for by a named date, but with a discount for 
earlier payment. 

“If the customer here pays up all of his installments in 3 months the appellant 
cancels the finance charge and collects only what it calls the listed price. If 
the purchaser fails to take advantage of his opportunity for the discount he is 
compelled to pay the larger sum which he agreed to pay, and which is 10 percent 
greater than if he had bought for cash. But in either case the tax is paid only 
on the amount which is actually collected. 
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“Stated another way, it may be said that the appellant had two prices on 
articles sold on credit. If the purchaser paid in full by the end of 3 months 
(which meant in many cases anticipating his installment payments) the appel- 
lant collected only what it termed the ‘listed’ price. If the customer extended 
his credit beyond 3 months he was compelled to pay a sum which was 10 
percent greater. But in either event the amount collected was that at which 
the article was sold to him.” 

The court of appeals at page 678 did recognize the current custom among 
retailers in adding a “finance charge” or a “carrying charge” on installment 
sales, saying at page 678: ; 

“There can be, of course, such a thing as a ‘finance charge’ or ‘carrying charge’ 
on installment sales and they are not unusual. And where such a charge is 
confined to and is truly representative of the added expense imposed upon the 
vendor by installment selling (as distinguished from cash sales) it is not to be 
included in the tax base. Such a charge may properly include lawful interest 
on the deferred portion of the purchase price, the cost of the bookkeeping neces- 
sary to keep the records of such sales, and any other expense directly attributable 
to the fact that payment is to be made in installments instead of in cash.” 

And it is inferable that the Court would probably not have permitted the 
imposition of an excise tax upon such charge. In any event, we certainly have 
had some additional uncertainty created by such decision. 

Revenue Ruling 56-515 exploits such uncertainty and avoids taking express 
cognizance of the current retailers’ practices and customs of imposing the type 
of carrying or service charge, recognized by the Berman case; namely, amounts 
in addition to lawful interest such as “the cost of bookkeeping necessary to 
keep the records of such sales, and any other expense directly attributable to 
the fact that payment is to be made in installments instead of in cash.” The 
sJerman ease does, however, contain other language upon which the Internal 
Revenue Service could hang its hat and which it could quote in support of 
Revenue Ruling 56-515. The Court did say that the words “other charge” which 
were part of section 2403 (c) of the Revenue Code of 1939 which were sub- 
sequently enacted as section 4051 of the Internal Revenue Code of 1954, were 
intended by Congress to be limited to charges similar to “transportation, delivery 
insurance, and installation.” The court arrived at such conclusion by invoking 
a rule in statutory construction referred to as ejusdem generis. We believe that 
the Congress had no intention by the use of the words “other charge” to impose 
an excise tax upon the customary service or carrying charges, so universally 
current among retailers. Hence, we respectfully urge upon this committee that 
the proposed law should expressly overrule such construction in the Berman 
ease and the holding in Revenue Ruling 56-515. We believe that section 4051 (a) 
(2) (B) in H. R. 12421 (84th Cong., 2d sess.) would accomplish such result 
to the satisfaction of the retailer, and we respectfully urge its incorporation into 
the proposed amendments to the Revenue Code, in the field of excise taxes. 

I wish to take this opportunity to thank the subcommittee for allowing me 
to appear before you and to present the views of the National Retail Dry Goods 
Association on retailers’ excise taxes. 


STATEMENT OF HaArotp K. Howe, EXEcUTIVE SECRETARY, THE LAWN Mower 
INSTITUTE, INC., WASHINGTON, D. C. 


The Lawn Mower Institute, Inc., is the national trade association for the 
lawn mower manufacturing industry. Its roster of members, copy of which is 
attached, comprises approximately 70 percent of the total annual production 
of lawn mowers in the United States. It is on behalf of this membership, as 
well as many companies in the industry which are not presently members of 
the institute but which have cooperated on this matter of excise taxes, that 
this statement is submitted. 

The Revenue Act of 1951 established a 10 percent Federal manufacturers’ 
excise tax on household type power lawn mowers in section 3406 (a) (3) of the 
Internal Revenue Code, effective on manufacturers’ sales as of November 1, 
1951. The Excise Tax Reduction Act of 1954 (Public Law 324, 83d Cong.), 
approved on March 1, 1954, reduced the rate to 5 percent effective April 1, 1954. 

It is quite apparent that this tax was originally levied on power lawn mowers 
by the Congress with very little consideration for economic effects of such a 
tax on the industry. As far as we have been able to discover there was no 
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consultation with the power lawn mower industry at the time this tax was 
adopted. This is all the more evident when it is noted that this tax has been 
tacked on, as if as an afterthought, to a group of appliances used in the home 
and designated under the general category of “household type.” The word 
“household” has never been used in the lawn-mower industry to designate a 
particular type of mower. This has obliged the Excise Tax Ruling Section 
of the Internal Revenue Bureau to come to a completely arbitrary decision 
as to what constituted a “household type” power lawn mower. Thus, at the 
very beginning we come upon one of a whole series of inequities that exist in 
this manufacturers’ excise tax on power lawn mowers. 

Due to the obvious illogical inclusion of the tax on power lawn mowers in a 
grouping of appliances used in the home, the Internal Revenue Bureau in 
Washington is unable to tell anyone just how much revenue has accrued to the 
Federal Government through this tax. 


EFFECTS ON THE INDUSTRY 


The lawn-mower industry is essentially an industry of small businesses, al- 
though some lawn-mower plants are subsidiaries of larger companies. It is 
obvious that the lawn-mower business is seasonal—just as is agriculture. Lawn 
mowers are usually bought by individuals in the spring and early summer 
months with practically no sales in the late summer, fall, or winter. In order 
to maintain as uniform a production schedule as possible and to spread out 
and equalize employment in the industry over as many months as possible, it 
is a general practice in the industry to give spring dating terms to distributors 
and dealers. That means that most of the lawn mowers shipped in October, 
November, December, January, February, March, and April are paid for in 
April and May. However, the Government requires the lawn-mower manufac- 
turer to make a report on each month’s shipments and to pay the manufac- 
turers’ excise tax of 5 percent within 30 days. Thus the manufacturer has to 
pay much of the year’s tax several months before it is actually collected from 
the customer and has to borrow money to pay this tax. The burden of financing 
such tax collections for the Government is extremely severe for these small 
businesses and represents another inequity forced on the lawn-mower industry. 
Replies to a survey reveal actual costs, to those manufacturers replying to 
this question, of $69,500 in interest and financing these tax payments to the 
Government before collection from customers. In addition, extra bookkeeping 
and other costs required to handle these collections were estimated at $47,000 
for those companies reporting. This is almost a $117,000 burden annually for 
this small industry to collect the tax, which is in turn an item of cost which 
further increases the price of power lawn mowers to the general public. 

A 5 percent tax on manufacturers’ sales is not merely passed on to the ulti- 
mate customer but actually becomes an 8 to 9 percent tax when the customer 
pays it. OPS allowed wholesalers to consider the manufacturers’ excise tax 
as an element of their cost and to add their historical markup to all elements of 
cost. The retailer or dealer enjoyed the same privilege so there was a second 
markup or pyramiding of the tax which, conservatively estimated, now becomes 
an 8 to 9 percent tax to the ultimate buyer, the householder, and is essentially 
inflationary in its effect. This tax on power lawn mowers is not a manufacturers’ 
tax—it is not paid by the manufacturer. It is a tax on the individual—on the 
homeowners. It is just another hidden tax—a hoax on the individual home- 
owner. 

The industry, by cost absorption and technological improvements in product 
and in production methods, has done everything it can to place power lawn 
mowers in the homeowners’ hands at the lowest possible cost. This is an age 
of mechanization. Power lawn mowers are the mechanized equipment of the 
homeowner—Jjust as tractors are for the farmer, just as machine tools are for 
the factory. Power lawn mowers are not a luxury but are necessary tools for 
homeowners. But the Government is requiring the individual to pay this tax 
on his necessary machine tools, and thus increasing the cost substantially. 

The Federal excise tax on power lawn mowers has substantially increased the 
price of power lawn mowers to the ultimate buyer. 

Before closing we wish to call to the committee’s attention another inequity 
which exists in the law as it now stands. Certain lawn mower manufacturers 
report that they buy rubber tires and tubes on which an excise tax is charged. 
Section 3400 of the Internal Revenue Code covers the excise tax on tires and 
tubes. Section 3403 (e) provides for the credit or refund on tires when they 
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are used on automobiles or motorcycles. This credit provision was put into 
effect in 1932 and apparently nobody thought of rubber-tired power mowers at 
that time. Section 3448 (a) has to do with credits and refunds generally but 
it specifically prohibits the collector from granting any similar ruling in favor 
of lawn mower manufacturers by excepting tires and tubes from the provisions 
of section 3443 (a). 

In conclusion, we asked that immediate steps be taken for the necessary con- 
gressional action to abolish the Federal manufacturers’ excise tax on power lawn 
mowers for the following reasons: 

1. This tax was originally imposed without consultation with the industry 
and without due regard to the economic factors involved in this industry of 
small businesses. 

2. It is full of inequities, ignores the economics of the power lawn mower 
industry, and places an unnecessary burden of collection and financing on the 
industry. 

3. It has substantially increased the cost of power lawn mowers to the general 
public by more than just the amount of the tax assessed, and is a tax on the 
individual home owner’s necessary equipment. 

4. It is inflationary. 

5. The abolishment of this excise tax could well result in increased revenues 
to the Government from corporate taxes sufficient to offset the revenues now 
being received by the Government from this 5 percent manufacturers’ excise 
tax on power lawn mowers. 


THE LAWN MOWER INSTITUTE, INC. 
Membership 


Aircapitol Manufacturers, Ine., Wichita, Kans. 

Atlas Tool & Manufacturing Co., St. Louis, Mo. 

Bolens products division, Food Machinery & Chemical Corp., Port Washington, 
Wis. 

Choremaster division, Weber Engineered Products, Cincinnati, Ohio. 

Clemson Bros., Inc., Middletown, N. Y. 

Cooper Manufacturing Co., Marshalltown, Iowa. 

G. W. Davis Corp., Richmond, Ind. 

Durite Corp., Inc., Iola, Kans. 

Eclipse Lawn Mower Co., Prophetstown, III. 

The Eska Co., Inc., Dubuque, Iowa. 

Falls Products, Inc., Genoa, II. 

Foley Manufacturing Co., Minneapolis, Minn. 

Goodall Manufacturing Co., Warrensburg, Mo. 

Heineke & Co., Springfield, Ill. 

Henderson Manufacturing Co., Fisher, Ill. 

Huffman Manufacturing Co., Dayton, Ohio. 

Jacobsen Manufacturing Co., Racine, Wis. 

Johnston Lawn Mower Co., Brookhaven, Miss. 

Lawn Boy, a division of Outboard Marine & Manufacturing Co., Lamar, Mo. 

Lazy Boy Lawn Mower Co., Inc., Kansas City, Mo. 

Maxwell, Ltd., St. Mary’s, Ontario, Canada. 

McDonough Power Equipment Co., McDonough, Ga. 

Midwest Mower Corp., St. Louis, Mo. 

Monark Silver King, Inc., Chicago, Ill. 

Moto Mower division, Detroit Harvester Co., Richmond, Ind. 

Motor Wheel Corp., appliance division, Lansing, Mich. 

National Metal Products Co., Kansas City, Kaus. 

Outboard Marine Corporation of Canada, Ltd., Peterborough, Ontario, Canda. 

Power Lawn Mower, Ltd., London, Ontario, Canada. 

Propulsion Engine Corp., South Milwaukee, Wis. 

Quick Manufacturing, Inc., Springfield, Ohio. 

Roberton Manufacturing Co., Chicago, T1. 

Root Manufacturing Co., Inc., Baxter Springs, Kans, 

Roto-Hoe & Sprayer Co., Newbury, Ohio. 

E. T. Rugg Co., Newark, Ohio. 

Savage Arms Corp., Chicopee Falls, Mass. 

Sensation Mower, Inc., Ralston, Nebr. 

E. C. Stearns & Co., Syracuse, N. Y. 
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Sunbeam Corp., Chicago, Ill. 

Toro Manufacturing Corp., Minneapolis, Minn. 
Whirlwind, Inc., Minneapolis, Minn. 
Worthington Mower Co., Stroudsburg, Pa. 
Yazoo Manufacturing Co., Jackson, Miss. 


Associate members 


Briggs & Stratton Corp., Milwaukee, Wis. 

Clinton Machine Co., Clinton, Mich. 

Lauson Engine division of Tecumseh Products Co., New Holstein, Wis. 
Power Products Corp., Grafton, Wis. 


New York, N. Y., December 13, 1956. 
Hon. Aime J. ForANp, 
Chairman, Subcommittee on Eacise Tazres, 
House Office Building, Washington, D. C. 


Dear Mr. Foranp: In connection with matters under consideration by the 
Subcommittee on Excise Taxes, this short statement will present material relat- 
ing to matters under the broad subject groupings 1, 2, and 3 as outlined in your 
release of August 9, 1956. More specifically, we will deal with (1) rates, (2) a 
desirable change in the requirements to be met before filing claims or suits for 
refund or credit, and (3) consideration of the excise tax price base. 


RATES 


In the matter of excise tax rates as they are applicable to photographic prod- 
ucts we, at this time, only request that this industry be given the same equitable 
treatment you have accorded it in the past in the event that rate reductions are 
granted on items of a comparable or competitive nature. 


CREDITS AND REFUNDS 


Under the descriptive caption of “Technical and Administrative Problems,” we 
respectfully subinit for your consideration a recommendation that under section 
6416 (credits and refunds) of the Internal Revenue Code (sec. 163 of H. R. 

2298) some provision should be made to permit a manufacturer to secure a final 
adjudication as to the taxability of an article, either by filing a claim for refund 
or instituting suit in a Federal court, without first securing the written consent 
of the ultimate vendor or ultimate purchaser (in the case of any tax required to 
be repaid to such ultimate vendor or ultimate purchaser ). 

Such a provision would, instead of requiring that such consents be filed with 
the Commissioner or his delegate at the time of filing of the claim, enable a 
manufacturer to postpone this extensive work burden until it was definitely 
determined that a refund or credit of tax would be allowable. In the case of 
any tax required to be repaid to the ultimate purchaser or ultimate vendor, the 
allowance of the actual credit or refund should, of course, be limited to the 
amounts represented by the appropriate consents which may have been previously 
filed with the Secretary or his delegate or filed after a final determination of tax 
status. 

It does not seem likely that amendment of the statute to facilitate the filing 
of a claim or suit for a determination of merit will result in undue burdens 
being placed upon the Internal Revenue Service by reason of the filing of a mul- 
titude of unsupported claims. 

In furtherance of the matter submitted above, we respectfully suggest that the 
amendments proposed by section 163 of H. R. 12298 be extended to include after 
“(2) has repaid” (line 12, p. 79) some such phrase as “or has satistied the 
Commissioner that he will repay” any tax required to be repaid to the “ultimate 
vendor” or “ultimate purchaser” as the case may be. 

The amendments proposed in section 163 of H. R. 12298 under paragraph (a) 
(3) on page 80 (lines 3 to 9, inclusive) should, we believe, be extended to include 
after the words “ultimate vendor’ on lines 6 and 8 the additional phrase “or 
ultimate purchaser.” This change is respectfully suggested because makers of 
newsreels, covered by section 163 (b) (2) (Q), are “ultimate purchasers” rather 
than “ultimate vendors” and it is entirely conceivable that “ultimate purchaser” 
claims may be appropriate and justified under other (b) (2) specified uses. 


85776—57——69 
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EXCISE TAX PRICE BASE 


Section 116 of H. R. 12298 appears to have the highly commendable intent to 
establish in an industry where the normal method of distribution is through 
wholesale distributors a uniform excise tax base for articles sold by a manufac- 
turer to retailers when the manufacturer sells such articles to both wholesale 
distributors and retailers. 

It seems equally necessary to consider some provision to establish a uniform 
excise tax base in industries in which large dollar volume distribution is 
achieved through sales to regular retail dealers at quantity discount prices 
(although some or all members of the industry may effect some portion of their 
distribution through wholesale distributors). In the photographic industry a 
very substantial and probably the largest volume of distribution of taxable 
articles, with the possible exception of black and white roll film, is to retailers, 
many of whom are given quantity discounts which result in price levels that 
equal or substantially approach the price levels which are or would be applicable 
to sales to wholesale distributors. We believe this pricing and marketing pattern 
may similarly occur in other product lines subject to excise tax. 

At present, manufacturers of taxable photographic equipment charge and pay 
excise tax on the selling price of the article in the specific transaction and this 
often results in a lower excise tax charge to some dealers than to other dealers on 
similar articles. This is due to the fact that large retail dealers buy articles 
in sufficient quantities to obtain the applicable discounts whereas small retail 
dealers, unable to command the capital required for large-scale purchasing, do 
not qualify for such quantity discounts and therefore pay a greater excise tax. 
This, in some considerable measure, results in an inequitable excise tax differen- 
tial to the detriment of the small dealer. 

We respectfully suggest that in any industry where quantity discount pricing 
on sales to retailers is rather generally applicable to a large volume of the 
industry distribution substantial justification exists for establishing a uniform 
base for taxable products that will eliminate any excise tax level discrimination. 

To effect a desirable correction of this tax level differential, the conditions 
which could be required are comparable to those which appear in lines 5 through 
17 on page 11 of H. R. 12298. In other words, it could be provided that— 

(a) the manufacturer or producer of such article regularly sells such 
articles at retail or to retailers, as the case may be, 

(b) the manufacturer or producer of such article regularly sells such 
articles to retailers at quantity discount prices in sufficient volume to indi- 
cate that his retailers quantity discount prices are established without 
regard to any tax benefit under this paragraph, 

(c) the method of substantial distribution for such articles within the in- 
dustry is to sell such articles to retailers at quantity discount prices. 

(d) the transaction is an arm’s length transaction, the tax under this 
chapter shall (if based on the price for which the article is sold) be com- 
puted at whichever of the following prices is the lowest: (i) the price at 
which such article is sold, (ii) the lowest price at which such articles are 
sold under quantity discounts to retail dealers or (iii) the price (if any) 
determined under paragraph (1). 

We do not believe the change in excise tax base as recommended above would 
result in any substantial loss of revenue but it would materially reduce the 
burden of detail work in the industry. This consideration is, however, secondary 
to the elimination of the area of detriment to the small dealer. 

At this point we wish to endorse the amendments proposed by section 121 of 
H. R. 12298 as they relate to the extension of tax exemption to nonprofit educa- 
tional institutions and simplification of the presently troublesome export exemp- 
tion requirements. The proposed changes with respect to export sales will, if 
enacted, do much to eliminate the burden of correspondence now prevailing 
between dealers and manufacturers on this subject. 

We also wish to specifically commend the efforts of the subcommittee and the 
Internal Revenue Service in achieving a wider area of rulings publication and 


to express the hope that all possible appropriate enlargement of this program will 
be a matter of continuing consideration. 


Respectfully submitted. 


NATIONAL ASSOCIATION OF PHOTOGRAPHIC MANUFACTURERS, INC., 
By Wrt.1aAM C. Bassirt, Managing Director. 
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MICHIGAN Motor Bus ASSOCIATION, 
Lansing, Mich., November 20, 1956. 
Hon. AIME J. FORAND, 
Member Ways and Means Committee, 
Room 1120, House Office Building, 
Washington, D. 0. 


Dear CONGRESSMAN ForAnD: In the event that your subcommittee should not 
have time to hear my testimony on Monday, November 26, I respectfully request 
this paper to be made a part of the record covering various excise taxes. 

I respectfully submit the following exhibits : 

Exhibit No. 1: This exhibit shows the amount of excise taxes paid by class of 
carrier. 

Exhibit No. 2: This exhibit shows suggested changes to be made to the high- 
way revenue bill of 1956. 

I believe that by glancing at exhibit No. 1, you can readily see that bus com- 
panies are paying more than their apportioned share of said taxes. Pxhibit 
No. 1 by no means covers all the Federal taxes to which we are subject as many 
of them are buried in cost of articles purchased. 

Exhibit No. 2 tends to show of legislative intent relative to refunds on gasoline 
and fuel oils as provided by the highway revenue bill of 1956. In Michigan we 
have several carriers doing an intercity business as well as a transit or suburban 
type business. As this exhibit points out, a local transit system is clearly dis- 
tinguishable from an intercity transportation system by well-defined rules of 
the Interstate Commerce Commission and is recognized in this bill which adds 
subparagraph (c) to section 4483 of the 1954 code and reads in part as fol- 
lows: “* * * the use of any bus which is of the transit type (rather than of 
the intercity type) * * *” nevertheless, section 6421 (b) (1) refers to the 
use of gasoline “in vehicles engaged in furnishing scheduled common carrier 
public passenger land transportation service along regular routes,” a definition 
so broad that it also includes intercity type operations. The 60 percent passen- 
ger fare revenue test limitation provided in section 6241 (b) (2) must be applied 
to the total passenger fare revenue described in paragraph (1). 

It is obvious from the above that a person or company operating both a local 
transit system and an intercity passenger system, completely separable one 
from the other, could be denied the benefits allowable to local transit systems 
for that part of his operations which constitute the clearly defined local transit 
system. 

We believe that this is the result of the use of all-inclusive descriptive phrases 
rather than direct definition of legislative intent and therefore suggest that 
section 6421 (b) (1) of the 1954 code be amended to read as follows: 

(1) Allowance—if gasoline is used during any calendar quarter in vehicles 
while engaged in furnishing local transit scheduled common carrier public 
passenger land transportation service along regular routes, etc. 

The same amendment should be made to the similar definition contained in 
section 6416 (b) (2) of the 1954 code. 

Congressman Forand, bus companies must have some relief from taxes, both 
from a Federal level as well as the State, if they are going to survive. In 
Michigan, since the year 1951, we have had 27 companies go out of business for 
lack of patronage and increased taxes. At this point the Michigan Legislature 
is studying the widespread bus failures and are to report to the 1957 legislature 
as to their findings, including taxation and government regulations affecting 
their problems. 

In Michigan we have about 32 taxpaying bus companies. On testimony given 
before the above-mentioned legislative investigating committee, only two showed 
a profit in 1955. (Copy of testimony enclosed. ) 

For example, the second largest intercity busline, namely, Short Way Lines, 
Inc., has not shown a profit in 4 years. Here is a company serving large cities 
such as Toledo, Ohio; Flint, Mich.; Lansing, Mich.; Grand Rapids, Mich; and 
intermediate points, who in 1951 operated 76 buses and presently operate only 
28. In 1946 Short Way Lines had 336 employees—today they have 76. In 1946 
they operated 7,427,742 miles—today they operate just a fraction over 2 million 
miles. The first 5 months of this year this company lost $59,000. 

I could go on down the line with other large intercity carriers, but with all 
of the declining business we are still depended upon by hundreds of thousands 
of people for transportation. My point is this—if the companies continue to go 
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out of business it is my belief that it would have the following effect upon our 
economy: 

1. It would increase our unemployment situation. 

2. It would deprive the State and Federal Government of taxes they are now 
receiving. 

3. It would further aggravate our traffic congestion problems. 

4. It would increase. cost of government spending in providing additional 
roads, mail deliveries, ete. 

5. Most important of all, in a world crisis it would severely hamper our 
national defense 

6. It would force hundreds of people to leave their present jobs. 

7. It would hamper the infirmed from receiving proper medical care. 

8. In Michigan alone, 382 towns and villages are entirely dependent upon the 
bus industry to previde transportation for schoolchildren, daily mail, small 
parts for manufacturers, medical supplies and selective service movements. 

If the Federal Government and the States could relieve this industry of some 
of the taxes we now pay we could possibly survive. In order to preserve this 
essential transportation service, I make the following recommendations to your 
committee to take positive action on: 

1. Eliminate manufacturers’ excise tax on new equipment. 

2. Reduce excise taxes on tires, tubes, lubricating oils and other types. of fuels. 

3. Eliminate in its entirety the 10 percent Federal transportation tax on 
passengers. 

4. Eliminate the 3 percent transportation property tax. 

5. Give serious consideration to suggested changes in the highway revenue 
bill of 1956, as outlined in exhibit No. 2. 

Respectfully submitted. 


Cart S. BUCHANAN, 
Director, Motor Vehicle Regulations. 


Exursrr No, 1 


Eecise taxes on transportation 





| 


; | 
| Rail- | Commer- Private 
Buses | Trucks | road | cialair- | automo- 


plane | bile 





! 
Manufacturers’ excise percent__- 10 | None 
Gasoline cents per gallon-- : None 
Diesel fuel- do... None 
Lae tOREIS BEB ise se cane ~ const ioe ae Ceci 6 


eT pon oee a None 
Inner tubes do 


Truck and bus use thousand pounds. - 
Transportation, persons percent-- 
Transportation, property - - 


17 percent after Mar. 31, 1957, 


Note.—The cost of all of the above taxes except transportation of persons and property is assessed against 
the owner or carrier. The transportation taxes are passed on to the passengers. 


Exurit No. 2 


HIGHWAY REVENUE BILL OF 1956 


Section 202 increases the tax on diesel fuel and on special motor fuels from 2 
eents per gallon to 3 cents per gallon. 

Section 205 increases the tax on gasoline from 2 cents per gallon to 3 cents per 
gallon. 

Section 206 imposes a new tax on the use of certain highway vehicles by adding 
a new subchapter D to chapter 36 of the 1954 Internal Revenue Code, including 
paragraph (c) of section 4483 thereof which provides for the exemption from the 
tax for certain transit-type buses. The exemption applies only if used by a person 
who meets the 60-percent passenger fare revenue test set forth in section 6421 
eR 

Section 208 amends section 6416 (b) (2) of the 1954 Code by adding among 
other things, subparagraph (L) which allows a refund of 1 cent per gallon of 
diesel fuel and special motor fuel used in vehicles furnishing scheduled common- 
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carrier public land transportation service along regular routes provided the 60- 
percent passenger fare revenue test set forth in section 6421 (b) (2) is met and 
subject to the limitation set forth in section 6421 (d) (2). 

Section 208 also amends the 1954 Code by adding section 6421, subsection (b) 
of which allows a refund of 1 cent per gallon for gasoline used by local transit 
systems subject to certain limitations. 

It is obvious from the above that the legislatures recognized the needs of local 
transit systems and intended them to be excluded from the additional gasoline, 
diesel, and special fuel taxes as well as the new highway vehicle use tax. A 
local transit system is clearly distinguishable from an intercity transportation 
system-by well-defined rules of the Interstate Commerce Commission and is recog- 
nized in this bill which adds subparagraph (c) to section 4483 of the 1954 Code 
which reads in part as follows: “* * * the use of any bus which is of the transit 
type (rather than of the intercity type) * * *.” Nevertheless, section 6421 (b) 
(1) refers to the use of gasoline “in vehicles while engaged in furnishing scheduled 
common-earrier public-passenger land transportation service along regular 
routes,” a definition so broad that it also includes intercity type operations. The 
60-percent passenger fare revenue test limitation provided in section 6421 (b) (2) 
must be applied to the total passenger fare revenue described in paragraph (1). 

It is obvious from the above that a person or company operating both a local 
transit system and an intercity passenger system, completely separable one from 
the other, could be denied the benefits allowable to local transit systems for that 
part of his operations which constitute the clearly defined local transit system. 

We believe that this is the result of the use of all-inclusive descriptive phrases 
rather than direct definition of legislative intent and therefore suggest that 
section 6421 (b) (1) of the 1954 Code be amended to read as follows: 

(1) Allowance.—If gasoline is used during any calendar quarter in vehicles 
while engaged in furnishing local transit scheduled common carrier public 
passenger land transportation service along regular routes,” etc. 

The same amendment should be made to the similar definition contained in 
section 6416 (b) (2) (1.) of the 1954 Code. 


AMERICAN HOoSpITaL ASSOCIATION, 
WASHINGTON SERVICE BUREAU, 
Washington, D. C., December 27, 1956. 
Hon. AIME J. ForRAND, 
Chairman, Subcommittee on Excise Tages, 
Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear CHAIRMAN ForanD: The American Hospital Association wishes to express 
its strong approval of the decision of the House Ways and Means Committee in 
authorizing and directing the appointment of the Subcommittee on Excise Taxes 
to make a study of the excise-tax structure of the Federal Government and admin- 
istrative problems. Continuing study of the Internal Revenue Code, a law basic 
to the economic growth and financial stability of the Nation and directly affecting 
each of us, is not only desirable, but a necessity. All of our citizens have just 
cause to appreciate the thoughtful consideration that the members of this sub- 
committee and its staff are devoting to this study. 

In the report dated April 20, 1956, which your subcommittee made to the House 
Ways and Means Committee, general recommendation No. 5, page 10, is of great 
interest to the nonprofit community hospitals of this Nation: 

“Exemptions from mannfacturers, retailers, transportation, and communication 
excise taxes should be provided for elementary and secondary schools and colleges 
and universities operated by nonprofit organizations.” 

We are in full accord with the reason behind this recommendation as expressed 
on page 70 of the report: 

“The subcommittee believes that exemptions from manufacturers’ and retail 
excises, and those on transportation and communication for purchases by public 
schools while no similar exemptions are available to nonprofit private. schools 
renresents discriminatory treatment.” * * * 

This reasoning holds special significance for the nonprofit hospitals of this 
Nation. We believe in its soundness and can locically contend that the imposi- 
tion of these excises on nonprofit hospitals constitutes discriminatory treatment. 

It is of extreme importance to the vitality and continuing growth of our 
voluntary nonprofit hospital system that, as fully as possible, an approximate 
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balance as to tax liability and tax exemption should be maintained between 
tax-supported and nonprofit hospitals. The economic plight which the majority 
of our nonprofit hospitals face is most serious. One of the greatest social needs 
in the country today is to provide the means and assistance to help these public- 
service institutions increase their resources in order to enable them to meet 
the growing demands made upon them. Today, the purchases of nonprofit hos- 
pitals are subject to retailers, manufacturers, transportation, and communica- 
tions excise taxes, while those of public hospitals are not. In the final analysis 
it is sick patients who bear the costs of these taxes. Why then for this purpose 
distinguish between nonprofit and public hospitals when an inevitable result 
is to increase the costs of hospitalized illness, thus burdening sick patients at 
a time when they most need financial help? 

The exemption which nonprofit hospitals now have from various Federal 
taxes rests primarily on the principle that they are rendering public service. 
These hospitals, as you know, stand at the hub of our whole system of care 
for the seriously ill, and they carry a large burden of care for those unable 
to pay. It has been said with truth that if these private hospitals did not exist, 
their functions would have to be performed by government. Congress, indeed, 
has recognized their essentiality, not only through exemption from various 
taxes, but even more forcefully by appropriating under a continuing program, 
in the past decade, well over three-quarters of a billion dollars for the con- 
struction of hospitals and making these funds available to nonprofit institutions 
on precisely the same terms as to public hospitals. 

We believe that the parallel between public institutions on the one hand 
and nonprofit institutions on the other is closer in the case of hospitals than 
it is in the case of schools; we believe that this is true in fact, and even more 
elearly true in terms of established congressional policy. The existing excise- 
tax discrimination against nonprofit institutions seems to us difficult to justify 
as to schools and even more so in the case of nonprofit hospitals. 

In addition to their primary function of caring for the sick, hospitals play 
a major role in the educational process itself and might well on this score alone 
be accorded the same treatment as schools. They are the centers where graduate 
medical education is carried out through internships and residencies. More- 
over, they play a significant role in the postgraduate education of physicians. 
In fact, hospitals are becoming an increasingly important factor in undergraduate 
medical education as medical schools require their students to take a portion 
of their clinical studies in hospitals. The education of our professional nurses 
is centered primarily in hospitals. Much of the basic and clinical research which 
has made possible tremendous advances in medical science is conducted in 
hospitals. In the past year, the Federal Government spent over $100 million 
to finance research on the major killing diseases, most of which research is 
being done in hospitals. Hospitals also train and educate practical nurses, 
technicians, and other auxiliary health personnel so necessary and so needed in 
earing for sick patients. To the degree that excises are imposed on nonprofit 
hospitals they impair the ability of such hospitals to perform these public 
services. 

Under the Federal income-tax law, contributions to nonprofit hospitals and 
schools give equal entitlement to donors to the extra 10-percent deduction for 
charitable contributions. General recommendation No. 5 of your subcommittee 
previously referred to, would, as to exemption from certain Federal excises, 
treat nonprofit private hospitals differently than nonprofit private schools. 
Such a result cannot be supported in logic nor is it one that gives due and 
equal recognition to the public-service character of hospitals. 

The American Hospital Association, therefore, strongly urges that nonprofit 
hospitals be exempted from retailers, manufacturers, communication, and trans- 
portation excise taxes. 

It would be appreciated if you would include this letter in the record of your 
subcommittee hearings. 

Sincerely yours, 
KENNETH WILLIAMSON, 
Associate Director. 
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STATEMENT OF LAURENCE R. LUNDEN, TREASURER AND COMPTROLLER, UNIVERSITY 
oF MINNESOTA, REPRESENTING THE AMERICAN COUNCIL ON EDUCATION 


EXEMPTION OF EXCISE TAXES FOR ALL NONPROFIT EDUCATIONAL INSTITUTIONS 


I am Laurence R. Lunden, treasurer and comptroller of the University of 
Minnesota. I am here as chairman and representative of the committee on 
taxation and fiscal reporting to the Federal Government of the American Council 
on Education. 

The American Council on Education is an organization whose membership is 
made up of educational institutions and organizations. It now includes 142 
national and regional educational associations with interests in education at all 
levels, and 973 institutions comprising universities, colleges, and junior colleges, 
as well as State departments of education, public and private school systems, 
secondary schools, public libraries, and educational divisions of business and 
industrial concerns. 

The Committee on Taxation and Fiscal Reporting to the Federal Government 
has gone on record in favor of the exemption of excise taxes for all nonprofit 
educational institutions. 

We have noted with satisfaction that H. R. 12298, the omnibus excise tax bill 
introduced last July by Congressman Forand, provides for the exemption of 
manufacturers’, retail, transportation, and communications excise taxes for 
elementary and secondary schools and colleges and universities operated by non- 
profit organizations. Our committee has spent considerable time discussing 
these taxes and feels strongly that the provisions in H. R. 12298 concerning these 
exemptions are both desirable and sound. While our committee heartily sup- 
ports the exemption of excise taxes for all nonprofit educational institutions, I 
should like to address myself at this time to the committee’s consideration of the 
subject as it relates to higher education. 

The committee has discussed the discriminatory nature of these taxes. Col- 
leges and universities, both privately and publicly supported, have traditionally 
been exempt from taxes, yet, in this instance, excise taxes are levied against the 
privately supported institutions but not against the publicly supported 
institutions. 

Almost half of all the students enrolled in institutions of higher education 
are enrolled in privately supported colleges and universities. These schools 
already are generally hard pressed to meet their operating expenses in fulfilling 
this important public responsibility. With the prospects of enrollment doubling 
between the years 1952 and 1970, it is all the more urgent that privately sup- 
ported colleges be given every sound means of assistance and encouragement to 
aid them in meeting their part of the increasing demand for higher education. 
The savings to privately supported institutions by the exemption from excise 
taxes has been estimated at $3 million a year. This amount, although not large, 
would be of significant assistance to most of these institutions. 

It is the judgment of our committee that privately supported colleges and 
universities should enjoy the same tax-exemption privileges as publicly supported 
colleges and universities. The committee believes this to be in the public interest 
and hopes that you will lend your support to this legislation. 

A list of members of the council’s committee on taxation and fiscal reporting 
to the Federal Government is attached. 


List OF MEMBERS OF COMMITTEE ON TAXATION AND FIscaL REPORTING TO THE 
FEDERAL GOVERN MENT 


Laurence R. Lunden, treasurer and comptroller, University of Minnesota, Minne- 
apolis, Minn., chairman. 

Raymond B. Allen, chancellor, University of California, Los Angeles, Calif. 

J. R. Anthony, comptroller, Georgia Institute of Technology, Atlanta, Ga. 

Thomas E. Blackwell, vice chancellor and treasurer, Washington University, St. 
Louis, Mo. 

Howard R. Bowen, president, Grinnell College, Grinnell, Iowa. 

R. B. Draughon, president, Alabama Polytechnic Institute, Auburn, Ala. 

C. O. Emmerich, business manager, Emory University, Emory University, Ga. 

Laurence M. Gould, president, Carleton College, Northfield, Minn. 

J. Parker Hall, treasurer, University of Chicago, Chicago, Ill. 

G. E. Harwood, comptroller, University of Notre Dame, Notre Dame, Ind. 

E. T. Jolliffe, business manager, State University of lowa, Iowa City, Iowa. 
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D. I. McFadden, controller, Stanford University, Stanford, Calif. 

Carl M. McFarland, president, Montana State University, Bozeman, Mont. 

R. C. Magrath, treasurer, Tufts University, Medford, Mass. 

John F. Meck, vice president and treasurer, Dartmouth College, Hanover, N. H. 


STATEMENT BY EDWIN H. WILSON, EXECUTIVE DIRECTOR, IN BEHALF OF THE AMERI- 


CAN HUMANIST ASSOCIATION AND ITS COMMITTEE ON CHURCH AND STATE, YELLOW 
SPRINGS, OHIO 


The American Humanist Association, a national organization of philosophical 
and religious liberals, is interested in several sections of H. R. 12298, the proposed 
bill now before this committee, under which present excise-tax practices of the 
Federal Government as they apply to private educational institutions would he 
modified. Our interest is in the larger questions of financial policy as they affect 
church and state; we are not competent to discuss detail tax mechanisms, nor do 
we venture to express any convictions concerning them. We are not lobbyists, 
and we do not ordinarily participate in any legislative processes. Our interest 
in these proposals is not partisan or selfish. Our organization, which includes 
many of the country’s most distinguished educators, believes that both private 
and public educational institutions have a place in our society and that they 
should both be encouraged. The names of our officers symbolize this conviction. 
Our president is Herman J. Muller, Nobel prize geneticist and professor of 
zoology at the University of Indiana; our committee on church and state (which 
I represent in submitting this satement) is headed by George B, Axtelle, pro- 
fessor of education at New York University. 

We believe that the new exemptions from excise taxes on goods and services 
handled by private educational institutions, proposed in sections ————, are not 
justified. They are essentially special favors which go beyond our present policy 
of reasonable generosity. The proposed exemptions from excise taxes on such 
items as gasoline, telephone calls, and school buses are primarily favors granted 
to a church, America’s largest church which happens to be having a large private 
school system of its own. We are not concerned so much with the amount of 
money involved—in these days of astronomical budgets it is not large—but we 
are concerned with the principle of the concessions. 

Any church, of course, has the right to organize its own school system. This 
is a fundamental right in our free society. But when a school serving one sect 
asks for substantial financial favors from the general taxpayer, that is another 
matter. Then its smallest request must be weighed in the light of its total policy. 
Then the question arises: Why should the members of other sects and the 70 
million people in this country who do not belong to any church be compelled to 
contribute to a sect which they do not necessarily endorse? Our Constitution 
answers this question by prohibiting the “establishment” of religion. There are 
many ways to establish a religion indirectly, and one of them is to grant financial 
concessions in taxation to a school system which is an organic part of a church. 

It is true that the concessions in this bill are ostensibly made to all private 
educational institutions which have bona fide classes, as described in sections 
137, 4057, and 4221, of the Internal Revenue Code. Nominally no special con- 
cession is made to any church. But this appearance is deceptive. It is esti- 
mated that about half of the total benefits of $3 million would accrue to the 
parochial schools of one church, the Roman Catholic Church. The published 
discussion of the proposed concession, when originally made by the chairman of 
this committee in the last session of Congress, indicates that the real motive 
behind the changes was the desire to reward the Catholic schools. These 
schools were the only schools mentioned by the chairman when he made the 
original suggestion. He prefaced his appeal for the changes with a plea that 
we should give the parochial schools “the same exemptions * * * that we are 
giving to the public schools.” P 

What disturbs us in this proposed measure is that any financial concession 
to a sectarian school system is likely to be seized upon as a precedent for more 
concessions. In fact, this very proposed concession in excise taxes has already 
been hailed in some religious newspapers as proof that the Government is be- 
ginning to recognize the justice of the claims of sectarian schools for public 
support. 

We regard the proposed concessions as a symbol, the wrong kind of symbol 
of a tendency pointing in the wrong direction. The United States should hold 
firmly to its historic policy: No public revenue for sectarian schools. We do 
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not want to follow in the pathway of so many Buropean nations which have 
divided their children into denominational segments in schools having sectarian 
labels, all supported by the taxpayers. Our Supreme Court has drawn the line 
against general expenditures for sectarian education, and we believe that the 
spirit of its decisions in this field should be adhered to in tax administration. 
We think it particularly inappropriate at this moment in history to reward 
segregated schools in any way, schools which are segregated by creed or de- 
nomination. The public schools of our country, open to children of all creeds 
without discrimination, are in desperate need of Federal tax grants. If financial 
sacrifices are to be made by the Federal Government in behalf of education, it 
would seem to be logical to make those sacrifices for the public schools rather 
than for private schools. 

Last year the Roman Catholic bishops of the United States issued an official 
appeal for public support of their denominational schools, and declared that: 
“The students of these schools have the right to benefit from those measures, 
grants, or aids which are manifestly designed for the health, safety, and welfare 
of American youth, irrespective of the school attended.” Statements made in 
the Catholic press simultaneously made it clear that the Catholic bishops had 
no intention of limiting their concept of “welfare” to bus transportation, text- 
books, and school lunches. They have repeatedly indicated that “distributive 
justice” demands full financial support for their sectarian schools out of the 
Public Treasury. This is what they have achieved in the Catholic countries of 
Europe and in many parts of Canada and Latin America. This is the worldwide 
policy of the Roman Catholie Church. 

The drive of the Catholic bishops for full public support from public funds 
goes back to 1948, when they issued their famous attack on the Supreme Court’s 
decision in the McCollum case. Then, in a pronouncement called The Christian 
in Action, they implied that the Supreme Court’s interpretation of the first 
amendment, and our policy of the separation of church and state, was “doc- 
trinaire secularism,” and they advocated a theory of the Constitution under 
which it would be perfectly legal for the Federal Government to support all 
sectarian schoois completely out of tax dollars. 

Last year, in reply to the demand of the Catholic bishops for “welfare” funds, 


our committee on church and state said: “To grant this claim for special privi- 
lege would discriminate against every non-Catholic taxpayer.” Concerning the 
present proposed concessions we would go even further. To grant such claims 
would discriminate against all taxpayers who disbelieve in sectarian schools 
and there are many millions in our society. We believe that we represent many 
of these silent millions in protesting against any tendency to widen the scope 
of financial favors to sectarian enterprise. 


COLUMBIA BROADCASTING SYSTEM, INC., 
New York, N. Y., November 27, 1956. 
Hon. AIME J. FoRAND, 
Chairman, Subcommittee on Excise Tax, Technical, and Administrative 
Problems, Ways and Means Committee, House of Representatives, 
Washington, D. C. 


DEAR Mr. CHAIRMAN: Columbia Broadcasting System, Inc., wishes to record 
its vigorous support of the proposal to eliminate the excise tax on all-channel 
(VHF-UHF) black-and-white and color television receivers. CBS believes that 
such elimination is a basic and necessary step toward achieveing the sound 
development of UHF television broadcasting. And use of the UHF portion of 
the spectrum, along with VHF, is in turn necessary for full utilization of the 
television spectrum and for the effectuation of a wholly free system of nationwide 
competitive television broadcasting. 

CBS approaches this problem solely from the point of view of the broadcaster. 
It manufactures no television receivers and hence would derive no tax savings 
from the elimination of the excise tax. The sole interest of CBS, as a broad- 
caster, is to encourage the wider use and sounder growth of UHF. 

As is well known, a number of factors have retarded the development of DHF. 
Some of these factors lie in the technical realm which only time and the ingenuity 
of engineers can solve. But the economic factor can be substantially and imme- 
diately solved by the elimination of the excise tax on all-channel receivers. The 
price differential between VHF-only and all-channel receivers has been 
an important deterrent to the growth of UHF because the consumer has been 
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particularly price conscious in purchasing television receivers. The result has 
been a disappointing lag in the sale of all-channel receivers. This lag has had 
grave consequences to UHF broadcasters since a broadcaster sells circulation to 
an advertiser—circulation measured by the receivers which are capable of receiv- 
ing the broadcaster’s signal. The great number of VHF receivers, as compared 
to VHF-UHF receivers, in many areas has been an enormous handicap to the 
UHF broadcaster. 

It is plain that the equalization of price between a VHF receiver and an all- 
channel receiver which would result from elimination of the excise tax would 
be of enormous benefit to UHF broadcasting. And, as has been long recognized 
by all concerned with the broadcasting industry, the UHF spectrum must be 
utilized along with the VHF, if there is to be a sound and healthy competitive 
broadcasting system. 

The elimination of the excise tax on all-channel receivers is the single most 
important concrete step which can be taken now to aid in these most desirable 
objectives. It would seem that the elimination of the excise tax on all-channel 
receivers would be more than compensated for by the return to the Government 
from the new business, the new revenues and the added economic health of 
all the industry which would inevitably result. 

For these reasons, CBS urges the elimination of the excise tax on all-channel 
receivers. 

Sincerely, 
FRANK STANTON. 


STATEMENT OF ASSOCIATION OF MAXIMUM SERVICE TELECASTERS, INC., URGING 
ELIMINATION OF THE 10-PERCENT MANUFACTURERS’ ExCIsE TAx ON ALL-CHANNEL 
RECEIVERS 


The Association of Maximum Service Telecasters, Inc., is dedicated to assuring 
maximum television service for the people of the United States. At present 
some 112 VHF and UHF stations throughout the United States are members of 
the association. The organization and its member stations are vitally interested 


in the improvement and expansion of the television service now enjoyed by the 
American people. Toward this end AMST has been working closely with other 
industry groups and with the Federal Communications Commission on the 
establishment of research and study projects designed to bring about greater 
utilization of the 70 UHF channels. 

As part of its efforts to promote an improved VHF-UHF television system, 
AMST has already urged the Federal Communications Commission to seek out 
methods of encouraging increased manufacture and distribution of all-channel 
receivers. Certainly one of the most important methods calculated to bring 
quick results is the elimination of the present 10-percent manufacturers’ excise 
tax on all-channel receivers. The association wishes to take this opportunity 
to make a direct appeal to the committee and the Congress for an end to this 
tax which is in large part responsible for the failure of UHF television to 
provide the public service expected of it. 

The small number of UHF receivers in the hands of the viewing public is 
a major barrier to the growth of UHF television. The present unsatisfactory 
UHF situation is the result of a number of interrelated problems which are as 
yet unresolved. But perhaps the most serious impediment to the development 
of the UHF is the situation that exists with respect to UHF receiving equip- 
ment. The UHF receiving equipment in all-channel receivers is of unsatis- 
factory quality as compared with VHF receivers or VHF receiving equipment 
in all-channel receivers. In addition, all-channel receivers are considerably more 
expensive than VHF-only models. For these reasons, very few all-channel sets 
are sold and the manufacturers have little incentive to improve the quality of 
UHF receiving equipment so long as there is a ready market for lower priced 
VHF-only sets. Moreover, although VHF sets can be converted to receive UHF 
in addition to VHF, UHF converters are aiso expensive and they, too, are not 
very satisfactory technically. Under these circumstances it is difficult to con- 
vince the public to purchase an all-channel set or to undertake the trouble and 
expense of conversion. 

Elimination of the 10 percent manufacturers’ excise tax on all-channel receivers 
provides a most promising opportunity to improve this situation. If this excise 
tax is removed, all-channel receivers could be sold for approximately the same 
price as VHF-only sets. If the public is provided access to the UHF band at no 
extra cost, there is little doubt that present buying preferences would change 
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and that the public would choose the all-channel receivers. A great body of 
potential UHF viewers would be effortlessly created, and the resultant boost 
in circulation would provide a very real incentive to manufacturers to solve 
existing technical difficulties in UHF receiving equipment. 

Various arguments are made against the elimination of the excise tax on all- 
channel receivers. It has been stated that the exemption of all-channel sets 
from excise tax would amount to a concealed subsidy and would decrease total 
tax revenues. The subsidy argument assumes that the Government places an 
excise tax on each and every commodity available on the American retail mar- 
ket. On the contrary, ours is a selective excise-tax system and the relatively 
few articles subjected to the tax are chosen according to well-established canons 
of selective excise taxation. The Congress has normally chosen only those prod- 
ucts which are in such demand that they can carry the burden of the selective 
tax and yet yield substantial revenues with relatively slight administrative costs. 
Actually, the excise tax on all-channel receivers meets none of the canons. The 
burden of the tax has all but killed their sale, and public demand for the sets 
is so weak that the tax produces little revenue. Congressional committees, the 
Federal Communications Commission, and the television industry have many 
times expressed a desire to utilize the potentialities of UHF in the public in- 
terest. The tax thus not only fails to serve its revenue-producing functions, but 
affirmatively serves to defeat one of the very policies on which both Government 
and industry are agreed—the preservation and promotion of UHF television. 

Moreover, even if elimination of the tax is regarded as an indirect subsidy, 
this should be no obstacle. It would not be the first time that the power to tax 
has been employed to promote a cause which Congress has identified with the 
public interest. Preservation of UHF alongside of VHF is important for a 
comprehensive system of nationwide television. Clearly, this objective merits 
the assistance by way of tax relief. 

Nor is there substance to the argument that elimination of the excise tax would 
mean a loss of sorely needed Federal revenues. Of course it may be anticipated 
that elimination of the tax on all-channel sets would increase their sales and 
concurrently decrease those of VHF-only sets which would still be subject to the 
excise tax. Thus, there may be some loss in excise-tax revenues while UHF re- 
ceived sales are growing and replacing the sales of VHF-only sets. However, 
the objective of the elimination of the tax is the revitalization of the UHF tele- 
vision operations which are now in the doldrums. Development of the UHF 
television service as a companion service to VHF television would improve the 
financial condition of existing UHF stations and would bring about new station 
construction new program production and expanded television and related 
industry employment throughout the United States. The increased tax revenues 
which would result would more than offset any loss in excise tax revenues. 

The small number of all-channel receivers in the hands of the public is one of 
the major problems adversely affecting UHF television. While solution to this 
problem will not render UHF service equal to that available on the VHF band, 
an increased circulation of all-channel receivers will certainly pave the way for 
greater combined efforts of television manufacturers and broadcasters to bring 
about the utilization of all television channels—UHF as well as VHF. The mem- 
bers of AMST, both VHF and UHF, urge that Congress eliminate the excise tax on 
all-channel receivers as a most important step in preserving UHF television 
service for the American people. 


STATEMENT SUBMITTED ON BEHALF OF THE Detroit EDUCATIONAL TELEVISION 
FOUNDATION IN SUPPORT OF THE PROPOSAL TO ELIMINATE THE 10 Percent MANv- 
FACTURER’S Excise TAx ON ALL-CHANNEL TELEVISION RECEIVING SETs 


1. The Detroit Educational Television Foundation operates noncommercial 
educational television station WTVS in Detroit, Mich., utilizing UHF channel 56. 
We support the proposal to eliminate the 10 percent manufacturer’s excise tax 
on all-channel television receiving sets in order to encourage the manufacture 
and distribution of UHF television receivers. UHF television has encountered 
a number of obstacles and it has not developed to the point where it is in a posi- 
tion to compete with VHF television. Since the foundation operates a non- 
commercial educational television station, we are not concerned with competition 
for the advertising dollar ; but we are concerned because of the fact that there are 
not sufficient UHF television receivers in the hands of the public in the Detroit 
area. This is a nationwide problem and the lack of UHF receivers in the hands 
of the public is perhaps the principal obstacle which has thwarted the develop- 
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ment of UHF television. We believe that this is a matter that is appropriate 
for your committee to consider in connection with its current study of Federal 
excise-tax policy. 

2. The Federal Communications Commission recognize that this is an appro- 
priate matter for the Congress to take under consideration. Paragraph 24 of the 
Commission’s report and order of June 25, 1956, in docket 11532 on the subject 
of long-range and interim plans for expansion of television service reads in full 
as follows: 

“24. The problem of getting UHF equipped sets into the hands of the public 
is not, however, subject to complete control, under existing law, by either 
the Commission or the industry. For even if it were to be determined that on 
a mass-production basis improved all-channel sets can be developed at only a 
moderate cost differential from VHF-only sets, the forces of price competition 
in the industry are such as to magnify the effects of such slight differentials and 
in the absence of some additional spur or protection, to have the cheaper, less- 
complete set drive out the all-channel sets. Any private agreement among 
manufacturers to manufacture only UHF-equipped sets would run the risk of 
violating the antitrust laws. And in view of this fact, and the public’s reluctance 
to spend additional sums in anticipation of future developments in the television 
art, we believe it may be essential for the Congress, contemporareously with our 
explorations of the technical problems of UHF operation, to examine the ad- 
visability of legislation to relieve the situation. Such legislation might take 
the form of special tax relief, such as that already suggested, to equate all- 
channel receiver costs with those of VHF-only sets, or perhaps more drastic 
remedies such as the prohibition of the shipment in interstate commerce of other 
than UHF-equipped receivers might be found to be necessary. We can make 
no definite recommendations at this time as to specific legislation ; we do believe, 
however, that this is an important facet of the overall problem which cannot 
be overlooked.” 

3. We believe that the Congress should revise the manufacturer's excise tax 
on television receivers in order to equate all-channel receiver costs with those of 
VHF -only sets. Our experiences with the operation of UHF television stations 
for more than a year in the Detroit area leds us to believe that tax relief of this 
kind is indispensable in order to encourage the distribution and sale of television 
sets that are equipped to receive UHF signals as well as VHF signals. 

4. The Detroit Educational Television Foundation is an nonprofit educational 
organization which was organized for the purpose of constructing and operating 
a noncommercial educational television station in Detroit, Mich., utilizing UHF 
channel 56, which had been reserved by the Federal Communications Commission 
for a noncommercial educational television station. The foundation is broadly 
representative of the educational institutions of the Detroit area, as can be 
seen from a list of its members which is set forth in the footnote below: * 

5. The foundation’s station WTVS commenced broadcasting on September 27, 
1955, and has been broadcasting since that time. When WTVS commenced broad- 
casting, it was the only UHF station in a four-VHF-station area. There were 
approximately 1 million VHF receivers in use in the area and practically no UHF 
receivers. The Detroit Educational Television Foundation is an educational 
organization and the programs that its broadcasts over WTVS are primarily edu- 
cational programs. In an area where there are four VHF commercial stations 
in operation, which broadcast the programs of all the networks in addition to 
local programs, we believed that the educational offerings of WTVS would make 
available to the public a welcome and worthwhile choice of programs which would 
have the effect of improving television broadcasting in the area. The difficulty 
has been that only a small percentage of the public, those with receivers equipped 
for UHF, can view our programs. WTVS has been doing all in its power to over- 
come this difficulty. It has been a long uphill struggle and we are convinced that 
drastie action is necessary to solve the problem. 

6. WTVS is on the air 28 hours per week with approximately 4%4 hours of pro- 
grams each day from Monday through Friday, and 2 hours each on Saturday and 
Sunday. Programs are presented during the week during the mornings, after- 


1Cranbrook Academy of Art, Cranbrook Institute of Science, Detroit Historical Museum, 
Detroit Institute of Arts, Detroit Institute of Technology, Detroit Public Library, Detroit 
public schools, Detroit Symphony Orchestra, Edison Institute, Lutheran schools of Detroit, 
Marygrove College, Mercy College, Merrill-Palmer School, the parochial schools of the 
Archdiocese of Detroit, the public nonurban schools of Wayne County, the public schools 
system Me the communities contiguous to Detroit, University of Detroit, Wayne State 
University. 





EXCISE TAXES 1071 


noons and evenings. These programs include not only fine educational programs 
made available by the Educational Television and Film Center at Ann Arbor, but 
also programs utilizing the local resources of the Greater Detroit area. Some 
of these local programs include Inside Detroit Institute of Art, a series of visits 
through 20 galleries of the institute; It’s Your Decision, a program in which 
teachers and students discuss current local and national questions ; Object Matri- 
mony, a program designed for engaged couples and newlyweds presented by the 
University of Detroit; Window to the Past, a presentation of tle treasures of the 
Henry Ford Museum in historic settings of early America; Action Time, a pro- 
gram in which teachers and students of the Detroit public schools participate in 
showing how to play football, tennis, and other sports; Nursery School, a credit 
course produced by the department of education of Wayne State University; For 
Doctors Only, a technical presentation sponsored by the Wayne County Medical 
Society and the College of Medicine of Wayne State University, directed spe- 
cifically at doctors, interns and nurses; and Our Detroit Heritage, a program pre- 
sented by the Detroit Historical Museum. 


WTVS EXPERIENCE IN THE TECHNICAL SIDE OF UHF OPERATION 


7. While WTVS has not made a sufficiently large number of engineering tests to 
furnish comprehensive technical data on UHF broadcasting, we would like to 
submit several comments based upon our experience of the past year in broad- 
casting on UHF channel 56, which we believe will be of interest. 

(@) WTVS is authorized to use the 12 kilowatt General Electric trans- 
mitted and our effective radiated power is 219 kilowatts. WTVS has ex- 
perienced no major problem in the operation of its 12 kilowatt General 
Electric transmitter. 

(bv) The coverage pattern from our five-bay General Electric helical an- 
tenna seems to be following the manufacturer’s specifications and the results 
of the field test at the factory. 

(c) Reception within our service areas is good and, for the most part, 
uniform when the proper installation and conversion have been made. We 
have records of good, consistent reception at 40 miles from the transmitter. 

(d) There are a few shadow areas due to tall and large buildings but this 
has not been a major problem. In this locality, it is no problem when an 
outside antenna is used. 

(e) We believe that transmitter power of a megawatt or more is prac- 
tical and desirable. UHF boosters and satellites may be advisable in 
certain localities. 

(f) TV receivers should be designed for more sensitivity. There seems 
to be considerable difference in this area with present-day receivers. 

(g) Noise reduction in receivers could be improved. 

(h) There are several good UHF antennas available. Our biggest prob- 
lem seems to be in their installation. Many servicemen do not have the 
know-how to make a good UHF installation and conversion. 

(4) We have noticed an absence of ghosts on UHF installations but 
antenna orientation is very important. 

(j) We feel that even without further research and development UHF is 
technically sound if both transmitter engineers and receiver installation 
men know their business. 

8. We believe that the most effective step that can be taken in an effort to 
improve UHF television and to put it on a basis more nearly comparable to 
VHP television would be to eliminate the 10 percent manufacturer's excise tax 
on television receivers that are equipped to receive UHF as well as VHF. We 
are advised that the elimination of this tax on such sets would make it possible 
for manufacturers to make and distribute all band sets for about the same price 
as VHF-only sets. This step would therefore have the result of increasing the 
number of receivers in circulation that are equipped to receive UHF as well as 
VHF, and in this way we believe that an effective step would have been taken 
toward eliminating one of the most serious obstacles to the development of UHF 
television service. 

9. We believe that the need for relief is urgent not only in connection with 
the Detroit area, but also in view of the nationwide problem. WT’VS is a single 
UHF station in an all VHF community. WJBK-TYV operates in Detroit on VHF 
channel 2, WWJ-TV operates in Detroit on VHF channel 4, and WXYZ-TV 
operates:in Detroit on VHF channel 7. CKLW-TV operates on channel 9 at 
Windsor, Canada, just across the border. There are no other television stations 
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operating in the Detroit area. Several months ago we estimated our audience 
for WTVS at approximately 5,000 homes in our signal area—an area of high set 
saturation with the available audience for local VHF stations of approximately 
1 million homes. Two months ago WTVS completed an intensive weeklong 
promotion of its educational television station in the Detroit area; and one of 
the most important features of this promotion was to explain to our potential 
audience what they should do to their television receivers to receive channel 56. 
We hope that as a result of our intensive promotion campaign that we will be 
able to speed up the slow conversion rate in order to add a potential audience for 
our programs. We still have a long way to go and we believe that tax relief is 
urgent to permit UHF to develop. 

10. On a nationwide basis educational television has a significant stake in 
UHF as well asin VHF. When the Federal Communications Commission estab- 
lished the educatonal television service 1952, 80 VHF and 163 UHF television 
channels were earmarked for exclusive educational use. These reserved chan- 
nels were located in the principal metropolitan areas and educational centers of 
the continental United States and its territorial possessions. Since 1952, the 
Federal Communications Commission has earmarked 16 additional channels so 
that the reserved channels now total 86 VHF and 172 UHF. 

11. Because VHF television was already a going concern at the time of the 
sixth report, the VHF educational reservations were, of course, more immediately 
valuable than those in the UHF frequencies. The VHF reservations included 
such major cities as Chicago, St. Louis, Boston, San Francisco, Pittsburgh, Mil- 
waukee, Houston, New Orleans, Minneapolis, and Seattle, to mention only those 
among the first 20 markets in the country. In most of these largest cities, non- 
commercial educational stations are now broadcasting on the reserved channels, 
and in the others plans and preparations for operations are in an advanced state. 
These channels have been extremely important in the development of educa- 
tional television. In the major metropolitan areas below the first 20 the local 
situations vary, but good progress toward full use of the reserved VHF channels 
is being made. 

12. The UHF reservations are also being used—but to a lesser extent because 
of the difficulties UHF has encountered. In many of the biggest cities, such as 
Detroit, all available VHF channels were already occupied by commercial sta- 
tions before the “freeze” of 1948 and the hearings which led to the sixth report. 
In these metropolitan areas, no new VHF channels were available for educa- 
tional use, and accordingly the sixth report so reserved a newly assigned UHF 
channel. In 7 of the first 10, and 10 of the first 20 metropolitan areas—including 
New York City, Philadelphia, Los Angeles, Detroit, Baltimore, Cleveland, and 
Washington—the present prospects of full-scale educational television are de- 
pendent upon the future of UHF service, because it is a UHF channel that is so 
reserved. 

13. For these reasons we respectfully urge that section 4141 of the Internal 
Revenue Code of 1954, which imposes a 10-percent tax on television receiving 
sets be amended in order to eliminate this tax from television sets which are 
capable of receiving all television signals—both UHF and VHF. 


INTERNATIONAL UNION OF ELECTRICAL, RADIO AND MACHINE WORKERS, 
Washington 6, D. C., December 14, 1956. 
Hon. Jere Cooper, 
Chairman, Hovse Ways and Means Committee, 
House of Representatives, Washington 25, D. C. 


Dear Str: I am attaching a statement of our views on excise taxes which we 
hope can be included in the record of testimony on this question. 
Our particular interest is in the reduction of the excise tax on radio and TV 
sets and phonographs from 10 percent to 5 percent. 
I would appreciate this statement being included in the record. 
Sincerely, 
JAMES B. Carey, President. 


STATEMENT OF JAMES B. CAREY, PRESIDENT INTERNATIONAL UNION oF ELECTRICAL, 
RADIO AND MACHINE Workers, AFL-CIO 


We believe that your committee should recommend and the Congress should 
vote to reduce the excise tax on radio-TV sets and phonographs from 10 percent 
to 5 percent. 
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We believe that such a reduction is long overdue and that it is necessary in 
order to provide more equity among the various products and to remove an unfair 
impediment to production, sales, and employment in this industry. 

In 1954 Congress reduced the excise tax on a considerable number of home 
appliances from 10 percent to 5 percent. Among such products were ice-cream 
freezers, garbage disposal units, electric blankets, pants pressers, and so on. 
However, the excise tax on radio-TV sets and phonographs was left at the 10 
percent rate which had been fixed during the Korean war. 

We feel that this results in a discrimination against the products of the 
radio-TV industry. It further results in an unfair narrowing of the market, 
especially among the lower income groups to whom the 5 percent difference in 
price can be substantial. 

There is no question but that this high excise tax is among the factors pre- 
venting the normal growth of this industry. Employment has actually been 
reduced from the 1953 levels. For example, since 1953 30,000 fewer persons are 
employed in this industry. 

From 1955 to 1956 production of TV sets declined by 9 percent in spite of 
the large increase of disposable income available to the American public. 

An excise tax falls most heavily upon those of the lower income groups. A 
person of considerable means is not affected by a $15 or $20 excise tax but the 
families who have an income of less than $3,000 to $4,000 a year finds the extra 
price may be a substantial factor in deciding whether or not to purchase a 
radio or TV set. It so happens that the big untapped market for these products 
is mainly among those of the lower income groups. 

Certainly we feel that in these days in which information and education of 
the public is so important to our institutions, radio and television serve as an 
indispensable means of providing communication and education. They should 
certainly not be classed less necessary or less desirable than ice-cream freezers, 
garbage-disposal units, electric blankets, or pants pressers. 

To the lower income group the radio and TV offers the major source of 
entertainment and education. This is not true for the higher income groups. 
We believe it is unfair to impose additional tax upon those least able to pay. 

It is our opinion that excise taxes except as they apply to luxuries should not 
be imposed. However, until Congress is willing to act to remove them we believe 
that such taxes should be based on relative fairness and equity. Therefore, our 
request for a reduction from 10 to 5 percent on radio-TV sets and phonographs 
we believe is fully justified. 


STATEMENT OF THE NATIONAL ASSOCIATION OF RADIO AND TELEVISION BROADCASTERS 


The National Association of Radio and Television Broadcasters (NARTB) is a 
business association whose members are radio and television stations and 
networks. It has 317 television stations as members. All radio and television 
networks are members. 

The NARTB has consistently opposed the application of excise taxes on radio 
and television receivers because of a fundamental belief that such a tax applied 
on the means of receiving radio and television programs amounts to a tax on 
the circulation of vital information to the public at large. This tax is contra- 
dictory to the basic American philosophy of keeping the channels of information 
to the public unfettered and available to all of the people, regardless of their 
economic station. The association, therefore, renews its request that all excise 
taxes on radio and television receivers be removed. 

In addition to these basic principles which require the association to oppose 
any excise tax on radio and television receivers, there are further reasons which 
justify the elimination of the 10-percent excise tax on all-channel television 
receivers. 

This very proposal has in the past had the support of the Federal Communica- 
tions Commission, the Senate Committee on Interstate and Foreign Commerce, 
and this association. 

A short explanation of the sequence of events giving rise to the overriding 
necessity for legislation removing the excise tax on all-channel television re- 
ceivers seems advisable. Television broadcasting began its commercial develop- 
ment after World War II. Its initial development was in the VHF band (chan- 
nels 2 through 13). The Federal Communications Commission concluded that 
these 12 channels, alone, were incapable of providing sufficient frequency space 
for the nationwide competitive television service contemplated by Government 
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and desired by the industry and the public. It became necessary, therefore, to 
utilize another portion of the spectrum for additional television broadcasting 
service. This portion of the spectrum (channels 14 through 83) is referred to 
as the UHF, or ultra high frequency, band. When the Federal Communications 
Commission issued its report and order in 1952, opening up these additional chan- 
nels for television broadeasting, there were no television sets in the hands of the 
public capable of receiving signals broadcast by these new stations. At that 
time (1952), all of the 108 operating television stations where in the VHF band. 

The problems facing the new UHF stations were obviously multitudinous. 
There were no sets in the hands of the public, and thus the stations had no 
audience. Having no audience, they had no advertisers; and, attracting no 
advertisers, they could not afford to produce programs which would encourage 
the public to buy sets. 

As a result of this visious circle, many UHF televisions stations encountered 
severe economic problems. For this reason, the Commission is now recon- 
sidering the entire allocation problem in an effort to alleviate the situation. 
Various proposals have been advanced to the Commission with regard to realloca- 
tions, and, in addition at the suggestion of the Commission, NARTB, and other 
segments of the industry are engaged in an industry-financed “crash research” 
program to thoroughly study all technical aspects of the matter. 

Obviously, if all of the sets manufactured between 1952 and the present had 
been capable of receiving channels 2 through 83, the specific problem facing 
the industry and Government today would not be present. Only about 8 miilion 
of these sets, however, are capable of receiving the signals of stations operating 
on channels 14 through 83. Simple economies dictate that the cost of producing 
a television set capable of receiving all channels is greater than the cost of 
producing one capable of receiving only channels 2 through 13. Competition in 
the manufacturing field further dictated the production pattern which has re- 
sulted in the very small percentage of television sets capable of receiving all 
channels. The goal desired by the industry, the Government, and the public 
is the manufacture of sets capable of receiving both VHF and UHF signals. 
If the excise tax is removed from television sets with built-in UHF tuners, 
manufacturers have testified that it would eliminate the difference in price 
between VHF-only sets and all-channel receivers. As a result, the prospective 
buyer of a television set would undoubtedly prefer the set capable of receiving 
all of the television channels. This association believes that the increase in 
all-channel receivers would encourage competition in the television broadcasting 
field by allowing UHF stations to compete more effectively with VHF stations. 
Moreover, such action would not mean a tax loss, since the increased income 
tax from successful UHF stations should more than offset any slight decrease 
in excise tax revenue which might result. 

The overwhelming majority of NARTB’s television stations members are VHF 
licensees. If this proposal were adopted, they would encounter more effective 
competition in the broadcasting field. Nevertheless, it is the position of the 
association that this increased competition would inure directly to the benefit 


of the public, and that it would be in the best interests of the public to remove 
the excise tax. 


STATEMENT OF R. H. Rowe, Vice PRESIDENT AND SECRETARY, UNITED STATES 
WHOLESALE GROCERS’ ASSOCIATION, ON TAX ON TOILET PREPARATIONS 


My name is R. H. Rowe. I am vice president and secretary of the United 
States Wholesale Grocers’ Association, a national trade organization of inde- 
pendent wholesale food and grocery distributors, with headquarters in Wash- 
ington, D. C. 

We ask and urge the subcommittee to recommend legislation that will impose 
the tax on toilet preparations at the manufacturer level instead of at the retail 
level where it is now. 

Our request is not that the manufacturer absorb the tax, but that he pay it 
and pass it on down the channels of distribution. 

We urge this action for the following reasons: 

1. The reporting and payment requirements for this tax bear heavily on the 
small retailers numbered among the customers of our members—bear heavily 
on them in attention and labor including the task of ascertaining whether a 
particular item is taxed or not. There is no official list. Such retailers are un- 
able to afford the services of tax experts to do the work necessarily involved. 
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2. It would be less expensive for the Government in time, money, and wan- 
power to process tax returns and payments from a few hundred toil preparation 
manufacturers than from hundreds of thousands of retail outlets. 

According to the compilation of the Progressive Grocer magazine, there were 
in 1955 in the food field alone 324,500 independent retail outlets. 

3. The Government now collects taxes on liquor, tabacco, matches, and 
scores of other items from manufacturers. It would be no great task for the 
Government to include in that pattern toilet preparations. The manufacturer 
can be readily identified as the party who puts the label on the toiletry product. 

A letter from one of our members is illustrative of the general area of diffi- 
culties encountered by retailers in facing up to the requirements of the tax on 
toilet preparations. We quote from the letter as follows: 

“We are having quite a bit of complaint from our small dealers concerning 
having to pay this tax. They are complaining not so much of the tax itself, but 
how much trouble it is to keep up with it and then remit on it.” 

Helping the small-business man has become an accepted political and govern- 
mental policy. 

Relieving the retailer of the reporting and paying requirements of this tax at 
the dealer level would be a truly great aid to him as a person self-employed in 
small business and in the growing distribution of toilet preparations by food 
stores. 


New York Stock TRANSFER ASSOCIATION, 
New York, November 26, 1956. 
Hon. Atme J. Foranp, 
Chairman, Subcommittee on Excise Taz, Technical and Administrative Prob- 
lems Committee on Ways and Means, 
New House Office Building, Washington, D. C. 


My Dear Mr. CHAIRMAN: In connection with the hearings to be held this month 
on H. R. 12298 relating to the proposed revision of the various excise taxes, we 
should like to bring to your attention the desirability of incorporating a pro- 
vision in H. R. 12298 in connection with the documentary stamp tax on issues and 
transfers of stock. 

The provision in question relates to the protection of issuing corporations and 
transfer agents in discharging their duties in seeing to the payment of the proper 
amount of documentary stamp tax. 

A separate memorandum is enclosed herewith in triplicate with respect to this 
recommendation. We should appreciate it if this memorandum could be made a 
part of the record of the hearings of your subcommittee. We hope, of course, 
that your subcommittee will act favorably on this recommendation. 

Sincerely yours, 
J. E. WititaMs, Chairman. 


Stock TRANSFER TAXES AND CERTIFICATION oF “ACTUAL VALUE” TO TRANSFER 
AGENTS 


This memorandum is submitted by the New York Stock Transfer Association, 
an organization made up of representatives of the principal transfer agents in 
the United States and also in Canada. The association is principally interested 
in the provisions of H. R. 12298 which relate to the documentary stamp tax on 
issues and transfers of stock. 

The primary purpose of this memorandum is to suggest a method whereby 
transfer agents will be protected if the documentary stamp tax is to be imposed 
upon original issues and sales or transfers “for value” and is to be measured by 
the actual value of the shares of stock, rather than the par value of such shares. 

Transfer agents are charged with the duty of seeing that the proper amount 
of transfer taxes are paid on those transfers which they are called upon to 
effect. Under the provisions of H. R. 12298, the proper amount of transfer taxes 
will be determinable only if the actual value of the shares being transferred is 
known by the person charged with computing the tax. Likewise, such person will 
be able to determine whether any tax is due only if he has knowledge of whether 
the transfer being effected is a sale or transfer for value. 

In order that the transfer agents may be adequately protected in the discharge 
of their duty to see that a proper amount of tax is paid with respect to transfers 
which they effect, we urge that the committee consider the incorporation in 
H. R. 12298 of a provision which would require that the transferee, transferor, 
or his agent certify the value at which the stock had been sold and which would 
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permit the transfer agent or the corporation whose stock is being transferred 
properly to rely on such certification. Furthermore, we recommend the incor- 
poration of a provision, in connection with the removal of the present tax on 
transfers which do not constitute sales or exchanges for value, which would pro- 
vide that the transferee, transferor, or his agent must certify that the transfer 
is one with respect to which no valuable consideration is involved and that the 
transfer agent, or the issuing corporation, is protected in relying upon such a 
certification. 

It should be noted that on sales through a stock exchange or on transactions 
cleared through an affiliated stock clearing corporation the transfer agent or 
issuing corporation may rely on the broker’s certification that the requisite tax 
has been paid, and no certification as to the type of transaction or actual value 
of the shares would be required from the transferor. 


AMERICAN STOCK EXCHANGE, 
New York, November 20, 1956. 
Hon. AIMEE J. FoRAND, 
Chairman, Subcommittee on Excise Taxes, Way and Means Committee, 
House of Representatives, Washington, D.C. 

Dear Srr: In connection with the hearings on H. R. 12298 to be held by your 
subcommittee on November 26, 1956, I wish to state for the record, on behalf 
of the American Stock Exchange, that the proposed stock transfer tax rate of 
5 cents on each $100 or major fraction thereof of the actual value of the total 
stock involved in a transaction would substantially increase the amount of such 
tax payable by sellers effecting transactions on this exchange. We should, con- 
sequently, prefer the adoption of a lower rate. 

Let me add, however, that we believe that the proposal to relieve odd-lot dealers 
of the tax on odd-lot transactions, and to permit clearinghouses to make daily 
payments of transfer taxes by check in lieu of purchasing stamps, are highly 
practical and beneficial. 

Sincerely yours, 


r 


Epwakp T. McCormick, President. 


STATEMENT OF W. G. PAUL, PRESIDENT, Los ANGELES Stock EXCHANGE, RE REcOm- 
MENDATION 6 oF SecTION VI or PART 1 OF THE REPORT OF THE SUBCOMMITTEE 
ON ExctsgE Tax TECHNICAL AND ADMINISTRATIVE PROBLEMS 


The subject recommendation proposes a new stamp-tax rate on the transfer 
of shares or certificates of stock or stock rights. It recommends discontinuing 
the present archaic procedure of basing the tax on par value, which is to be 
commended. It recommends instead that the tax be based on the value of the 
stock or rights transferred or sold. This recommendation is realistic but the 
proposed tax rate to be applied is untenable in the absence of a maximum or 
ceiling on the resulting tax imposed on any given transfer or sale. 

I urge that a ceiling of not to exceed $5 per 100 shares transferred or sold be 
established. The resulting reduction of revenue would not be material since 
the number of stocks selling about $100 per share is not large. As a matter of 
fact the absence of a ceiling will impose a tax rate that can deter sales and 
transfers of stocks selling above $100 per share and thereby actually reduce 
transfer tax revenue. 

The impact of a stock transfer tax without a reasonable ceiling on the special- 
ists on regional stock exchanges, such as Los Angeles Stock Exchange, could be 
such as to impair their markets for stocks selling above $100 per share to the 
detriment of the public as well as the regional exchanges and their members. 
Hampering the markets on these exchanges by restrictive stock-transfer taxes 
could result in serious consequences for all those concerned and in addition 
would unquestionably reflect itself in reducing the transfer tax revenue produced 
by regional exchange transactions. On the other hand a more realistic tax 
rate would not ouly foster the well-being of regional exchanges, which in itself 
is a proper and desirable objective, but in all probability it would produce more 
tax revenue than an unrealistic and restrictive tax. 

I urge the committee to give serious consideration to the factors outlined above 
in preparing its final recommendations on stock-transfer taxes. 
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STATEMENT OF Wuire & Case, New York, N. Y., PERTAINING TO RECOMMENDED 
EXTENSION oF StocK-IsSUANCE Tax EXEMPTION 


The committee has approved the recommendation that the present exemption 
from stock-issuance tax in the case of common trust funds (sec. 4308 (a) of the 
Internal Revenue Code) be extended to include a fund maintained by a bank 
exclusively for the collective investment and reinvestment of assets of qualified 
pension trusts of which it is a trustee or cotrustee. 

The recommended extension of this stock-issuance tax exemption should also 
include a fund maintained by a bank which consists of the assets of qualified 
profit-sharing trusts or a combination of the assets of qualified pension and 
profit-sharing trusts. The reasons for extending the stock-issuance tax exemp- 
tion to funds consisting of the pooled assets of qualified pension trusts are 
equally applicable to funds consisting of the polled assets of qualified profiit- 
sharing trusts. In addition, the Internal Revenue Service has treated each type 
of fund in the same manner. In Revenue Ruling 56-267, Internal Revenue 
Bureau 1956-25, 17, it was ruled that a group trust holding the pooled assets of 
qualified pension and profit-sharing trusts may itself constitute a qualified trust 
and be exempt from income tax. 

Accordingly, it is suggested that the recommended extension of the stock- 
issuance tax exemption include funds consisting of the assets of qualified 
profit-sharing trusts as well as qualified pension trusts. 


San Francisco Stock ExcHANGE, 
San Francisco, November 23, 1956. 
Hon. ArmME J. FORAND, 
Chairman, Subcommittee on Eacise Tax Technical and Administrative 
Problems, House of Representatives, Washington, D. C. 


Sir: It has come to our attention that your committee has scheduled public 
hearings beginning November 26, 1956, on your report to the House Committee 
on Ways and Means, dated April 20, 1956. 

The San Francisco Stock Exchange is particularly interested in that portion 
of your report dealing with the stock transfer and issuance taxes as outlined in 
paragraph 6 (b) of part 1 of the aforementioned report. 

The views of the San Francisco Stock Exchange on this proposed change in 
the method of computing stamp taxes on the sale of securities are expressed in 
the statement of the undersigned attached hereto. 

We respectfully request that this statement be presented to your committee 
for their consideration. 

Respectfully submitted, 
RonALp E. Karner, President. 


STATEMENT OF RoNALp E. KAEHLER, PRESIDENT, SAN FRANCISCO Stock BxcHANGE 


Re recommendations of the Subcommittee on Excise Tax Technical and Admin- 


istrative Problems, particularly paragraph 6 (b), part 1, subecommittee’s report 
to the House Committee on Ways and Means 


The San Francisco Stock Exchange concurs in the recommendation of the 
committee that a change in the imposition of stock-transfer taxes should be made, 
and agrees with the committee that the method suggested in its report, namely, 
a flat tax on each $100 of valuation, is a reasonable approach to the subject. 

We have found, however, that the flat rate of 5 cents per $100 of valuation 
imposes a substantial increase in the amount of tax to be paid in the transfer 
of securities sold for a consideration. We have made a test check of the difference 
in tax actually paid to the San Francisco clearing house for the year 1955 and 
the probable tax that would have been paid on the basis of the suggested rate 
of 5 cents per $100 of value. This tabulation indicates an increased tax, using 
the proposed new rate, of approximately 17 percent. 

We have also tested your proposed new rate on the transactions of the «pe- 
cialist-odd-lot dealers on this exchange. This test covered only a 1-month period 
because of the paperwork involved and for this period taxes computed under 
the proposed rate would have been 54-plus percent in excess of those actually 
paid by the specialist-odd-lot dealers on the basis of the present schedule. 
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It will be noted that the additional stamp taxes under the proposed rates to 
be paid by the specialist-odd-lot dealers are greatly in excess of the overall 
average for total stock exchange transactions. This may be accounted for by 
the fact that the majority of trading by the specialist-odd-lot dealers is in the 
higher-priced issues. The activity in higher-priced issues by specialist-odd-lot 
dealers results from the fact that these issues do not have as broad nor as active 
a market as the low-priced issues and it is, therefore, incumbent upon the spe- 
cialist-odd-lot dealers to maintain reasonable markets in these issues. It has 
been our experience that the lower-priced issues usually have adequate markets 
from public participation without necessitating the specialist-odd-lot dealers’ 
interjection into maintaining markets in this type of security. 

It is our understanding that it is not the purpose of the committee to seek 
additional revenues but to adjust inequitable assessment of the tax. This large 
increase in the proposed tax on our specialist-odd-lot dealers could seriously 
affect the markets on this regional exchange. A substantial part of the volume 
on regional exchanges results from the active participation in maintaining 
markets by the specialist-odd-lot dealer. The specialist-odd-lot dealer trades 
on very small differentials and the difference between profit and loss could be 
represented in a 54-percent increase in his transaction tax. For this reason, 
and the fact that your proposal could seriously affect the functions of the spe- 
cialist-odd-lot dealers on regional exchanges, which, in turn, would weaken this 
important segment of the securities industry, it is respectfully submitted that 
the report of the subcommittee to the House Ways and Means Committee be 
modified to reduce the rate of the proposed 5 cents per $100 of value tax, or 
establish a maximum tax per transaction. 


Boston Stock ExcHANGs, 
Boston, November 21, 1956. 
Re documentary stamp taxes on stock transfers. 
Hon. AIME J. FORAND, 
Chairman of the Subcommittee on Excise Taces, 
House of Representatives, 
House Office Building, Washington, D. C0. 


DEAR Mr. ForAND: The securities industry—keenly aware that the existing 
law, which taxes the sale and transfer of shares of stock, contains gross in- 
equities—is now seriously concerned with the proposal to amend the law in a 
manner which will result in transferring existing inequities to another sphere. 

If the proposal to assess the tax, on the basis of the market value of the shares 
involved, is without limitation, or without being graduated as it affects high- 
priced shares, the market for such shares inevitably will be adversely affected. 

Corporate finance has been engaged through the years in expensive and un- 
economic efforts to circumvent existing inequities. The Boston Stock Exchange, 
encouraged with the prospect of correction, at the same time deplores the possi- 
bility of a revised basis which, we believe, will restrict and discourage the 
operations of specialists and dealers on the Nation’s regional stock exchanges. 

We believe the otherwise inevitable deterioration to the markets can be 
avoided by a provision for the graduation of the tax. We believe the Securities 
and Exchange Commission is peculiarly fitted to advise your committee, and 
request that you seek the Commission’s advice in this respect before your 
deliberations are concluded. 

Very truly yours, 
HArry W. Besse, President. 


BAKER, HOSTETLER & PATTERSON, 
Cleveland, December 14, 1956. 
In re H. R. 12298. 
Congressman AIME J, FoRAND, 
Chairman, Subcommittee on Excise Tazes, 
Ways and Means Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: I would like to submit the following comment for the 
record of the proceedings of your subcommittee in consideration of H. R. 12298, 
providing for technical changes in the Federal excise tax laws, and for other 
purposes. 
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The particular provision to which this comment is directed is section 4322 (b) 
of the Internal Revenue Code as it would be amended by H. R. 12298. The 
section provides an exemption from the tax on transfers of capital stock and 
similar interests where there is a statutory merger or consolidation and the 
stock or certificates of the continuing or consolidated corporation are issued 
directly to the shareholders of the merging or consolidated corporation. The 
exemption so provided is a very appropriate one. My suggestion simply is 
that, as a technical matter and in order to make the amendment consistent with 
business practices, it should also include, in addition to statutory mergers and 
consolidations, corporate reorganizations which are recognized under the tax 
laws as having the same purpose and effect as a statutory merger and 
consolidation. 

Under the income tax law, a corporate reorganization is treated the same as 
a statutory merger and consolidation if it occurs in the form of a corporation 
transferring substantially all of its assets to another corporation solely in ex- 
change for voting stock of the acquiring corporation. Such a transfer is treated 
as a tax-free reorganization under section 368 (a) (1) (C) of the Internal 
Revenue Code and has substantially the same tax consequences as a statutory 
merger and consolidation which is similarly treated under section 368 (a) (1) 
(A) of the Internal Revenue Code. 

As a practical business matter, the combination of corporations may be accom- 
plished either through a statutory merger or consolidation or a (C) reorgan- 
ization as described above. One procedure or the other is followed, depending 
upon cireumstances which are usually unrelated to taxes because, as indicated 
from an income-tax standpoint it usually makes no difference whether the trans- 
action is a merger, consolidation, or (C) reorganization. I believe it would be 
unfortunate if the excise tax laws should inject a difference in treatment which 
would cause businessmen to make a decision as to a merger or (C) reorgan- 
ization because of a difference in excise tax treatment. 

Accordingly, it is recommended that section 4322 (b) of the code as contained 
in H: R. 12298 be changed so as to apply its provisions to a reorganization quali- 
fying under section 368 (a) (1) (C) of the Internal Revenue Code. As an 
administrative matter, this would cause no difficulty because business people 
and their tax advisers are accustomed to determining whether the merger or 
reorganization qualifies under section 368 of the Internal Revenue Code and 
the Revenue Service should be equally prepared to make consistent determi- 
nations both for income tax and excise tax purposes as tothe nature of the 
transfer of property from one corporation to the other. In order to assist 
your committee I am enclosing a revised draft of section 4322 (b) giving effect 
to the above suggestion. 

I believe that the committee would be performing a good service in thus 
keeping the tax laws consistent with normal business practices. 

Very truly yours, 
NORMAN A. SUGARMAN. 


PROPOSED REVISED DRAFT OF SUBSECTION (B) OF SECTION 4322 OF THE INTERNAI 
REVENUE CODE, FOR USE IN H. R. 12298 


(b) Statutory MERGERS AND CONSOLIDATION.—In the case of a statutory 
merger or consolidation under section 368 (a) (1) (A) or reorganization under 
section 368 (a) (1) (C), the tax imposed by section 4321 shall not apply to the 
transfer by a corporation to its shareholders of its right to receive the shares or 
certificates of the continuing or consolidated corporation into which it is merged 
or with which it is consolidated or of another corporation a party to the 
reorganization, but only if the shares or certificates of such continuing or con 
solidated corporation or corporation a party to the reorganization are issued 
to or for the account of such shareholders. 


PROVIDENCE, R. I., December 12, 1956. 
SUBCOMMITTEE ON Excise TAXES 


Ways and Means Committee, 
House of Representatives, Washington, D. C. 
GENTLEMEN : We respectfully request that the following be incorporated into 
the record of the Subcommittee on Excise Taxes of the Ways and Means Com- 
mittee of the United States House of Representatives, and that the enclosed 
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information be given consideration in the committee’s recommendations involvy- 
ing new excise tax legislation. 

The retail excise tax on jewelry and precious metal items has caused a par- 
ticularly discriminatory and incongruous situation when applied to the sales 
of these products for use as incentive awards and sales premiums. This pres- 
entation is based on the self-evident premise that it is not the intention of 
government to discourage either achievement or greater business activity. 

Obviously, jewelry was selected for excise taxation because of the nature of 
the product; i. e., jewelry is ordinarily purchased for personal consumption. 
Purchasers of other items made of or ornamented with precious metals ordinarily 
buy them to satisfy other similar personal wants. The list of products subject 
to retail excise taxes indicates that a deliberate effort was made to select items 
of this nature when the tax was levied. 

We concur with others who state that an excise tax on these products, regard- 
less of the purchaser’s reasons for acquiring them, is unfair and discriminatory; 
but we believe that the tax on these products when they are sold as incentive 
awards and sales premiums is particularly discriminatory because of the naturé 
of the sale—the purpose of the purchaser in buying them—and incongruous be- 
eause of the type of achievement being discouraged by taxation. We do not 
believe that even in the hectic revenue-raising days of World War II it was 
intended to discourage achievement awards; nor do we believe the present intent 
is to discourage sales stimulants by excise taxation. 

Products sold for presentation as incentive awards or sales premiums have 
two things in common: (1) They are purchased to further the legitimate business 
or organizational purposes of the purchaser; (2) they are given away by him 
to encourage the recipient to act in a manner that is beneficial to the purchasing 
business or organization. 

Incentive awards are given to encourage achievement in one field or another 
and the type of award used is often dictated by custom. These awards take 
many forms; medals, watches, trophies, pins, hollowware, rings, and emblems 
are the historic ones but they may include many other types of jewelry and 
allied products. 

The following are a few examples of incentive awards: 

Service awards: given away by private businesses and organizations for 
loyalty in staying with the organization for a period of time (5-year pins, 
watches after 20 years’ service, etc.) 

Safety awards: Presented by many public and private organizations for 
achievement in the safety field (example—trucking companies give awards for 
accident-free driving). 

Scholastic awards: Presented by schools and other scholastic organizations 
which purchase pins from organizations such as the National Honor Society 
and present them to students for achievement in the fields of “scholarship, 
leadership, character, and service.” 

Athletic awards: Medals, trophies, and plaques when decorated with precious 
metals are presented for athletic achievement. 

Other examples include awards for achievement in production, sales, attend- 
ance (Sunday school pins), ete. 

Items of jewelry and hollowware historically have been the most appropriate 
type of product for such awards (athletic medals, service pins, yachting cups, 
ete.). Obviously our Government recognized their purpose as an incentive to 
achievement and exempted them from taxation when made of base metal. Gold 
and silver, however, are traditionally associated with achievement of higher 
degree. Although an athletic medal is not subject to the tax as such, it becomes 
taxable when made of gold or silver. And so, while the third-place performer's 
award, a bronze medal, is not taxable, the first-place gold medal and second- 
place silver medal are. And so, as the effectiveness of the award is increased 
to furnish a greater incentive to achievement, by the use of precious metals and 
stones, it becomes taxable. 

Because in many cases a taxable jewelry-type item is the only appropriate 
award and precious metals and stones the traditional indication of greater 
achievement, it is actually the means to encourage achievement that is being 
taxed and therefore discouraged. 

Sales premiums have as an obvious purpose the encouragement of sales. As 
such jewelry-type premiums must compete for sales with many untaxed items, 
although their purpose to the purchaser is identical, to stimulate sales. This 
tax on jewelry sold for give-away premium purposes becomes even more dis- 
criminatory since the purpose for which the article is to be used—a legitimate 
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business purpose—has no relationship to the reason the article was taxed, since 
it was taxed as an article intended to satisfy a personal want. (Example—a set 
of women’s jewelry is ordinarily purchased for use by the purchaser as an orna- 
ment, as a dress accessory. When purchased by a firm for use as a sales premium, 
its purpose to the purchaser is as much to stimulate additional sales of the 
firm’s primary product as is its advertising or its packaging. ) 

We respectfully submit that Cengress, in its current consideration of the 
excise-tax structure, give consideration not only to the ordinary use and nature 
of a product but also the use to which the product is put by the purchaser as it 
has in the past. It has previously exempted many jewelry-type articles from 
the tax if those articles were made of base metal or were used for certain tax- 
exempt purposes even though made of precious metals. (See Attachment No. 1.) 

We submit that sales of jewelry-type items for the purpose of incentive 
awards or sales premiums change the ordinarily taxable status of the product 
to the status of a product which justifies tax exemption. We respectfully re- 
quest, therefore, that there be added to the list of excise tax exemptions “sales of 
jewelry-type products intended to be given away by the purchaser as incentive 
awards or sales premiums including items containing precious metals and/or 
stones.” 

Respectfully submitted. 

GeorcE R. FRANKOVICH, 

Erecutive Secretary, Manufacturing Jewelers & Silversmiths of America, Inc. 


ATTACHMENT NO. 1 


A. Jewelry-type items that are tax exempt if made of base metal and not 
ornamented with precious metal or stones: 

1. Badges and emblems when worn to signify membership. If, however, 
recognition of the achievement of special status is made by the addition of precious 
metal or stones, the item becomes taxable. 

2. Athletic medals of base metal: medals indicating higher orders of achieve- 
ment made of gold or silver are taxable. 

3. A trophy or plaque of base metal is tax exempt; if made of or ornamented 
with precious stones or metals it is taxable. 

4. Vanity cases and cigarette cases and lighters are tax exempt except when 
made of or ornamented with precious metal or stones. 

5. Base metal or plated flatware is tax exempt but not sterling silver flatware 
or plated or sterling hollowware. 

B. Sales of jewelry-type items, including items that contain precious metals, 
that are tax exempt because of the nature of the purchaser or the end use to 
which the item is put: 

1. Frames or mountings for eyeglasses. 

2. Articles used for religious purposes. 


AMERICAN GEM AND MINERAL SUPPLIERS ASSOCIATION, 
Woshington, D. C., November 1, 1956. 
SUBCOMMITTEE ON ExcIsE TAXES, COMMITTEE ON WAYS AND MEANS, 
House of Representatives, 
Washington, D.C. 


GENTLEMEN: The statute now in effect causes confusion in applying the retail- 
ers excise tax on jewelry because the terms are not defined. H. R. 12298 intro- 
duced July 18, 1956, would have cured part of the difficulty by amending 
section 4001 : 

Section 4001 (retailers excise tax) is amended by striking out “Pearls, precious 
and semiprecious stones, and imitations thereof.” and inserting in lieu thereof 
the following: “Pearls, precious stones, cut or polished semiprecious stones, and 
imitations of pearls, precious stones, or semiprecious stone.” 

If that section were so amended, the tax would apply to pearls and precious 
Stones from the rough to the finished stage, and to semiprecious and imitation 
stones when cut or polished. 

Synthetic stones are not specified. For gem purposes they are not as valuable 
as their natural counterparts of comparable quality, and logically may be con- 
sidered as semiprecious. They are manufactured in the forms of boules, rods, 
crystals, ete. A few synthetic stones have no counterpart occurring in nature. 
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The classification of synthetic stones should be included by name in the proposed 
amendment. 

The code as drawn several decades ago, does not define “precious stones.” So 
the Bureau of Internal Revenue many years past, decided that stones 6 or more 
in hardness on the Mohs’ scale are precious. Since the development of the 
lapidary hobby, that criterion of taxability has compounded the confusion. 

The Mohs’ scale itself may become outmoded before long. The Bureau of 
Standards has devised another standard scale of hardness which is more precise. 
Hardness is not a true test of preciousness. Quartz is hard but not precious. 
Opal is one of several stones that varies in hardness. Fine pieces are scarce 
and valued highly, but a considerable amount of opal on the market is comparable 
with other semiprecious stones. Copies of earlier correspondence regarding 
the aspect of hardness are in the hands of the subcommittee. 

If the term “precious” is to be retained, those stones should be named either 
in the law itself or in regulations by Internal Revenue Service. All others then 
would be taxable when cut or polished. Such specification would broaden the 
tax base and make possible a logical and practical application of the excise tax, 


MABEL STERNS, Evecutive Secretary. 





SUMMARY OF SUGGESTIONS MADE BY 
WITNESSES 


I. GENERAL 
A. Basis for tax 


1. Present Federal tax system is sound, preserving a fair balance 
between taxes on income as earned and as spent. The distribution of 
the total tax burden among income taxes and excise taxes does not 
impose a disproportionate ‘burden upon either savings or consump- 
tion.—Philco Corp. 

2. The present system of raising revenues through severely high 
excise taxes on certain selected industries and products is not proper.— 
International Business Machines Corp. 

(a) Excise taxes in general are undesirable because they depress 
the national economy and oppress the small income citizens.—Va- 
tional Retail Dry Goods Association. 

3. A uniform, flat-rate, broadly based excise tax should be adopted 
to be imposed on manufacturers’ end products at a standard price 
level.—N ational Association of Manufacturers; Truck-Trailer Manu- 
jacturers Association, Ine. 

4. If excise taxes would be levied upon any manufactured article, 
the same rates and the same treatment should be applied to all manu- 
factured goods, except food, shelter, and medicine.—Awutomobile 
Manufacturers Association. 

5. An across-the-board sales tax would be more equitable than the 
present system.—American Hotel Association. 

6. Excise-tax coverage should be sufficiently broad to avoid any 
necessity of excessive rates on any given category. All articles and 
services falling within a broad category selected should be taxed at 
a uniform rate.—Philco Corp. 

7. Opposition is expressed to any proposals calling for the extension 


of excise taxes or a broad general sales or manufacturers excise tax.— 
AFL-CIO. 


B. Relief from or reduction of excise taxes 


1. First priority for any major tax relief should be given to indi- 
vidual income-tax payers and small businesses.—Philco Corp. 

2. All excise taxes should be repealed.—American Retail Federa- 
tion; National Federation of Independent Business. 

_3. All excise taxes affecting agricultural production and distribu- 
tion should be repealed.—American Farm Bureau Federation. 

4. All excise taxes (except those on liquor and tobacco) should be 
reduced gradually at the rate of 1 percent a year until eliminated.— 
Associated Master Barbers & Beauticians of America, and related 
organizations. 

5. Excise-tax rates generally should be reduced.—American Retail 
Federation; National Federation of Independent Business. 
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6. The excise-tax reductions scheduled for April 1, 1957, should be 
permitted to become effective, and other excises should be reduced, 

articularly those that bear most heavily on low and middle income 
individuals —AFL-C10O. 

7. Excise taxes imposed on the sales price should have an exemp- 
tion of the first $25 or $50 of the selling price from the basis for 
tax.—National Federation of Independent Business. 

8. Exemption from excises taxes should be granted to community 
service organizations classed as tax exempt for income-tax purposes 
under section 501 (c) of the code —AFLI-CJ0. 

9. Opposition is expressed to the exemptions for nonprofit educa- 
tional institutions proposed by H. R. 12298 (secs. 106 and 121).— 
Protestants and Other Americans United for Separation of Church 
and State; the American Humanist Society. 

10. Endorsement is given to the exemption for nonprofit educational 
institutions proposed by H. R. 12298 (secs. 106 and 121).—American 
Council on E'ducation; Representatwe Frank J. Becker. 

(a) Exemption from excise taxes should be provided for private 
colleges.— Representative Richard H. Poff. 

(6) Exemption from excise taxes should be provided for col- 
leges not supported by taxes.—Centre College of Kentucky. 


II. Rerarter’s Excise Taxes 
A. General 


1. All retailers’ excise taxes should be repealed.—American Hotel 
Association; Bruce Watters; National Retail Dry Goods Association: 

2. All retailers excise taxes should be imposed at the manufacturers 
level.—Kansas State Pharmaceutical Association. 

3. H. R. 12421 should be enacted with respect to technical amend- 
ments intended to clarify law without significant loss of revenue.— 
Federal Exweise Tax Council; National Retail Dry Goods Association. 

(a) H. R. 12421 should be enacted, with the possible exception 
of the provision of that bill exempting items selling for less than 
$5 from the tax imposed on jewelry and luggage.—American 
Retail Federation. 


B. Jewelry and related items 


1. The tax on jewelry should be repealed.—/Jewelry Industry Taa 
Committee, Inc.; Amalgamated Jewelry, Diamond and Watchcase 
Workers Union; American Watch Association. 

2. The tax on watches should be repealed.—American Watch 
Association; Benrus Watch Co. 

3. The tax on clocks and pin-lever nonjeweled watches should be 
repealed.—Clock & Watch Manufacturers Association of America, 
Ine. 


C. Furs 


1. The tax on furs should be repealed.—American Fur Industries; 
Associated Fur Manfacturers, Inc.; Associated Fur Industries of 
Chicago, Ine. 

D. Toilet preparations 


1. The tax on toilet preparations should be repealed.—NVational 
Association of Retail Druggists; Cosmetic Career Women. 
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2. The tax on toilet preparations should be converted to a manufac- 
turers’ tax.—Vational Association of Retail Druggists; United States 
Wholesale Grocers Association. 

3. The tax on toilet preparations should not be shifted to a manu- 
facturers’ tax.— Associated Master Barbers and Beauticians of Amer- 
ica, and related organizations; Toilet Goods Association. 

4. The tax rate on toilet preparations should be reduced.—7oile¢ 
Goods Association. 

5. Toilet preparations selling at $5 or less should be exempted from 
tax.—National Association of Retail Druggists. 

6. Deodorants and sunburn lotions should be exempt from tax.— 
Bradley Associates, Inc. 

7. Exemption from tax should be granted on sales of miniature 
samples of toilet preparations to beauty or barbershops for free dis- 
tribution to prospective customers for advertising purposes.—Asso- 
ciated Master Barbers & Beauticians of America, and related organ- 
izations. 

8. Aromatic cachous (Sen-Sen) should be exempted from the tax 
on toilet preparations.—American Chicle Co. 

9. Provisions of law permitting a supplier of door-to-door sales- 
men to file returns for them (sec. 161 of H. R. 12298) should follow 
the past practice authorized by the Revenue Service and not require 
the powers of attorney for each salesman, which would be the effect 
of the present language of H. R. 12298.—Avon Products, Inc.; Fuller 
Brush Co.; Toilet Goods Association. 

E. Luggage, handbags, ete. 

1. The tax on luggage and leather goods should be repealed.— 
Luggage & Leather Goods Manufacturers of America, Inc.; American 
Luggage Works. 

2. Exemption from tax should be provided for ladies’ handbags, 
pocketbooks, and purses.—epresentative Edna F. Kelly; National 
Authority for the Ladies Handbag Industry; International Leather 
Goods, Plastics, and Novelty Workers Union. 

F. Special fuels 

1. The tax imposed by section 4041 (b) of the code on special motor 
fuels should apply wader the same condition as the tax imposed on 
diesel fuel by section 4041 (a), only when used or sold for use as fuel 
in a highway vehicle.—Liguefied Petroleum Gas Association. 


G. Special provisions 
1. Definition of price: 


(a) Provision should be made to eliminate carrying charges 
from the tax base.—NVational Retail Dry Goods Association. 


Ill. MANUFACTURERS 
A. General 

i. All manufacturers’ excise taxes should be repealed.—American 
Hotel Association. 

2. Any accessories that are intended to be taxed should be taxed by 
specific listing rather than on the vague and general basis of being 
“sold on or in connection with” taxable articles—National Associa- 
tion of Manufacturers. 
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3. Public Law 367, 84th Congress, provided for an exemption of 
certain taxable component-type articles when used in the manufacture 
of nontaxable end products. This principle should be extended to all 
taxable articles—National Association of Manufacturers. 


B. Automobiles, trucks, and trailers 


1. The tax should be repealed.—Awutomobile Manufacturers’ As- 
sociation; United Auto Workers; National Automobile Dealers 
Association. 

2. The tax on buses and bus parts should be eliminated.—Michigan 
Motorbus Association. 

3. The tax on automobiles should be suspended for 6 months.— 
Senator Charles E.. Potter. 

4. If the tax on automotive products are not repealed, the rates 
should be restored to those in effect prior to the Korean conflict.— 
United Auto Workers. 

5. If the tax is retained, the rates should be reduced as follows: 

(a) Automobiles to 314 percent. 

(6) Trucks, buses, and trailers to 5 percent. 

(c) Parts and accessories to 214 percent. 
With the possible proviso that the entire tax on trucks, trailers, and 
buses would go to the highway fund.—Automobile Manufacturers’ 
Association; Truck-Trailer Manufacturers Association (with respect 
to the rate reduction on trucks, trailers, and buses). 

6. Truck trailers and bodies used in service work or as tool carriers 
should be exempt from the 5-percent portion of the tax going to the 
highway trust fund—MacCabe-Powers Auto Body Co.; Morrison 
Steel Products Co.; Tom Wood Truck Equipment Co., Inc. 

7. The law should impose and define the tax as applying only to 
those vehicles primarily designed for the highway transportation 
of persons and property.—/ederal Eacise Tax Council. 

8. No tax should be imposed on automobiles and trucks sold to re- 
ligious and nonprofit educational institutions.—National Automobile 
Dealers Association. 

9. Exemption from tax should be granted for automobiles loaned 
by dealers to schools for use in driver training instruction programs.— 


American Automobile Association; National Automobile Dealers 
Association. 


CO. Automotive parts and accessories 


1. The tax imposed on automotive glass should be computed at a 
specific rate per canens foot rather than on a percentage of a varying 
sales price.—Pittsburgh Plate Glass Co. 

2. The same test should apply to all articles in determining whether 
they are subject to tax as automotive parts or accessories, namely 
whether they are primarily designed for use with taxable motor 
vehicles. The special test of mere suitability now applied to spark 
plugs, storage batteries, leaf springs, coils, timers, and tire chains 
should be eliminated and these articles should be judged by the same 
rules.—Federal Excise Tax Council. 

3. The tax now imposed on automobile and truck tire chains should 
be repealed.—National Association of Chain Manufacturers. 

4. The tax now imposed on certain rebuilt automotive parts should 
be eliminated. Revenue Service rulings on rebuilt parts have produced 
confusion, discrimination, and uncertainty.—/ndustrywide Commit- 
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tee To Remove Discriminatory Automotive Excise Tax; Harold T. 
Halfpenny; Robert E. Phelps, Albert S. Holswasser, Ira Saks; Motor 
& Equipment Wholesalers Association. 

5. Refund and exemption procedures for taxable parts used, or sold 
for use, as repair or replacement parts for farm equipment: 

(a) The credit and refund provisions in the present law should 
be repealed.—Federal Excise Tax Council. 

(6) The provision in H. R. 12298 (sec. 111) providing exemp- 
tion when taxable parts are sold for ultimate use as in farm re- 
pair should not be enacted.—Federal Facise Taw Council. 

(c) Provisions relating to general exemptions (sec. 121 of H. R. 
12298) should be extended to taxable parts sold for ultimate use 
in the repair of farm equipment, in lieu of existing provision in 
H. R. 12298.—National Association of Manufacturers. 


D. Tires and tubes 


1. The taxes on tires and tubes should be reduced.—Michigan 
Motorbus Association. 

2. A definition should be provided to aid in determining whether 
particular tires or tubes are of the type used on highway vehicles — 
Federal Excise Tax Council. 

3. The provision of H. R. 12298 (sec. 112), imposing a tax on some 
tires and tubes under certain conditions prior to their actual sale, is 
contrary to the basic concept of the tax being related to the incidence 
of sale and should not be enacted.—National Association of Manu- 
facturers; Rubber Manufacturers Association, Inc.; Goodyear Tire & 
Rubber Co.; Federal Excise Tax Council. 

4. If the imposition of tax prior to sale is deemed to be necessary, 
then it should apply only to tires shipped by manufacturers to com- 
pany-owned retail stores at the time of such shipment.—Rubber Man- 
ufacturers’ Association, Inc.; Goodyear Tire & Rubber Co. 

(a) When tires are shipped by a manufacturer to its com- 
pany-owned retail stores, tax should attach at the time of such 
shipment.—National Federation of Independent Business. 

(6) The provision of H. R. 12298 (sec. 112) designed to give 
relief to independent tire dealers actually went too far. It 
should be modified to tax shipments of tires by a manufacturer 
to its company-owned retail stores at the time of such shipment, 
but to permit the present practice of paying tax at the time of 
sale on all other types of transactions—Vational Tire Dealers & 
Retreaders Association, Ine. 

5. Tires for farm equipment other than highway equipment should 
be exempted from tax.—American Farm Bureau Federation. 

E. Petroleum products 

1. The taxes on motor fuels and lubricating oils should be re- 
duced.—Michigan Motorbus Association. 

2. The tax on gasoline should be imposed at the time of sale by the 
wholesale distributor rather than at the time of sale by the producer.— 
National Oil Jobbers Council. 

3. The tax credit provided by H. R. 12298 (sec. 164) for gasoline 
lost in a major disaster should be extended to include gasoline lost by 


virtue of fire, flood, shipwreck, or other casualty —National Oil Job- 
bers Council. 
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4. Under the Highway Revenue Act the tax rate on gasoline is in- 
creased to 3 cents per gallon, but provision is made for refund of 1 
cent a gallon to nonhighway users of gasoline. There should be more 
frequent refunds to such users.—Air T'ransport Association. 

5. The gasoline tax allowance provisions of the Highway Tax Act 
should be amended to permit separation of local transit system and 
intercity system operated by the same entity.—Michigan Motorbus 
Association. 


F. Refrigerators, freezers, and components 

1. The tax should eventually be repealed.—N ational Electrical Man- 
ufacturers’ Association. 

2. The tax on refrigerator components should be repealed as pro- 
vided by H. R. 12298 (sec. 113).—Federal Ewcise Tax Council; Na- 
tional Electrical Manufacturers’ Association; Air-Conditioning and 
Refrigeration Institute. 

G. Air-conditioning units 

1. The tax should eventually be repealed.—N ational Electrical Man- 
ufacturers’ Association. 

2. The tax should be reduced from 10 to 5 percent.—Air-Condition- 
ing and Refrigeration Instiute; Phileo Corp. 

3. The tax on household-type air-conditioners should be extended 
to include those of 1 horsepower.—Philco Corp. 

4. If the base for taxing air-conditioners were broadened, it would 
be better to do it on a B. t. u. basis rather than on a horsepower basis.— 
Air-Conditioning and Refrigeration Institute. 

H. Electric, gas, and oil appliances 

1. The tax should be repealed either now or eventually.—/nstitute 
of Appliance Manufacturers; National Electrical Manufacturers’ As- 
sociation. 

2. If the tax cannot be removed, the base should be broadened to in- 
clude other household type equipment but at a retail level—/nstitute 
of Appliance Manufacturers. 

3. The tax imposed on electric, gas, and oil water heaters should be 
repealed.— Water Heater Manufacturers; National Electrical Manw- 
facturers Association. 


4. The tax on power lawn mowers should be removed.—The Lawn 
Mower Institute, Inc. 


I. Electric light bulbs and tubes 

1. The tax should be repealed with an accompanying provision for 
floor stock refunds.—7'ung-Sol Electric, Inc. 

2. The law now permits the tax-free sale of, or tax credit for, auto- 
motive parts, radio and television parts, refrigerator components and 
camera lenses sold for use or used in the manufacture of other articles 
whether taxable or nontaxable. The same provisions should be ex- 
tended to include light bulbs and tubes, which now may be sold tax- 
free only if sold for use in the manufacture of a taxable article— 
Tung-Sol Electric, Ine. 


J. Radio sets, television sets, and phonographs 


1. The tax on radio and television sets should be repealed.—Na- 
tional Association of Radio & Television Broadcasters. 
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2. The tax rate should be reduced from 10 to 5 percent.—Radio 
Electronics Television Manufacturers’ Association; International 
Union of Electrical, Radio & Machine Workers. 

8. All-channel television sets (those capable of receiving both UHF 
and VHF signals) should be exempted from tax.—/?adio Electronics 
Television Manufacturers’ Association; Senator Warren G. Magnu- 
son; Committee for Competitive Television; National Broadcasting 
Co., Ine.; National Association of Radio & Television Broadcasters; 
Association of Maximum Service Telecasters; Detroit Television 
Foundation. 

4. All-channel television sets should not be exempted from tax for 
the purpose of directing purchasing power toward a particular type 
of product within a general classification ——Philco Corp. 

5. Color television sets should be exempted from tax.—Radio Elec- 
tronics Television Manufacturers’ Association. 


K. Radio and television components 


1. The provision of H. R. 12298 (sec. 115) which would tax com- 
ponents only if they are suitable for use with articles listed in section 
4141 of the code of the entertainment type should be enacted.—Radio 
Electronics Television Manufacturers’ Association. 

(a) In determining the taxability of components under the 
H. R. 12298 provision, the test should be primary use rather than 
suitability for use—Federal Excise Tax Council. 

2. The term “tuners” should be substituted for the term “chassis” 
in the taxable component listing.—Federal Facise Tax Council. 

3. Tax should be removed on antenna of the “built-in” type—/Fed- 
eral Excise Tax Council. 

4. Tax should be imposed on the sale of any combination of taxable 
components.—F ederal Excise Tax Council. 


L. Record players 


1. The tax proposed for record players by H. R. 12298 (sec. 115) 
should not be enacted.—Radio Electronics Television Manufacturers’ 
Association. 

2. If record players are taxed, the statutory language should read 
“phonograph record players.”—Radio Electronics Television Manu- 
facturers’ Association. 

3. If record players are taxed, they should be taxed as components 
under section 4142 of the code and not as end products under section 
4141—Federal Excise Tax Council; Radio Electronics Television 
Manufacturers’ Association. 


M. Tape and wire recorders 


1. The tax proposed on tape and wire recorders by H. R. 12298 
(sec. 115) should not be enacted.—Magnetice Recording Industry As- 
sociation; Radio Electronics Television Manufacturers’ Association. 

2. If tape and wire recorders are to be taxed and the intention 
is to tax those performing functions similar to phonographs, they 
should be designated im the statute as “tape and wire players and 
recorder-players.”—Radio Electronics Television Manufacturers’ As- 
sociation. 
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N. Pionograph records 

1. The tax should be repealed.—FRecord Industry Association of 
America, Inc.; Golden Records, Simon & Schuster, Inc. 

2. Children’s phonograph records retailing for 25 cents or less 
should be exempted from the tax.—Golden Records, Simon & Schus- 
ter, Ine. 

O. Musical instruments 

1. The tax should be repealed or reduced.—National Association 
of Music Merchants, Ince. 
P. Sporting goods 

1. The tax on bowling pins, bowling balls, billiard and pool tables 
and billiard and pool balls and cues should be repealed.—National 
Bowling Council. 

Q. Photographie equipment 

1. The tax rates on photographic equipment should be reduced to 
the same extent that rate reductions may be granted on items of a 
comparable or competitive nature—National Association of Photo- 
graphic Manufacturers, Ince. 

R. Business machines 

1. The tax should be repealed.—Office Equipment Manufacturers 

Institute; International Business Machines Corp. 
S. Pens and mechanical pencils 
1. The tax should be repealed—Fouwntain Pen & Pencil Manu- 


facturers Association (W.A. Sheaffer and Esterbrook Pen Co.) ; Rep- 
resentative Watkins M. Abbitt. 


T. Mechanical lighters 


1. The tax should be repealed.—Ronson Corp.; Zippo Manufactur- 
ing Co. 
U. Special provisions 

1. Definition of price: 

(a) Endorsement is given to the provision of H. R. 12298 (sec. 
116) that would permit a manufacturer of taxable articles who 
sold to wholesalers and also to retailers and/or at retail to com- 
pute tax on a more equitable basis on the latter types of sales.— 
Radio-Electronics-Television Manufacturers Association; Na- 
tional Association of Manufacturers; National Electrical Manu- 
facturers Association; Institute of Appliance Manufacturers; 
Philco Corp.; Air Conditioning & Refrigeration Institution. 

(i) Clarification is needed of the term “a substantial num- 
ber of sales.”—/nstitute of Appliance Manufacturers. 

(ii) Some of the qualifying terms leave room for interpre- 
tation and some manufacturers could not determine whether 
or not they could qualify for the special tax base.—Pitts- 
burgh Plate Glass Co. 

(111) The special provisions should be extended to cover 
sales to related retailers—National Association of Manu- 
facturers. 

(iv) While the provision is satisfactory as far as it goes, 
the same tax relief should be extended to manufacturers who 





EXCISE TAXES 1091 


sell at retail and/or to retailers but who do not sell in suffi- 
cient volume to wholesalers.—F ederal Eacise Taw Council. 

(6) Relief comparable to that proposed by H. R. 12298 (sec. 
116) also should = extended to standard-brand manufacturers 
who distribute products nationally under their own brand name, 
selling in competition with private-brand manufacturers.— 
Federal Excise Tax Council; Philco Corp. 

(c) To eliminate discrimination against small retailers, a uni- 
form excise-tax base should be established at the lowest price to 
retailers, taking quantity discounts into consideration, when the 
normal method of distribution of an industry is to sell to retailers 
at quantity discount prices—National Association of Photo- 
graphic Manufacturers, Inc. 

(a) Clarification is needed of the term “arm’s-length transac- 
tion” and the provisions relating to that term in H. R. 12298 (sec. 
116).—Federal Facise Tax Council; Institute of Appliance Man- 
ufacturers. 

(e) Provision should be made for a uniform determination of 
constructive sale price in all cases where the manufacturer sells at 
retail, on consignment, to retailers, or at less than arm’s-length.— 
Federal Excise Tax Council. 

(f) Present uncertainty as to what constitutes an “other 
charge” referred to in section 4216 (a) of the code should be clari- 
fied by specifically describing the “other charges.”—Federal Fa- 
cise Tax Council. 

(i) Carrying charges, delivering charges, and similar 
charges should be specifically excluded from the tax base.— 
Zippo Manufacturing Co. 

(g) Statutory provision should be made for exclusion of local 
taxes from the excise-tax base. These would include any gross 
receipts, manufacturers sales tax, or other direct tax, whether the 
liability is imposed on the vendor or vendee.—Federal Excise Tax 
Counci. 

(2) Provision should be made to exclude from the tax base 
commissions paid to manufacturers’ representativ es who act as in- 
dependent contractors—Federal Excise Tax Council; Zippo 
Manufacturing Co. 

(4) At the present time the statute provides for the exclusion 
of the trade-in allowance granted in connection with the exchange 
sale of a taxably rebuilt automotive part. This same exemption 
is not extended to any other rebuilt parts subject to manufacturers 
excise tax. Even if the tax on rebuilt auto parts were to be re- 
moved, the exemption for a trade-in allowance should be extended 
to all rebuilt parts as a general provision.—Federal Excise Tax 
Council, 

. Basis for tax on leases: 

(a) Present law provides a special base for computing tax on 
leases of utility trailers. H.R. 12298 (sec. 119) would extend this 
special tax base with minor variations to include all trailers and 
trucks. This tax-limitation relief should be extended to al! ar- 
ticles subject to manufacturers excise tax.—Federal Excise Tam 
Council; National Association of Manufacturers; Radio-Elec- 
tronics-T elevision Manufacturers Assocation; International Busi- 
Ness Mae hine s C orp. 
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(6) Tax limitation relief on leases should be extended without 
the requirement that the manufacturer be engaged in the business 
of selling the same kind of article.—/nternational Business Ma- 
chines Corp. 

(c) Adoption is urged of the provision in H. R. 12298 (sec. 
119) that would provide tax-limitation relief on leases of trucks 
and trailers—Automobile Manufacturers Association; Truck- 
Trailer Manufacturers Association, Ince. 

(d) Tax computed on lease payments on the basis provided by 
H. R. 12298 (see. 119 should be at the rate in effect at the time of 
each lease payment.—/nternational Business Machines Corp. 

(e) Provision should be made to apply the constructive sale 
price rules to determine the proper Sean for tax under lease 
arrangements.—F ederal Excise Tax Council ; International Busi- 
ness Machines Corp. 

(f) The law should provide that a manufacturer will not be 
liable for further tax in connection with leased articles if the tax 
is repealed or if an article can no longer be leased or sold.—/nter- 
national Business Machines Corp. 

(g) The law should be amended to make it clear that a lease 
should be treated as a sale for all purposes of chapter 32 of the 
code, including the credit and refund procedures. This is par- 
ticularly necessary where an article is leased for an exempt use by 
the manufacturer or by his customer as a lessor.—Federal Excise 
Tax Council. 

(h) The portion of the lease payment attributable to mainte- 
nance should be excluded from the tax base.—/nternational Busi- 
ness Machines Corp. 

. Basis of tax on use by manufacturer or importer: 

(a) The statutes should be amended to make clear the time 
and manner in which the use tax attaches, and that the provisions 
relating to sales apply equally to the tax on use.—Federal Fecise 
Tax Council. 

. Registration and exemption procedure: 

(a) Endorsement is given to the principle of a uniform system 
of registration and exemption and to certain aspects of the pro- 
visions relating to these points in H. R. 12298 (sec. 121). These 
favored aspects include the elimination of the present monthly 
or order exemption certificate and the reduction of present paper 
work.—Federal Excise Tax Council; National Association of 
Manufacturers. 

(6) Adoption of section 121 of H. R. 12298 is opposed unless 
certain major deletions and/or amendments are made.—Rudbber 
Manufacturers Association, Inc.; Fountain Pen & Mechanical 
Pencil Manufacturers Association. 

(c) Exemption procedures should be clarified.—/nstitute of 
Appliance Manufacturers. 

(d) Changes advocated for section 121 of H. R. 12298: 

(i) Liability for any tax should be assumed by purchasers 
buying under their registry permit. The aidiealinidemnte in 
such cases should be relieved of any subsequent liability in 
the event that the merchandise involved is not used or re- 
sold for use in the exempt manner indicated at the time it is 
purchased from him.—Federal Excise Tax Council ; National 
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Association of Manufacturers; Radio-Electronics-T elevision 
Manufacturers Association; Automobile Manufacturers 
Association; Rubber Manufacturers Association; Tung-Sol 
Electric, Ine. 

(ii) The provision of section 121 permitting tax-free pur- 
chases by an “intermediate purchaser” should not be adopted 
(in some instances this was an alternative proposal to the 
preceding one).—Federal Excise Tax Council; National As- 
sociation of Manufacturers; Rubber Manufacturers Associa- 
tion, Inc.; Fountain Pen & Mechanical Pencils Manufac- 
turers Association; Tung-Sol Electric, Ine. 

(i111) If the “intermediate purchaser” provision is re- 
tained in its existing or altered form, then it should be made 
clear that a manufacturer is not compelled to make a tax- 
free sale but may do so at his option—/Federal Excise Tax 
Council; National Association of Manufacturers. 

(iv) Continuation of present exemption procedures would 
be preferable to enactment of the “intermediate — 
provision in section 121 as it now stands.—Rubber Manu- 
facturers Association, Inc.; Fountain Pen & Mechanical 
Pencil Manufacturers Association. 

(e) Section 121, among other things, would permit the tax- 
free sale of tires, tubes, and automobile radio or television receiv- 
ing sets for use by the purchaser for sale on or in connection 
with another article manufactured by him which is to be sold 
to certain types of exempt purchasers. It would be preferable to 
handle this through a credit and refund route rather than the 
tax-free sale procedure.—Federal Excise Tax Council. 

(f) Endorsement is given to the provisions of section 121 per- 
mitting a computation of tax on a basis more equitable than pres- 
ently permitted where a manufacturer purchases components for 
use in further manufacture and then does not so use them.— 
Automobile Manufacturers Association. 

(7g) Where sales are made by a manufacturer directly to a 
local governmental body, such sales should not be subject to 
Po yor for registration or exemption certificates.—7'ung- 
Sol Electric, Ine. 

(hk) The provision in section 121 permitting the Secretary of 
the Treasury to relieve exporters of registration requirements 
should be deleted.—7'ung-Sol Electric, Inc. 

(4) The exemption for articles manufactured by Indians pres- 
ently granted and also contained in H. R. 12298 should be 
repealed, as it is no longer necessary.—F ederal Excise Tax Council, 

. Definition of manufacturer: 

(a) Present law does not define the term “manufacturer.” It 
is recommended that this term for excise tax purposes be defined 
as the one who performs the physical operation of fabrication 
or assembly.—Federal Facise Tax Council. 

(i) The term “manufacturer” should be defined by law as 
the one physically producing the taxable article without 
regard to patent ownership. ere should also be included 
in the law a related definition of the term “sale.”—Polaroid 
Corp. 


85776—57——_71 
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6. The law should provide for computation of tax on total sales 
within a taxable period for which a return is made, rather than the 
present imposition of tax upon individual sales.—Federal Eacise Tax 
Council. 

7. The person liable for tax should be clearly designated in the 
statute. There is no provision for this in present lets t is suggested 
that the statute provide that the person liable for tax is the manu- 
facturer, producer, or importer, or the person standing in their posi- 
tion because of tax-free purchases.-—/ederal Excise Tax Council. 

8. A uniform procedure should be adopted providing for floor stock 
refunds of manufacturers’ excise taxes when such taxes are reduced 
or eliminated.—/nstitute of Appliance Manufacturers; Federal Excise 
Tax Council. 

(a) Such a uniform procedure should include the following 
provisions: Dealers should be given 2 months and 10 days to file 
refund claims with manufacturers; manufacturers should have 
an additional 1 to 3 months to file their claims with the Govern- 
ment; manufacturers should have 30 days from the receipt of 
the refund to pass it on to the dealers; the filing of claims by 
manufacturers should be integrated with quarterly excise tax 
returns.—National Electrical Manufacturers’ Association. 

V. Credits and refunds 

1. Refund procedures should be clarified.—/nstitute of Appliance 
Manufacturers. 

2. The provisions in H. R. 12298 (sec. 163) relating to credits and 
refunds will be a helpful improvement, but should contain additional 
changes in present law.—Federal Excise Tax Council; National Asso- 
ciation of Manufacturers: 

(a) Endorsement is given to the provisions of section 163 per- 
mitting refund or credit in the case of exports, and permitting 
credit for tires, tubes, or automobile radio and television receiving 
sets which are incorporated in another article exported or sold 
to a local governmental agency.—Automobile Manufacturers’ 
Association. 

3. Additional changes that should be made in the credit and refund 
provision : 

(a) In order to obtain certain types of credits or refunds, pres- 
ent law requires a manufacturer to prove that he either has not 
included the tax in his price or has repaid the tax to or obtained 
the consent of the ultimate purchaser or ultimate vendor, as the 
case may be. These requirements are retained in H. R. 12298 
(sec. 163). This requirement is unrealistic and inequitable and 
should be removed.—Radio Electronics Television Manufacturers’ 
Association; Federal Excise Tax Council; National Association 
of Manufacturers. 

(i) The consent of the ultimate vendor should not be re- 
quired ; the allowance should be conditioned solely upon doc- 
umentary evidence of tax-free sale or use. Those credits 
and refunds now requiring repayment to or consent of the 
ultimate purchaser should instead require repayment to or 
consent of the manufacturers’ vendee. A manufacturer 
should be regarded as not having passed on the tax if he can 
show that his price, including tax, is not more than the price, 
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excluding tax, charged by his competitors. A taxpayer 
should not be foreclosed from showing that he has borne the 
burden of the tax, and not passed it on, merely because tax 
has been billed as a separate item—*Federal Eacise Tax 
Council. 

4. Section 163 of H. R. 12298 permits a tax credit or refund to a 
manufacturer who has purchased a taxable article tax paid and used 
it in the manufacture of a taxable article, or, in the case of certain types 
of components, in the manufacture of a nontaxable article. The pro- 
posed law would permit the credit or refund only to the manufacturer 
who so used the part, which he could obtain by taking a credit on his 
tax return or filing a claim for refund with the Government. He 
should be permitted the option of obtaining a credit for the tax from 
the manufacturer from whom he purchased the component.—/adio 
Electronics Television Manufacturei 3 Association; Tung-Sol Electric, 
Ine. 

(a) Where a manufacturer buys tax paid articles from another 
manufacturer for use in nontaxable end-articles, the second manu- 
facturer should have the option to recover the tax directly from 
the Government or through the original manufacturer-tax- 
payer.—National Association of Manufacturers. 

5. Present law and H. R. 12298 (sec. 163) permit a credit or refund 
of the actual tax paid on a component article used in the manufacture 
of an end-article, under certain conditions, except for tires, tubes, and 
automobile radio and television receiving sets. The same tax credit 
basis provided for all other articles should be extended to these latter 
parts. Manufacturers using them in the manufacture of taxable 
articles should be permitted to take a credit for the actual tax paid 
on them rather than the artificial basis now prescribed.—A utomobile 
Manufacturers’ Association; Federal Excise Tax Council. 

6. Proportionate credits or refunds should be permitted for bad debt 
losses on articles subject to tax.— Federal Excise Tax Council. 

7. Whether or not there is a change in the provisions relating to 
passing on of tax, taxpayers should be able to credit any type of 
overpayment against an amount of additional tax for the same return 
period.—F ederal Excise Taa Council. 


IV. FaActnities AND SERVICES 


A. Admissions tax 


1. The tax on admissions should be repealed.—Actors Equity Asso- 
ciation; International Alliance of Theatrical Stage Employees and 
Moving Picture Machine Operators of the United States. 

2. Complete exemption from tax should be granted on all admis- 
sions to motion-picture theaters—Couneil of Motion Picture Or- 
ganizations. 

3. Exemption from tax should be granted on admissions to all 
cultural entertainments.—American National Theatre and Academy. 

(a) If this is not possible, exemption from tax should be granted 
on admissions to theatrical performances conducted by or for the 
benefit of ANTA.—American National Theatre and Academy. 

(6) Exemption from tax should be granted on admissions to 
the legitimate theater—National Association of Theatre, Inc. 
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and League of New York Theatres, Inc.; Actors Equity Asso- 
ciation. 

(c) Exemption from tax should be granted on admissions to 
all concerts.—National Association of Concert Managers. 

3. Exemption from tax should be granted on admissions to minor- 
league baseball games.—N ational Association of Professional Baseball 
Leaques. 

4. Endorsement is given to the provision in H. R. 12298 (sec. 131) 
which would provide exemption from the tax on admissions to skating 
rinks.—foller Skating Rink Operators Association of America. 

5. The tax on admissions to horse and dog races should be reduced 
from 20 percent to 10 percent.—A ttorney General, State of Florida. 


B. Cabaret tax 


1. The cabaret tax should be repealed —American Federation of 
Musicians; Marian H. Berdan; Meyer Davis; Gwen Bari; William F. 
Boston; Charles Parrish; Music Educators National Conference; Na- 
tional Federation of Music Clubs; National Licensed Beverage Asso- 
ciation; American Hotel Association; Hotel and Restaurant Em- 
ployees and Bartenders International Union. 

2. The cabaret tax at least should be reduced.—Guy Lombardo. 

3. If repeal is impossible at this time, there should be a specific 
timetable of reduction with an ultimate elimination.—National Li- 
censed Beverage Association. 

4. The term “cabaret” tax is misleading and outmoded, and should 
be changed, if the tax is retained, to a more descriptive term.—WNa- 
tional Licensed Beverage Association; Music Educators National Con- 
ference. 


C. Club dues 


1. The tax on club dues should be reduced from 20 percent to 10 
percent.—Club Managers Association of America. 

2. Community nonprofit swimming-pool clubs or associations should 
be exempt from tax.—Representative Joel T. Broyhill; Community 
Pools Association of Montgomery County, Md.; Oakview Recreation 
Corp.; Representative George M. Rhodes. 

(a) The effective date of such an exemption should be such as 
to provide the maximum benefit for those organizations now 
trying to organize—Community Pools Association of Mont- 
gomery County, Md. 

(6) The effective date of the exemption provided in H. R. 
12298 (sec. 132) would be of little help to existing pools. The 
exemption should be made effective as of January 1, 1956.— 
Oakview Recreation Corp. 

3. If complete exception is not possible, it should at least be ex- 
tended to payments for capital stock or other forms of security to the 
extent that such payments represent investment in the swimming pool 
and related physical assets—Representative Joel T. Broyhill. 

4. Enactment is urged of the provision of H. R. 12298 (sec. 132) 
that would exempt from tax assessments for capital improvements.— 
Club Managers Association of America. 

5. Endorsement is given to the provisions of H. R. 12298 (sec, 132) 
that would provide a new tax base for life memberships, but the law 
or regulations should be amended to make it clear that there would 
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be no tax on honorary memberships, for which no money is paid, which 
now are classed as life memberships by Revenue Service ruling.—Club 
Managers Association of America. 

6. Exemption should be provided on charges for locker rentals, 
golf-club storage and cleaning, and similar services and facilities.— 
Club Managers Association of America, 

(a) The dues tax should apply to such charges only if they 
are mandatory; : should = excluded from the tax base if 
they are optional, which was the former position of the Revenue 
Service.—United States Lawn Tennis Association. 

7. Endorsement is given to the subcommittee’s previous recommen- 
dations for facilitating credit or refund of dues tax by simplifying 
and easing the power-of-attorney requirements.—Club u anagers As- 
sociation of America. 

D. Communications 


1, All communications taxes should be repealed.—American Hotel 
Association; National Association of Railroad and Utilities Commis- 
stoners; United Fresh Fruit & Vegetable Association; Florida Fruit 
& Vegetable Association; Idaho Growers Shippers Association; Grow- 
ers and Shippers’ League of Florida; Northwest Canners & Freezers 
Association. 

(a) Exemption from the communications taxes should be pro- 
vided for users dealing in agricultural commodities.—Northwest 
Horticultural Council; International Apple Association; North- 
west Cherry Briners Association. 

2. The tax on all telephone service should be repealed.—T'he Bell 
System; United States Independent Telephone Association; American 
Farm Bureau Federation. 

3. The tax on telegraph service should be repealed.— Western Union 
Telegraph Co. 

4. General endorsement is given to the provisions of H. R. 12298 
(sec. 133) relating to the tax on communications.—Representative 
Robert C. Byrd; the Bell System. 

5. Community television antenna systems should be exempted from 
the tax imposed on wire and equipment service.—Representative 
Robert C. Byrd; C. O. Erikson. 

6. An exemption from tax should be provided for telephone main- 
tenance charges made by nonprofit farmer telephone associations. 
This exemption should be retroactive in order to void a present Reve- 
nue Service ruling holding that such maintenance charges are subject 
to tax.—Farmers Union Telephone Lines, Inc.; Sylvan Telephone 
Company. 

7. The 8-percent tax on wire and equipment service should be re- 
pealed— Muzak Corp. 

8. Instead of reenacting the tax and wire and equipment service, 
it should be provided that the wire mileage tax would apply on the 
amounts charged for the use of such wires.—New , ork Stock 
Exchange. 

(a) If this is not possible, the historic percentage relation- 
ship between the tax on wire mileage service (at present called 
leased wire) and the tax on wire and equipment service should 
be restored. At one point the tax on leased wires was 25 percent 
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and the tax on wire and equipment service was 8 percent. The 
latter has remained unchanged, while the first has been reduced 
from 25 percent to 10 percent. If the previous relationship were 
restored, it would result in a tax of approximately 3 percent on 
wire and equipment service.—New York Stock Exchange. 

9. The exemption provided for telephone service installation 
charges should be extended to include installation charges for all 
other types of communication services, such as telegraph.— Western 
Union Telegraph Co. 

10. The exemption given to common carriers on their use of certain 
types of taxable services should include their use of telegraphic mes- 
sage service.— Western Union Telegraph Co. 

11. Charges for the Intrafax service should be exempt from tax as 
an intercommunication system.— Western Union Telegraph Co. 

12. The salaries of wire service operators should be excluded from 
the tax base.— Western Union Telegraph Co. 

13. The exemption extended under present law to common carriers 
on their use of teletypewriter services should be continued. H. R. 
12298 (sec. 133) must be amended to accomplish this. The term “ex- 
change” used in H. R. 12298 (sec. 133) should be clarified so that 
there will be no tax on the transmission of communications to or from 
different points in a common carrier’s system.—A ssociation of Ameri- 
can Railroads. 

(a) H. R. 12298 (sec. 1383) should be amended to continue the 
exemption from tax now granted to carriers on teletypewriter 
service. In addition, exemption should be extended to leased- 
wire service.—Aér Transport Association of America. 


14. Recommendations for changes in or additions to the provisions 
in H. R. 12298.—T’he Bell System. 


(a) Any —— granted should be made uniformly ap- 


plicable to all classes of communications services. This has 
particular reference to the fact that the provisions of the bill 
would eliminate the existing exemptions for teletypewriter ex- 
change service. 

(6) The terms used for the general categories of taxable service 
as described in H. R. 12298 chould be retained except for “wire 
mileage service” which should be termed “wire mileage.” The 
definitions of these terms used in the bill should be rephrased, 
however, in accordance with the definition suggested in the pre- 
pared statement. 

(c) With respect to coin-operated telephone service, the bill 
would tax “the amounts paid under a guaranty” plus any fixed 
periodic charges. This provision should be restated to make it 
clear that only an amount paid as a deficit under a guaranty would 
be subject to tax. 

(2) The term “sending or receiving set or device” appearing 
in proposed section 4253 (h) aipald be changed to “station 
terminal equipment.” 

(e) The language used in proposed section 4253 (i) to define 
an interior system should be clarified. 
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E. Transportation 


1. The taxes on transportation of persons and property should be 
repealed.—National Conference for Repeal of Taxes on Transpor- 
tation; Transportation Association of America; Freight Forwarders 
Institute; Association of American Railroads (Southern Railway 
Co.; Northern Pacific Railroad Co.; Boston & Maine Railroad; 
Pennsylvania Railroad Co.) ; National Industrial Traffic League; 
Committee for Oil Pipelines; American cae of Travel Agents, 
Inc.; Atlanta Freight Bureau; Southern Traffie League; National 
Conference of Non-Profit Shipping Association, Inc.; Moorman 
Manufacturing Co.; American Hotel Association; Pacific American 
Steamship Association; Los Angeles Chamber of Commerce; Traffic 
Managers Conference of Southern California; Western Traffie Con- 
ference; Seattle Chamber of Commerce; the National Grange; 
American Zine Institute; the Cryovac Co.; Idaho Falls Chamber 
of Commerce; Service Tools Institute; K. A. Anderson; United 
Fresh Fruit & Vegetable Association; Florida Fruit & Vegetable 
Association; Idaho Growers Shippers Association; Growers and 
Shippers’ League of Florida; National Association of Railroad and 
Utilities Commissioners; National Coal Association; American 
Trucking Association, Inc.; Representative Robert C. Byrd; Repre- 
sentative James G. Fulton; Representative Otto Krueger; Federa- 
tion for Railway Progress; Brotherhood of Locomotive Engine¢ rs; 
Michigan Motor Bus Association; Boise Chamber of Commerce ; Port 
of Seattle; Carnation Co.; Quinc Freight Bureau; Ernest Palmer, 
Jr.; Texas Harvest Hat Co.: Middendorf’s, Inc.; Knox Glass, Inc.; 


Kansas-Nebraska Natural Gas Co., Inc.; Irwin Paper Co.; Hollister- 
Whitney Co.; France Stove Co.; Dempster Mill Manufacturing Co.; 
Crete Mills ; 0. A. Cooper Co.; Brower Manufacturing Co. 
(a) Transportation of pro ee and persons by air should be 
és 


exempt from tax.—Los Angeles Chamber of Commerce. 

(6) As an integral part of the activity of finding and pro- 
alee oil and gas, it is customary for many oil companies to 
lease boats, tugs, helicopters, etc., for use in such operations on 
inland and offshore waters. The amounts paid for such leases 
should not be subject to the taxes on transportation of persons 
and property.— Mid-Continent Oil & Gas Association. 

2. The tax on the transportation of persons should be repealed.— 
American Society of Travel Agents, Inc.; National Association of 
Motor Bus Operators; National Association of Travel Organizations ; 
Air Transport Association; Hotel & Restaurant Employees & Bar- 
tender’s International Union; American Automobile Association; Air 
Transport Association of America. 

(a) The exemption proposed by H. R. 12298 (sec. 134) for 
air taxi transportation, under certain conditions, should be ex- 


1A substantial number of requests were received for repeal of all or certain of the taxes 
imposed on transportation, which includes transportation of persons, property (including 
coal), and transportation of oil by pipeline. For simplicity, all those requests for rep« ai 
of the tax on all transportation services and all of those requests for repeal of tax on 
transportation of persons and property have been grouped under a common heading—the 
tax on transportation of persons and property should be repealed. Those requests for 
repeal of particular taxes on transportation have been grouped under separate headings. 
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tended to include helicopter flights—New York Airways, Inc. 

(6) Public Law 796, 84th Congress, should be repealed or 
modified to remove the discrimination in favor of foreign travel 
and the accompanying discrimination against travel to border 
areas in adjacent countries—American Hotel Association. 

(c) Technicalities in present rules that discriminate against 
air carriers should be corrected. One of these involves the fact 
that tax attaches to a flight from Seattle to Alaska but not from 
Canada to Alaska.—Seattle Chamber of Commerce. 

(d) Technicalities in present rules that discriminate against 
American-flag water carriers should be corrected. One of these is 
that on trips including stops at intermediate United States ports, 
all passengers must pay the transportation tax on the “domestic” 
portion of the voyage, even though they do not disembark. Pas- 
sengers on foreign-flag vessels stopping at intermediate United 
States ports are not subjected to this tax. Correction should also 
be made of the interpretation that tax must be collected on that 
portion of voyages to and from Alaska and Hawaii that are 
within the 3-mile limit of the continental United States.—Pacific 
American Steamship Association. 

(e) Provision should be made to eliminate the existing dis- 
crimination between domestic airlines and foreign airlines pro- 
viding service between the United States and foreign countries. 
If the domestic flight, after its original departure, makes a stop 
within the United States en route to its foreign destination, tax 
attaches to that portion of the travel for those passengers who 
are traveling to the foreign destination and do not disembark. 
Travelers using foreign airlines, which do not make intermediate 
stops within the United States, are exempt from this tax.— 
Air Transport Association of America. 

(f) An exemption from the tax similar to that granted the 
Red Cross should be extended to the American Cancer Society.— 
American Cancer Society, Inc. 

3. The tax on the transportation of property should be repealed.— 
National Council of Farmer Cooperatives; Cabinet Industries, Inc.; 
American Trucking Association, Inc.; National Tank Truck Carriers, 
Inc.; Whatcom County Traffic and Rates Bureau; Pacific Northwest 
Advisory Board ; Washington Potato and Onion Shippers; the Flying 
Tiger Line, Inc.; Chamber of Commerce, Kankakee, Iil.; American 
Farm Bureau Federation; Metropolitan Chamber of Commerce of St. 
Louis; American Mining Congress; Capital Packing Co.; Pe 
Packing Co.; Fryer & Stillman, Inc.; Golds of Nebraska; Menke 
Stone & Lime Co.; Monroe Chemical Co.; Albert Trostel & Sons Co.; 
Vidas Transfer Line; Producers Grain Corp.; Scudders-Gale Grocery 
Co.; Brazos Valley Cotton Oil Co., Inc.; Senator Richard L. Neu- 
berger; National Association of Frozen Food Packers; National 
Crushed Stone Association; National Milk Producers Federation; 
National Office Furniture Association, Inc.; National Retail Lumber 
Dealers Association; National Retail Furniture Association; Vege- 
table Growers Association of America; Wine Institute; Los Angeles 
Harbor Department; 8. Albertson Co., Inc.; Alsynite Company of 
of America. 

(a) Exemption from tax should be granted with respect to cer- 
tain agricultural activities: 
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(i) Agricultural commodities in the raw and manufac- 
tured state and supplies used in farm production should be 
exempted from the transportation tax.—.Vational Council of 
Farmer Cooperatives. 

(ii) Agricultural commodities should be exempted from 
the transportation tax.—Philadelphia Terminals Marketing 
Association; Representative Hamer H. Budge; International 
Apple Association; Northwest Horticultural Council; North- 
west Cherry Briners Association; Northwest Canners & 
Freezers Association; Lipman & Lipman, Inc.; Siw L’s 
Packing Co., Ine. 

(iii) Perishable food commodities should be exempted 
from the transportation tax—United Fresh Fruit and V ege- 
table Association; Florida Fruit and Vegetable Association; 
Idaho Growers Shippers Association. 

(iv) Fresh fruits and vegetables should be exempted from 
the transportation ieee teaniaa and Shippers League of 
Florida. 

(6) If the tax cannot be repealed, the tax on the transportation 
of property between the continental United States and Hawaii 
and Alaska should be treated in the same fashion as the tax on 
the transportation of persons between these points.—Pacific 
American Steamship Association. 
ene? If the tax cannot be repealed, it should be put on a different 

4 


(i) The tax should not exceed 3 cents per 100 pounds.— 
Whatcom County Traffic and Rates Bureau; Pacifie North- 
west Advisory Board; Washington Potato and Onion Ship- 


3. 
Pi) The basis for tax should be changed to either weight, 
bulk, or the value of the goods transported.—Cabinet Indus- 
tries, Inc. 

(iii) The tax rate should be reduced to 3 percent on the 
first $100 of transportation charge, 2 percent on the second 
$100, and 1 percent on any amount over $200.—Representa- 
tive Hubert B. Scudder. 

(d) The tax on the transportation of property should be con- 
fined to —— for the actual transportation and should not be 
imposed on the additional services that may be furnished by the 
carrier, sometimes referred to as accessorial charges.—//owell 
Trucking Co., Inc.; National Association of Frozen Food Packers. 

(e) Enactment is requested of the provision in H. R. 12298 
(sec. 135) that would exempt from tax amounts paid for the trans- 

rtation of property by ferries, under certain conditions.— 

jational Ferry Boat Operators Association. 

(f) Exemption should be provided for the tax presently im- 
posed on certain types of towing services.— American Automobile 
Association. 

4. Tax on the transportation of coal] should be repealed.—National 
Coal Association; Representative Robert C. Byrd; Representative 
James G. Fulton; The Port of Seattle; American Coke and Coal 
Chemicals Institute; Edison Electric Institute. 
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5. Tax on the transportation of oil by pipeline: 

(a) The rate of this tax should be reduced to a level comparable 
to that imposed on other forms of transportation for hire.-—Com- 
mittee for Oil Pipelines. 

(6) In defining what constitutes transportation “within the 
premises of a refinery,” H. R. 12298 (sec. 136) proposes to limit 
the exemption for this factor to movements between premises 25 
miles or less apart. This restriction is unnecessary. There 
should be no mileage limit imposed.—American Petroleum 
Institute. 

V. DOCUMENTARY STAMP TAXES 


A. Issuance, sales, and transfers of capital stock and similar interests 
1. H. R. 12298 (sec. 141) proposes to tax issuances, sales, and trans- 
fers of capital stock on the basis of the actual value. 

(a) This provision is endorsed.—National Association of 
Manufacturers. 

(b) This provision is opposed—New York Stock Exchange; 
National Association of Investment Companies. 

(c) Accord is expressed with any proposal to simplify and es- 
tablish a more equitable basis for stamp taxes, but the proposed 
rate of 5 cents per $100 of market value on stock transfers would 
seriously hurt the liquidity of the market for many issues, par- 
ticularly the regional exchanges.—Midwest Stock Exchange. 

(d) Careful consideration should be given to the question of 


whether the proposed rate of tax on stock transfers will adversel 
affect the maintenance of liquid and orderly markets.—Secur- 


ties and Exchange Commission. 

2. The rate of tax on transfers of stock proposed by H. R. 12298 
(sec. 141) should be lowered.— American Stock Exchange. 

3. If the tax on stock transfers is to be imposed on actual value, 
the rate should be set no higher than 4 cents per $100.—New York 
Stock Eachange. 

4. A ceiling should be set for the tax imposed on stock transfers of 
$5 per 100 shares transferred—Los Angeles Stock Exchange. 

5. An alternative stamp tax rate structure should be enacted. This 
is described more fully in the prepared statement. It would provide 
the same relative rate spread between transfer tax and issuance tax as 
now prevails under present law, and would maintain tax revenues in 
excess of present collections without impairing markets or new capital 
financing. It also would be simpler to compute.—Midwest Stock 
Eachange. 

6. Issuance of shares by open-end investment companies should be 
exempt from tax.—National Association of Investment Companies. 

(a) If exemption is not granted, the issuance tax should be 
based upon the net increase in the capital of an open-end invest- 
ment company over a reasonable period of time instead of on each 
separate transaction.—National Association of Investment Com- 
panies. 

7. Exemption from the stock-transfer taxes should be granted to 
transfers of the stock of open-end investment companies from the 
issuing company to the underwriter, from the underwriter to the 
dealer, and from the dealer to the investor.—/ational Association of 
Investment Companies. 
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8. Exemption from tax should be provided for all issues and ex- 
changes of capital stock arising from transactions related to reorgan- 
izations which are free from income or capital-gains taxes under sec- 
tions 351, 355, or 868 (a) (1) of the code.—National Association of 
Manufacturers. 

9. The present exemption from stock issuance tax with respect. to 
common trust funds provided by section 4303 (a) should be extended 
to include the following: A fund maintained by a bank exclusively 
for the collective investment and reinvestment of assets of qualified 
pension trusts of which it is trustee or cotrustee; funds maintained 
by a bank consisting of assets of qualified profit-sharing trusts, or 
combinations of pension and profit-sharing trusts. In this connection, 
it is pointed out that oasteh assets are exempt from income tax as 
qualified trusts.— White & Case. 

10. Sales made by “specialists” on registered securities exchanges of 
stocks in which they are registered should be subjected to the stock- 
transfer tax only to the extent of their net sales for each day; that is, 
the excess of stock sold during a particular day over the same stock 
bought during the same day.—_New York Stock Exchange. 

11. A similar exemption should be extended to odd-lot dealers on 
registered securities exchanges with respect to their necessary sales of 
round lots accumulated through the purchase of odd lots on the same 
day.— New York Stock Exchange. 

12. Theexemption proposed for certain odd-lot transactions by H. R. 
12298 (sec. 141) should be extended to sales by “specialists.” —Mid- 
west Stock Exchange. 

13. With respect to the “for value” provisions of H. R. 12298 (sec. 
141), it should be stipulated that the transfer agent may be allowed 
to rely on the certifications of transferors, transferees, or their agents 
on the value for which stock has been sold. The transfer agent also 
should be allowed to rely on a statement from such persons that a 
stock is not being transferred for value-—New York Stock Transfer 
Association. 

VI. OTHER EXCISE AND REGULATORY TAXES 


A. Playing cards 

_ 1. Exemption from tax should be granted to cards specifically de- 
signed for instructional purposes, which cannot practicably be used 
as regular playing cards.—Bridge Hand of the Month Club, Ine. 

B. Coin-operated devices 

1. The provision of H. R. 12298 (sec. 152) that would create a 
category of coin-operated machines subject to a $25 annual tax should 
not be enacted. Any machine giving prizes or redemption of replays 
should be taxed at the $250 rate—Z. Gottleib & Co. 

2. The provisions of H. R. 12298 (sec. 152) relating to coin-operated 
devices should be amended to place so-called claw machines in the 
category subject to a $25 annual tax without regard to any limitation 
on value of merchandise that might be offered as a prize inducement. 


Robert E. Poffel. 
C. Bowling alleys. billiard and pool tables 


1. The $20 annual unit tax on bowling alleys, billiard and pool 
tables should be repealed.—N ational Bowling Council. 





1104 EXCISE TAXES 


D. Filled cheese 


1. The occupational taxes imposed on retailers and wholesalers of 
filled cheese should be repealed. Regulatory features relating to filled 
cheese should be revised.— Aiello Dury Farms Co. 


VII. ALCOHOL TAXES 
A. Distilled spirits 

1. Rates: 

(a) The reduction in tax of $1.50 per gallon on distilled spirits, 
now scheduled to take effect on April 1, 1957, should be permitted 
to become effective-—National Licensed Beverage Association; 
Tax Council of Alcoholic Beverage Industry; Repeal Associates. 

(6) The tax on distilled spirits should reduced to $6 per 
gallon, the rate that was in effect from November 1942 to April 
1944.—Pennsylwania Alcoholic Beverage Study, Inc. 

2. Endorsement is given to the provisions of H. R. 12298 relating 
to alcohol, tobacco and certain other excise taxes (title I1), in con- 
sideration of further changes in the law to permit the production 
and bottling of all types of distilled spirits on the same type of 
premises.—/ulius Wile; Arrow Liqueurs Corp.; Cointreau, Ltd.; Bols 
Distributing Co., Ine. 

3. The bonding provisions contained in title II of H. R. 12298 
should be amended to permit commingling for existing stocks and 
adoption of an unlimited t bonding pariell for future stocks only.—Dis- 
tilled Spirits Institute. 

4. The proposed section 5008 (c) (4) contained in H. R. 12298 
should not be enacted.—Distilled Spirits Institute. 


5. The language “or wine ws when below proof” contained in 


proposed section 5001 (a) (1) of H. R. 12298 should be deleted.— 
National Association of Alcoholic Beverage Importers. 

(a) The foregoing proposal should not be adopted.—Stitzel 
Weller Distillery; Brown-Forman Distillers Corp.; Wine In- 
stitute; National Distillers Products Corp.; Glenmore Distilleries 
Co.; Arrow Liqueurs Corp. (on behalf of D. J. Bielzoff Products 
Co.; Greenbros, Inc.; Charles Jacquin et Cie Inc.; Leroug & Co., 
Ine.; Mar-Salle Chicago Co.; Mohawk Liqueur Corp.; Para- 
mount Distillers, Inc.; Ed. Phillips & Sons Co.; Popper Morson 
Co.; United Brands; M. S. Walker, Inc.; Southern Comfort 
Corp.). 

B. Wines 
1. Sparkling wines: 

(a) The tax on sparkling wines should be reduced to $1 per 
gallon.— Representative H. B. Scudder. 

(6) The tax on American sparkling wine should be reduced to 
$1 = teams Schoonmaker. 

ce) The excise taxon champagne should be reduced to $1 per 
oe eier’s Wine Cellars, Inc.; John F. O’Connell; Greyton 
aylor. 
2. Proposed section 5041 (a) of H. R. 12298 should not be enacted 
in its present form.—TZaylor Wine Co., Inc.; Pleasant Valley Wine 
Co., Inc.; D. W. Putnam Co., Ine. 
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C. Industrial alcohol 


1. Endorsement is given to the provision of proposed section 5134 
of H. R. 12298 which would assure that the net tax on distilled spirits 
used in the manufacture or production of medicines, etc., should remain 
at $1.—T he Ethanol Institute. 

2. The law should be amended to provide a statement of congres- 
sional intent to the effect that the provisions of chapter 1 be admin- 
istered with a minimum of restrictions consistent with the production 
of the revenues.—Manufacturing Chemists’ Association, Ine. 


D. Beer 


1. A tax rebate of $2 per barrel should be granted to each brewery 
on the first 100,000 barrels sold annually. The law should be amended 
to prohibit the removal of beer from any brewery in a container larger 
than a hogshead.—Brewers’ Association of America; American Brew- 
ing Company of Miami, Fla.; International Union of United Brewery, 
Flour, Cereal, moe Drink & Distillery Workers of America; Charles 
7 ggg John D. Koch; J. Oliver Doern; Frank J. Klein; Leroy 

ayne. 


VIII. TOBACCO 
A. General 

1. The rate reductions on tobacco products scheduled for April 1, 
1957, should be permitted to become effective without extension at the 
existing rate.—/vepresentative Harold D. Cooley; Representative John 
L. McMillan. 

2. Endorsement is given to the provision in proposed section 5703 
(a) of H. R. 12298 which would place the tobacco industry on the 
return system of payment.—Associated Tobacco Manufacturers. 


B. Cigarettes 


1. The rate reduction on cigarettes scheduled for April 1, 1957, 
should be permitted to take effect without extension of existing rates.— 
Tobacco Tax Council, Ine. 


C. Cigars 


1. The tax on cigars should be imposed on an equitable ad valorem 
basis. If that is not possible, the present tax-bracket system should 
be revised to make the bracket rates more equitable——Cigar Manufac- 
turers’ Association of America, Ine. 

2. Adopton is urged of the bracket system of taxing cigars pro- 
posed by H. R. 3900.—Cigar Manufacturers Association of Tampa 


(Norman S. Brown; W. T. Morgan, Jr.; Lewis Lopez; James J. 
Corral). 


A. General 


1. The length specified in the law for shotgun and rifle barrels 
should be reduced from 18 to 16 inches.—National Rifle Association of 
America. 

2. The provision relating to “any other weapon” should be deleted.— 
National Rifle Association of America. 


IX, FIREARMS 
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X. ADMINISTRATIVE AND ORGANIZATIONAL POLICY 


A. Regulations 
1. Priority should be given to prompt publications of revised excise 
tax regulations.—National Electrical Manufacturers Association; 


Federal Excise Tax Council. 

2. The revised regulations should incorporate prior private rulings, 
particularly those outlining policy—National Association of Manu- 
facturers. 

B. Rulings 

1. Publication 

(a) The publication of all significant rulings should be ac- 
celerated.—Radio Electronics Television Manufacturers Associa- 
tion; National Electrical Manufacturers Association; Federal 
Excise Tax Council; National Association of Photographic 
Manufacturers, Ine. 

(6) All private rulings should be published except where spe- 
cifically covered by rulings, opinions, or court decisions previously 
published.—National Association of Manufacturers. 

2. All rulings should be made available for public inspection after 
deletion of identifying material—/adio Electronics Television Manu- 
facturers Association; Federal Excise Tax Council. 

3. Enforcement personnel in district offices should be kept thor- 
oughly informed of all private rulings—National Association of 
Manufacturers. 


C. Tax returns 
1. Instead of the present system of filing quarterly returns, it is 
recommended that returns be filed either monthly or annually. -If 


filed annually, credit should be deemed effective as of the first day of 
the period of which the return is filed —Federal Eacise Tax Council. 


D. Statute of limitations 


1. The statute of limitations provided by section 6511 (a) of the 
code—3 years from the filing of the return or 2 years from payment 
of the tax—should apply to all credits and refunds. The statute should 
begin to run from the date the right to the refund or credit arises.— 
Federal Excise Tax Council. 


E.. Appellate and litigation procedures 


1. Appellate procedure: 

(a) Recommended assessments of additional excise tax should 
be governed by the same rule that govern income-tax deficiency 
cases.—/ oseph Steinberg. 

(6) An appeals board should be established within the Inter- 
nal Revenue Service with the autonomous authority to review 
excise-tax cases and rulings and determinations.—Wational Asso- 
ciation of Manufacturers; Radio Electronics Tclevision Manu- 
facturers Association. 

(i) The foregoing recommendation is a less satisfactory 
alternative to giving the United States Tax Court juris- 
diction over excise-tax cases.—Federal Excise Tax Council. 





EXCISE TAXES 1107 


The decisions and finding of fact of an appeals board 
sical be published.—Wational . Association of Manufactur- 
ers; Radio Electronics Television Manufacturers Association. 

2. The United States Tax Court should be given jurisdiction over 
excise-tax cases.—/ oseph Steinberg ; Federal Excise T'ax Council. 

(a) This jurisdiction should include the right to make deter- 
minations prior to the payment of any tax.— National Association 
of Manufacturers. 

Provision should be made to permit a manufacturer to secure an 
adjudic ation as to the taxability of an article by filing a claim for 
refund and/or instituting a suit in a Federal court, w ithout first seeur- 
ing the written consent of the ultimate vendor or ultimate purchaser 
in those cases where such consent is now required. It would be under- 
stood that refund would be limited to amounts represented by appro- 
priate consents filed after a final determination of tax status.—NV ational 
Association of Photographic Manufacturers, Inc. 

F. Service organization 
1. A division should be created in the national office of the revenue 


service to handle all matters relating to excise taxes, under the juris- 
diction of an assistant commissioner.—Federal Excise Tax Council. 


x 








